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PREFACE 


This   legislative  history  has  been  prepared  to  provide  a  convenient 
reference  source  for  studies  of  the  development  of  the  social 
security  benefit  provisions  of  the  Social   Security  Act, 

The  legislative  history  begins  with  the  Social   Security  Act,  as 
enacted  on  August   ]k,    1935,   ^^nd   includes  every  subsequent  enact- 
ment affecting,   or  adding  to,   the  social   security  benefit  pro- 
visions administered  by  the  Social   Security  Administration,  In 
addition,    the  official    reports  of  the  House  of  Representatives  and 
the  Senate,    Issued  with  respect  to  the  Social   Security  Act  and 
cJjch  of  the  subsequent  amending  acts,   as  v/ell   as  certain  other 
House  and  Senate  documents   (e.g,,   analysis  of  proposed  legislation; 
special    reports,   etc.),   are  also   included   In  this  legislative 
history.      In  most  cases,   the  complete  text  of  the  amending  public 
law  and  accompanying  House  or  Senate  report,   or  document,    is  con- 
tained   in  this   legislative  history.     However,    in  the  few  cases 
where  a  public   law,    report,   etc,   deals  only   Incidentally  with 
'.iui.)l    s(M-iirlly   1  (><■)  i 1  n  t  i  on  .ind    is  of  exceptional    Icngtli,  only 
pertinent  excerpts  are    included    in  this  history. 

In  some   instances  the  House  and  Senate  reports  accompanying  a 
particular  act  will   not   reflect  one  or  more  provisions  contained 
in  the  act.     This    is  usually  due  to  the  fact  that  the  particular 
provision  was  added  to  the  bill   on  the  floor  of  the  House,  or 
Senate,   as  the  case  may  be,   after   Issuance  of  the  particular 
report.      In  these  cases,   background  material    relating  to  the 
diiu.Midmcnt  may  be  found   in  the  Congressional   Record  report  of  the 
riouse  or  Senate  debate  on  the  bill,     Tlie  Congressional   Record  may 
also  provide  a  useful   supplemental    reference  source  even   In  those 
coses   I  ri  which  the  House  or  Senate  report  discusses  the  particular 
provision   In  which  the  researcher   is    interested.      It    Is  not 
Feasible  to  reproduce   In  this   legislative  history  the  thousands 
of  pages  of  the  Congressional   Record  carrying  the  House  and  Senate 
debates  with  respect  to  the  acts    Included   In'  the  history.  However, 
or,  the  last  page  of  each  public  law  contained   in  this  volume, 
appears  a  listing  of  the  dates  on  which  the  act  was  considered  in 
the  House  and  Senate,  and  the  volume  of  the  Congressional  Record 
in  which  such  debate  may  be  found. 
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To  the  Congress  of  the  United  States : 

In  the  weeks  remaining  in  this  session  of  the  94th  Congress  there 
is  an  opportunity  to  write  a  legislative  record  of  which  we  can  all  be 
proud.  Over  the  past  23  months  I  have  sent  legislative  proposals  to 
the  Congress  dealing  with  many  vital  areas  of  national  concern.  Some 
of  these  proposals  have  been  enacted,  some  are  nearing  enactment,  but 
many  others  have  been  stalled  in  the  legislative  process. 

Today  I  am  calling  on  the  Congress  to  turn  its  full  and  undivided 
attention  to  this  unfinished  agenda  of  legislative  business.  If  you  do, 
the  record  you  will  take  to  the  people  will  be  a  good  one. 

The  agenda  is  long,  even  though  it  does  not  include  everything  that 
should  be  passed  by  the  Congress  before  it  goes  home.  For  example,  I 
have  not  included  here  the  appropriation  bills  which  must  be  passed. 
Most  of  the  agenda  items  have  been  debated  at  length  by  the  Congress 
and  the  time  for  action  has  arrived. 

The  priority  categories  for  action  are  familiar  ones: 

— Tax  reductions  coupled  with  spending  restraint ; 

— Crime  control ; 

— Restoring  the  integrity  of  the  Social  Security  System; 
— Catastrophic   health    care   protection    for   those   covered  by 
Medicare ; 

— Restrictions  on  forced,  court  ordered  busing; 
— Revenue  sharing  and  block  grants ; 
— Regulatory  reform ; 
—Energy; 

— Indemnification  of  swine  flu  manufacturers ; 

— The  remainder  of  my  defense  program  plus  defense  cost  saving 
legislation;  and 

— And  other  legislation  ranging  from  agriculture  to  the  environ- 
ment ;  from  higher  education  to  reform  of  the  Federal  retirement 
system. 

In  the  agenda  that  follows,  I  have  listed  the  specific  legislation  that 
needs  to  be  passed  by  the  Congress.  I  am  convinced  that  the  passage 
of  these  bills  is  in  the  real  interest  of  all  of  the  American  people. 

Taxes 

permanent  tax  reduction 

This  proposal  would  provide  a  $28  billion  permanent  income  tax 
reduction  effective  July  1,  1976.  Major  provisions  affecting  individual 
income  taxes  include  an  increase  in  personal  exemptions  from  $750  to 
$1,000,  a  reduction  in  tax  rates,  and  substitution  of  a  flat  standard 
deduction  for  the  low  income  allowance  and  percentage  standard 
deduction. 

(1) 
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ESTATE  AND  GIFT  TAX  ADJUSTMENT  ACT 

This  legislation  would  raise  the  estate  tax  exemption  from  $60 
thousand  to  $150  thousand  and  make  all  transfers  of  assets  between 
spouses  exempt  from  estate  and  gift  taxes.  The  estate  tax  rate  structure 
would  be  altered  so  that  taxes  on  the  largest  estates  would  remain 
unchanged. 

In  addition,  this  legislation  would  make  it  easier  to  continue  the 
family  ownership  of  a  small  farm  or  business  following  an  owner's 
death.  This  would  be  accomplished  by  liberalizing  present  rules 
governing  installment  payments  of  estate  taxes  attributable  to  a  small 
family  farm  or  closely-held  business  by  providing  a  5-year  "grace" 
period  before  such  payments  must  begin,  reducing  the  interest  rate 
on  those  payments,  and  by  extending  the  installment  period  from  10 
to  20  years. 

JOBS  CREATION  INCENTIVE  ACT 

This  legislation  would  encourage  construction  of  new  facilities  and 
expansion  of  old  facilities  in  areas  experiencing  unemployment  in 
excess  of  7  percent  in  order  to  increase  employment  opportunities  in 
these  areas.  The  increased  construction  would  be  encouraged  by  allow- 
ing very  rapid  amortization  for  nonresidential  buildings  and  capital 
equipment. 

BROADENED  STOCK  OWNERSHIP 

Tax  incentives  to  encourage  broader  ownership  of  common  stock 
by  working  men  and  women  would  be  provided  by  this  proposal.  Taxes 
on  funds  invested  in  stock-purchase  plans  established  by  employers  or 
directly  by  individuals  would  be  deferred  provided  such  funds  are 
invested  for  at  least  7  years. 

Crime  Control 
amendments  to  the  criminal  code 

Amendments  would  provide  for  the  imposition  of  a  mandatory 
term  of  imprisonment  in  certain  cases.  A  mandatory  term  of  imprison- 
ment would  be  imposed  if  the  offender :  ( 1)  commits  an  extraordinarily 
serious  crime  involving  kidnapping,  aircraft  hijacking,  or  trafficking 
in  hard  drugs;  (2)  commits  a  violent  offense  after  previously  having 
committed  a  violent  offense.  A  separate  amendment  would  provide 
mandatory  prison  sentences  for  anyone  who  uses  a  gun  in  the  commis- 
sion of  a  crime.  This  amendment  would  also  ban  the  importation, 
manufacture,  assembly,  sale  or  transfer  of  cheap,  easily  concealable 
handguns  (the  so-called  "Saturday  Night  Specials") . 

NARCOTIC  SENTENCING  AND  SEIZURE  ACT  OF   19  76 

This  legislation  would  improve  the  ability  of  law  enforcement 
officials  to  put  traffickers  of  hard  drugs  into  prison,  take  the  easy 
profits  out  of  drug  trafficking,  and  improve  the  capacity  of  law 
enforcement  officials  to  detect  and  apprehend  drug  smugglers.  Major 
features  of  the  proposal  would  require  ( 1 )  minimum  mandatory  prison 
sentences  for  persons  convicted  of  opiate  (heroin  and  similar  narcotic 
drugs)  trafficking,  (2)  denial  of  bail  to  persons  arrested  for  opiate 
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trafficking,  (3)  the  forfeiture  under  certain  conditions  of  negotiable 
instruments  used  or  intended  to  be  used  in  illegal  opiate  trafficking, 
and  (4)  masters  of  boats — including  pleasure  vessels — to  report  their 
arrival  to  Customs  authorities  within  24  hours. 

CRIME  CONTROL  ACT 

The  Administration's  proposal  would  extend  the  Law  Enforcement 
Assistance  Administration  (LEAA)  for  five  years,  place  LEA  A  under 
the  general  policy  direction  of  the  Attorney  General,  authorize  LEAA 
to  allocate  up  to  $50  million  annually  to  high  crime  impact  areas, 
eliminate  provisions  in  current  law  which  require  maintenance  of 
previous  LEAA  spending  for  juvenile  delinquency  programs  at  the 
1972  level,  and  place  special  emphasis  on  improving  the  operation  of 
State  and  local  court  systems.  This  legislation  is  designed  to  continue 
a  vital  Federal  financial  and  technical  assistance  program  to  State  and 
local  governments  so  that  they  can  im.prove  their  ability  to  enforce  the 
law. 

JUSTICE   DEPARTMENT   REORGANIZATION   AND   REFORM  ACT 

The  proposed  legislation  would  provide  a  constitutional  means  of 
helping  curb  corruption  in  Government.  It  would  establish  within 
the  Department  of  Justice  a  permanent  Office  of  Special  Prosecutor, 
whose  head  would  be  appointed  by  the  President  with  Senate  con- 
firmation, and  a  Government  Crimes  Section  in  the  Criminal  Division 
to  investigate  and  prosecute  job- related  criminal  violations  of  Federal 
law  committed  by  any  elected  or  appointed  Federal  Government 
officer  or  employee.  A  proposed  Government  Crimes  Section  in  Justice 
would  have  responsibility  for  investigating  criminal  violations  of 
Federal  lobbying  and  campaign  laws.  This  legislation  would  also 
require  designated  officers  and  employees  of  the  Federal  Government 
to  file  comprehensive  annual  financial  statements. 

Social  Security 

social  security  improvement  amendments 

Two  legislative  proposals  have  been  submitted  to  Congress  to  help 
insure  a  secure  and  viable  Social  Security  system. 

The  "Social  Security  Amendments  of  1976"  would  increase  Social 
Security  payroll  contributions  and  thereby  stop  the  immediate,  short- 
term  drain  on  the  Social  Security  trust  funds — which  are  now  expected 
to  pay  out  about  $4  billion  more  in  benefits  each  year  than  they 
take  in. 

The  "Social  Security  Benefit  Indexing  Act"  would  correct  a  serious 
flaw  in  the  method  of  computing  benefits  which,  if  left  unclianged, 
would  create  severe  long-range  financial  pressures  on  the  trust  funds. 
The  two  measures  are  necessary  first  steps  to  solve  both  the  short 
and  long-range  financial  problems  of  the  Social  Security  system. 

Catastrophic  Health  Protection 

MEDICARE   improvements   OF    197  6 

The  proposed  "Medicare  Improvements  of  1976"  is  designed  to 
provide  greater  protection  against  catastrophic  health  costs  for  the 
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25  million  aged  and  disabled  Americans  eligible  for  Medicare.  An 
estimated  3  million  beneficiaries  would  pay  less  in  1977  as  a  result 
of  the  proposed  annual  limits  of  $500  for  hospital  services  and  $250 
for  physician  ser/ices.  The  legislation  would  also  provide  for  moderate 
cost-sharing  for  Medicare  beneficiaries  to  encourage  economical  use  of 
medical  services  and  would  slow  down  health  cost  inflation  by  putting 
a  limit  on  Federal  payments  to  hospitals  and  physicians. 

Busing 

school  desegregation  standards  and  assistance  act 

The  purpose  of  this  legislation  is  to  maintain  progress  toward  the 
orderly  elimination  of  illegal  segregation  in  public  schools  while  pre- 
serving community  control  of  schools.  The  legislation  would  set  guide- 
lines for  Federal  courts  concerning  the  use  of  busing  in  school  desegre- 
gation cases.  It  would  require  that  courts  determine  the  extent  to 
which  acts  of  unlawful  discrimination  have  caused  a  greater  degree 
of  racial  concentration  in  a  school  or  school  system  than  would  have 
existed  otherwise  and  to  confine  the  relief  provided  to  correcting 
the  racial  imbalance  caused  by  those  unlawful  acts.  The  legislation 
would  also  limit  the  duration  of  court-ordered  busing,  generally  to  a 
period  of  no  longer  than  five  years. 

General  Eevenue  Sharing  and  Block  Grants 

general  revenue  sharing  i  extension  and  revision  of  the  state 
and  local  fiscal  assistance  act 

This  proposal  would  extend  and  revise  the  highly  successful  general 
revenue  sharing  program  which  expires  on  December  31,  1976.  The 
program  would  be  extended  for  five  and  three-quarters  years,  and  the 
current  method  of  funding  with  annual  increases  of  $150  million  would 
be  retained.  The  basic  revenue  sharing  formula  would  be  retained  but 
the  existing  per  capita  restraint  would  be  eased.  Civil  rights  and  pub- 
lic participation  provisions  woul^  be  strengthened  while  reporting 
requirements  would  be  made  more  flexible. 

FEDERAL  ASSISTANCE  FOR  COMMUNITY  SERVICES  ACT 

This  proposal  would  improve  and  strengthen  the  program  of  social 
services  establishhed  under  Title  XX  of  the  Social  Security  Act.  The 
$2.5  billion  provided  annually  by  the  Federal  Government  would  be 
distributed  as  a  block  grant  to  the  States,  with  no  requirement  for 
State  matching  funds.  Most  Federal  requirements  and  prohibitions  on 
the  use  of  Federal  funds  would  be  eliminated.  Services  to  low-income 
Americans  would  be  emphasized ;  Federal  funds  would  be  focused  on 
those  whose  incomes  fall  below  the  poverty  income  guidelines. 

FINANCIAL   ASSISTANCE   FOR   ELEMENTARY   AND    SECONDARY  EDUCATION 

This  proposal  would  consolidate  24  programs  of  Federal  assistance 
to  State  and  local  education  agencies  for  non-postsecondary  education 
purposes  into  one  block  grant.  Three-quarters  of  the  Federal  support 
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would  have  to  be  used  for  disadvantaged  and  handicapped  students, 
with  greater  flexibility  for  States  to  target  funds  among  programs  in 
accordance  with  their  own  priorities.  Administrative  requirements  on 
the  States  would  be  greatly  reduced  through  reduction  of  Federal 
regulations  and  simplification  of  reporting  procedures,  and  public 
participation  would  be  required  in  the  State  planning  process. 

FINANCIAL  ASSISTANCE  FOR  HEALTH  CARE  ACT 

This  proposal  would  consolidate  Medicaid  and  15  categorical  Fed- 
eral health  programs  into  a  single  $10  billion  block  grant  to  the  States. 
The  proposal  is  designed  to  overcome  some  of  the  most  serious  defects 
in  the  present  system  of  Federal  financing  of  health  care  and  to  per- 
mit States  to  meet  their  citizens'  health  needs  in  a  more  effective  man- 
ner. It  would  achieve  a  more  equitable  distribution  of  Federal  health 
dollars  among  States,  and  eliminate  the  present  State  matching  re- 
quirements. It  would  also  reduce  Federal  red  tape,  give  States  greater 
flexibility  in  providing  for  delivery  of  health  care  services  to  those 
with  low  income,  and  expand  public  participation  in  health  planning. 

CHILD   NUTRITION   REFORM  ACT  OF    19  76 

This  proposal  would  establish  a  single  comprehensive  block  grant 
to  provide  Federal  funds  for  States  to  feed  needy  children.  It  would 
consolidate  into  a  single  authority  the  fifteen  complex  and  overlapping 
child  nutrition  programs  currently  administered  by  the  Department 
of  Agriculture.  This  new  approach  would  concentrate  Federal  spend- 
ing on  the  nutritional  needs  of  poor  children,  while  eliminating  the 
substantial  Federal  subsidies  now  provided  for  non-needy  children.  It 
would  also  ease  the  heavy  administrative  burden  being  imposed  on 
State  and  local  governments  by  the  complicated  requirements  and  in- 
flexible mandates  of  the  present  programs. 

Regulatory  Reform 

agenda  for  government  reform  act 

The  Agenda  for  Government  Reform  Act  would  authorize  a  major 
review  of  Federal  regulatory  activities.  It  would  require  the  Presi- 
dent, over  a  four-year  period,  to  submit  specific  proposals  to  the  Con- 
gress for  the  reform  of  Federal  regulatory  activities  affecting  certain 
sectors  of  the  American  economy  (e.g.,  transportation,  agriculture, 
public  utilities,  etc.).  It  is  designed  to  produce  reforms  to  guarantee 
that  government  policies  do  not  infringe  unnecessarily  on  individual 
choices  and  initiative  nor  intervene  needlessly  in  the  marketplace,  to 
find  better  ways  to  achieve  our  social  goals  at  minimal  economic  cost, 
to  insure  that  government  policies  and  programs  benefit  the  public 
interest  rather  than  special  interests,  and  to  assure  that  regulatory 
policies  are  equitably  enforced. 

AVL^TION  ACT  OF  1975 

The  Aviation  Act  is  designed  to  provide  consumers  better  air  trans- 
portation services  at  a  lower  cost  by  increasing  real  competition  in  the 


6 


airline  industry,  removing  artificial  and  unnecessary  regulatory  con- 
straints and  ensuring  continuance  of  a  safe  and  efficient  air  transpor- 
tation system.  It  would  introduce  and  foster  price  competition  in  the 
airline  industry ;  provide  for  the  entry  of  new  airline  service ;  elimi- 
nate anti-competitive  air  carrier  agreements ;  and  ensure  that  the  regu- 
latory system  protects  consumer  interests  rather  than  special  industry 
interests. 

MOTOR  CARRIER  REFORM  ACT 

The  Motor  Carrier  Eef  orm  Act  would  benefit  the  consuming  public 
and  the  users  of  motor  carrier  services  by  eliminating  excessive  and 
outdated  regulations  affecting  trucking  firms  and  bus  companies.  It 
would  stimulate  competition  in  these  industries,  increase  their  free- 
dom to  adjust  rates  and  fares  to  changing  economic  conditions,  elimi- 
nate restrictions  requiring  empty  backhauls,  underloading,  or  circui- 
tous routing,  and  enhance  enforcement  of  safety  regulations. 

FINANCIAL  INSTITUTIONS  ACT 

The  Financial  Institutions  Act  is  intended  to  remove  Federal  re- 
strictions on  the  interest  rates  and  services  banks  and  savings  and  loan 
associations  can  offer  to  the  public.  It  is  designed  to  offer  more  com- 
petitive returns  to  small  savers  and  a  more  diversified  range  of  serv- 
ices to  all  banking  customers. 

Energy 

new  natural  gas  deregulation 

This  bill  is  designed  to  reverse  the  declining  natural  gas  supply 
trend  as  quickly  as  possible  and  to  insure  increased  supplies  of  natural 
gas  at  reasonable  prices  to  the  consumer.  Under  the  proposal,  wellhead 
price  controls  over  new  natural  gas  sold  in  interstate  commerce  would 
be  removed.  This  action  will  enable  interstate  pipelines  to  compete  for 
new  onshore  gas  and  encourage  drilling  for  gas  onshore  and  in  off- 
shore areas. 

ALASKAN  NATURAL  GAS  TRANSPORTATION  SYSTEM 

This  bill  was  designed  to  expedite  the  selection  and  construction  of 
a  system  for  the  transportation  of  natural  gas  from  the  North  Slope 
of  Alaska  to  the  lower  48  States  through  the  establishment  of  new 
administrative  and  judicial  procedures.  The  bill  is  necessary  because 
of  expected  prolonged  litigation  of  any  Federal  Power  Commission 
decision  and  to  assure  that  all  necessary  considerations  are  brought  to 
bear  in  selecting  a  system.  The  bill  would  enable  reaching  a  decision  on 
this  vital  issue  by  no  later  than  October  1,  1977  while  still  providing 
adequately  for  the  detailed  technical,  financial  and  environmental 
studies  that  must  be  completed  to  assure  a  decision  in  the  public  in- 
terest, with  participation  by  both  the  Congress  and  the  Executive. 

NUCLEAR  FUEL  ASSURANCE  ACT 

This  legislation  would  authorize  the  Energy  Research  and  Develop- 
ment Administration  to  enter  into  cooperative  agreements  with  pri- 
vate firms  wishing  to  finance,  build,  own  and  operate  uranium  enrich- 
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ment  plants  and  authorize  work  on  an  addition  to  a  government-owned 
enrichment  plant.  Existing  capacity  is  fully  committed.  Additional 
capacity  is  needed  to  meet  domestic  demands  for  fuel  for  commercial 
nuclear  power  plants  and  to  enable  the  U.S.  to  maintain  its  position 
as  a  leading  world  supplier  of  nuclear  fuel  and  equipment  for  peace- 
ful purposes.  This  legislation  would  permit  a  transition  to  a  private 
competitive  uranium  enrichment  industry,  ending  the  government 
monopoly  and  avoiding  the  need  to  spend  Federal  funds  for  capacity 
that  can  be  provided  by  private  industry. 

COMMERCIAL  PRICING  FOR  URANIUM  ENRICHMENT  SERVICE 

This  legislation  would  permit  the  Energy  Eesearch  and  Developnient 
Administration  (EEDA)  to  revise  the  basis  for  establishing  its  prices 
for  uranium  enrichment  services  to  domestic  and  foreign  customers.  It 
would  enable  EKDA  to  include  cost  elements  in  its  price  which  should 
be  associated  with  a  commercial-industrial  activity  (e.g.,  provisions  for 
taxes,  insurance,  and  return  on  equity).  The  bill  would  end  an  un- 
justifiable subsidy  by  the  taxpayers  to  domestic  and  foreign  customers. 

STNTHE'nC  FUELS 

The  Administration  supports  legislation  to  amend  the  Energy  Re- 
search and  Development  Administration's  existing  authorities  to  pro- 
vide $2  billion  in  loan  guarantees  during  1977  for  the  commercial  dem- 
onstration of  synthetic  fuel  production  from  coal,  oil  shale,  and  other 
domestic  resources.  A  total  of  $6  billion  in  loan  guarantees  is  expected 
to  be  necessary  over  the  1976  to  1978  period  in  order  to  reach  the  1985 
objective  of  350,000  barrels  per  day  of  synthetic  fuel  production  ca- 
pacity. With  the  enactment  of  the  Energy  Independence  Authority 
legislation  these  ERDA  projects  will  be  transferred  to  the  Energy  In- 
dependence Authority. 

WINTERIZATION  ASSISTANCE  ACT 

This  proposal  would  establish  within  the  Federal  Energy  Adminis- 
tration, a  grant  program  for  States  to  assist  low  income  persons,  par- 
ticularly the  elderly,  in  winterizing  their  homes  in  order  to  reduce  the 
long-term  consumption  of  energy.  The  combined  savings  in  fuel,  esti- 
mated to  be  thousands  of  barrels  a  day,  would  not  only  lessen  America's 
dependence  on  imported  fuels,  but  would  also  lower  heating  bills  of 
low-income  persons  and  families. 

BUILDING  ENERGY  CONSERVATION  STANDARDS  ACT  OF  197  5 

This  proposal  would  establish  thermal  (heating  and  cooling)  effi- 
ciency standards  for  all  new  homes  and  commercial  buildings  to  con- 
serve energy.  It  is  anticipated  that  this  program  will  save  the 
equivalent  of  350,000  barrels  of  oil  per  day  in  1985.  Standards  would 
be  promulgated  by  HUD  and  primary  responsibility  for  enforcement 
would  be  with  State  and  local  governments  through  building  codes. 

UTILITIES  ACT  OF  19  75 

This  bill  is  designed  to  help  restore  the  financial  health  of  electric 
utilities.  It  would  eliminate  undue  regulatory  lags  involved  in  approv- 


8 


ing  proposed  rate  changes  and  assure  that  rates  adequately  reflect  the 
full  cost  of  generating  and  transmitting  electricity.  Though  many 
States  have  already  adopted  similar  programs,  enactment  of  the  bill 
will  establish  certain  standard  regulatory  procedures  across  the  Na- 
tion, resulting  in  more  equitable  treatment  of  utilities. 

FEDERAL  ENERGY  ADMINISTRATION  EXTENSION  ACT 

The  Administration  has  proposed  a  simple  extension  of  the  Federal 
Energy  Administration  for  18  months.  This  will  provide  the  con- 
tinuity needed  to  insure  FEA's  ability  to  implement  the  complex  pro- 
grams contained  in  the  Energy  Policy  and  Conservation  Act  of  1975 
and  to  adequately  administer  oil  price  controls. 

ENERGY  INDEPENDENCE  AUTHORITY  OF  1975 

This  Act  would  establish  a  $100  billion  Energy  Independence  Au- 
thority, a  self -liquidating  corporation  designed  to  encourage  the  flow 
of  capital  and  provide  financial  assistance,  through  loans  and  loan 
guarantees,  to  private  enterprise  engaged  in  the  development  of  energy 
sources  and  supplies  important  to  the  attainment  of  energy  independ- 
ence but  which  would  not  otherwise  be  financed. 

This  bill  also  seeks  to  expedite  and  facilitate  the  Federal  regulatory 
and  licensing  process  and  to  hasten  the  commercial  operation  of  new 
energy  technologies  subsequent  to  the  research  and  development 
phase. 

NUCLEAR  POWERPLANT  SITING  AND  LICENSING  PROCEDURES 

This  legislation  is  intended  to  shorten  and  improve  the  licensing 
process  for  nuclear  facilities  by  allowing  licensing  procedures  for  re- 
actor sites  and  standardized  reactor  designs  to  be  completed  at  an 
earlier  point  in  time.  It  would  require  the  Nuclear  Regulatory  Com- 
mission to  assure  expeditious  reactor  siting  and  licensing  hearings  con- 
sistent with  the  public  safety,  exclude  from  consideration  any  issue 
which  has  either  been  decided  or  which  could  have  been  raised  and  de- 
cided in  previous  proceedings,  and  coordinate  planning  and  schedul- 
ing of  siting  and  licensing  procedures  with  State  agencies. 

ELECTRIC  POWER  FACILITY  CONSTRUCTION  INCENTIVE  ACT 

This  legislation  is  designed  to  provide  tax  incentives  to  stimulate 
the  construction  of  new  electric  power  generating  facilities  other  than 
petroleum  fueled  generating  plants.  Construction  costs  of  electric  utili- 
ties would  be  reduced  through  changes  in  the  investment  tax  credit 
and  allowances  for  amortization  and  depreciation.  These  provisions 
would  encourage  utilities  to  reactivate  their  plans  for  the  construction 
of  nuclear  plants  and  coal-fired  plants  that  were  cancelled  or  deferred 
in  1974c  and  1975. 

ENERGY  FACILITIES  PLANNING  AND  DEVELOPMENT  ACT 

This  bill  is  designed  to  expedite  the  development  of  energy  facili- 
ties. The  Federal  Energy  Administration  would  be  required  to  develop 
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a  National  Energy  Site  and  Facility  Report  with  appropriate  Federal, 
State,  industry  and  public  input.  Information  in  this  report  would  be 
utilized  by  the  Federal  Government,  the  States  and  industry  in  de- 
veloping and  implementing  plans  to  insure  that  needed  energy  facili- 
ties are  sited,  approved  and  constructed  on  a  timely  basis.  At  the  Fed- 
eral level,  FEA  would  be  responsible  for  coordinating  and  expediting 
the  processing  of  applications  to  construct  energy  facilities. 

NATURAL  GAS  EMERGENCY   STANDBY  ACT 

This  legislation  would  provide  a  limited  exemption  from  the  regu- 
lation of  natural  gas  in  interstate  commerce.  It  would  grant  the  Fed- 
eral Power  Commission  authority  to  allow  companies  which  transport 
natural  gas  in  interstate  commerce  to  meet  the  natural  gas  require- 
ments of  their  high  priority  users  by  purchasing  natural  gas  (a)  from 
sources  not  in  interstate  commerce  and  (b)  from  other  companies  on 
an  emergency  basis  free  from  the  provisions  of  the  Natural  Gas  Act, 
except  for  reporting  requirements. 

CLEAN   AIR  ACT  AMENDMENTS 

The  Administration  favors  legislation  which  would  stabilize  auto 
emission  standards  at  the  levels  specified  by  EPA  for  model  year  1977 
for  three  years  and  imposes  stricter  standards  for  two  years  thereafter. 
With  respect  to  significant  deterioration  and  stationary  source  stand- 
ards, changes  are  needed  to  achieve  a  better  balance  among  environ- 
mental, energy  and  economic  needs. 

Defense 

Proposed  changes  to.  the  Defense  budget  will  be  transmitted  to  the 
Congress  in  a  separate  message.  These  changes  will  include  revised 
authorization  and  appropriation  requests.  These  changes  will : 

1.  Request  approval  of  vital  Defense  programs  deleted  in  Con- 
gressional action  thus  far. 

2.  Request  deletion  of  unneeded  increases  the  Congress  added 
to  the  Defense  program. 

3.  Request  approval  of  a  series  of  legislative  proposals  which 
would  produce  major  economies  without  impairing  our  national 
defense  capabilities. 

In  addition  to  changes  in  the  Defense  budget,  the  Congress  should 
enact  the  following  legislation. 

MILITARY   CONSTRUCTION   APPROPRIATION  AUTHORIZATION, 
FISCAL  YEAR    197  7 

This  legislation  authorizes  fiscal  year  1977  appropriations  for  new 
construction  for  Defense,  the  military  departments  and  the  Reserve 
|l  Components.  On  July  2,  1976,  H.R.  12384  was  vetoed  because  it  con- 
'  tained  a  provision  which  would  have  seriously  restricted  the  Execu- 
tive's ability  to  carry  out  certain  military  base  closures  and  reductions. 
Congress  should  reenact  this  otherwise  acceptable  legislation  without 
the  objectionable  base  closure  provision. 
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UNIFORMED  SERVICES  RETIREMENT  MODERNIZATION  ACT 

The  Administration's  legislation  proposes  substantial  revisions  to 
the  uniformed  services  nondisability  retirement  system  designed  to 
increase  its  effectiveness  both  as  an  element  of  the  compensation  system 
and  as  an  element  of  the  personnel  management  system.  These  revi- 
sions would  be  phased  in  gradually  with  appropriate  provisions  for 
saved-pay.  Major  features  of  the  proposal  include: 

— Increased  multipliers  for  members  with  long  service  (over  24 
years). 

— An  early  retirement  annuity  for  mem^bers  who  retire  short  of  a 
full  career  (less  than  30  years)  with  an  increased  annuity  when 
they  would  have  reached  30  years  of  service. 

— Use  of  the  highest  average  basic  pay  for  one  year  instead  of  termi- 
nal basic  pay  in  computing  retirement  annuities. 

— Integration  of  military  and  social  security  retirement  benefits  at 
age  65. 

— Payments  to  both  voluntary  and  involuntary  separatees  who  leave 
before  completing  20  years  of  service. 

RESTRAINT  ITEMS  REQUIRING  PERMANENT  LEGISLATION 

1.  Wage  Board  pay  reform. 

2.  Phase  out  commissary  direct  labor  subsidy. 

3.  Eliminate  1%  "kicker"  from  retired  pay  adjustment  computation. 

4.  Eliminate  administrative  duty  pay  for  Reserve  and  National 
Guard  Commanders. 

5.  Reduce  the  number  of  annual  paid  drills  for  the  National  Guard. 

6.  Eliminate  dual  compensation  of  Federal  employees  for  National 
Guard  and  Reserve  annual  training. 

7.  Revise  cadet  and  midshipman  pay  policy. 

International 
bretton  woods  agreement  act  amendments 

This  legislation  would  authorize  the  United  States  to  accept  funda- 
mental amendments  to  the  Article  of  Agreement  of  the  International 
Monetary  Fund.  The  amendments  to  the  Articles  generally  concern : 
members'  exchange  arrangements ;  reduction  in  the  role  of  gold  in  the 
international  monetary  system ;  changes  in  the  characteristics  and  uses 
of  the  special  drawing  right;  and  simplification  and  modernization  of 
the  Fund's  financial  operations  and  transactions.  The  bill  would  also 
authorize  the  United  States  to  consent  to  an  increase  in  its  quota  in 
the  Fund  equivalent  to  $1,705  million  Special  Drawing  Rights. 

PROTECTION  OF  INTELLIGENCE  SOURCES  AND  METHODS 

This  legislation  is  designed  to  protect  intelligence  sources  and  meth- 
ods from  unauthorized  disclosures.  It  provides  for  criminal  and  civil 
sanctions  against  those  who  are  authorized  access  to  such  intelligence 
information  and  who  reveal  it  to  unauthorized  persons.  The  bill  con- 
tains provisions  to  prevent  damaging  disclosures  of  intelligence 
sources  and  methods  in  the  course  of  prosecution  and  also  includes 
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safeguards  to  adequately  protect  the  rights  of  an  accused.  Injunctive 
relief  would  be  provided  in  those  instances  in  which  unauthorized  dis- 
closure is  threatened  and  serious  damage  to  intelligence  collection 
efforts  would  result. 

FOREIGN  INTELLIGENCE  SURVEILLANCE  ACT 

This  legislation  is  designed  to  ensure  that  the  Government  will  be 
able  to  collect  necessary  foreign  intelligence  while  at  the  same  time 
providing  assurances  to  the  public  that  electronic  surveillance  for 
foreign  intelligence  purposes  will  not  be  abused.  The  proposed  bill 
would  provide  a  procedure  for  seeking  a  judicial  order  approving  the 
use,  in  a  particular  case,  of  electronic  surveillance  to  obtain  foreign 
intelligence  information.  It  also  would  establish  standards  that  must 
be  satisfied  before  any  such  order  could  be  entered.  The  bill  follows 
the  framework  of  existing  law^  governing  such  surveillance  undertaken 
for  criminal  law  enforcement  purposes,  with  appropriate  adjustments 
to  meet  the  special  needs  and  purposes  of  foreign  intelligence 
investigations. 

EXPORT  ADMINISTRATION  ACT  EXTENSION 

This  legislation  would  extend  the  Export  Administration  Act  from 
September  30,  1976,  to  September  30,  1979.  The  Act  authorizes  the 
President  to  regulate  exports  of  U.S.  goods  and  technology  to  the 
extent  necessary  to  protect  the  domestic  economy  from  an  excessive 
drain  of  scarce  materials,  to  further  the  foreign  policy  of  the  United 
States  and  to  control  exports  when  necessary  for  purposes  of  national 
security.  The  Administration  also  has  requested  that  the  maximum 
civil  penalty  under  the  Act  be  raised  from  $1,000  to  $10,000  and  that 
criminal  penalties  be  raised  from  $10,000  to  more  meaningful  levels. 

FINANCIAL  SUPPORT  FUND 

This  legislation  would  authorize  the  President  to  accept  membership 
for  the  United  States  in  a  new,  $25  billion  Financial  Support  Fund 
agreed  to  by  the  Organization  for  Economic  Cooperation  and  Develop- 
ment (OECD).  The  Fund  would  be  available  for  a  period  of  two 
years  to  provide  short  to  medium-term  financing  to  participating 
OECD  members  faced  with  extraordinary  financing  needs.  The  pro- 
posal for  the  Fund  w^as  developed  as  part  of  a  comprehensive  response 
to  the  economic  and  financial  problems  posed  by  severe  increases  in  oil 
prices. 

The  Administration's  proposal  would  permit  U.S.  participation  in 
the  Fund  by  authorizing  the  Secretary  of  the  Treasury  to  issue  guar- 
antees. The  bill  would  authorize  appropriations  of  such  sums  as  are 
necessary  to  meet  obligations  on  guarantees  issued  by  the  Secretary 
but  not  to  exceed  an  amount  equivalent  to  approximately  $7  billion. 

INTERNATIONAL  BANK  FOR  RECONSTRUCTION  AND  DEVELOPMENT  (IBRD), 
INCREASED  U.S.  PARTICIPATION 

This  legislation  would  authorize  the  Secretary  of  the  Treasury  as 
the  United  States  Governor  to  the  IBRD  (World  Bank)  to  vote  for 


12 


an  increase  of  $8.4  billion  in  the  authorized  capital  stock  of  the  Bank. 
It  would  also  authorize  him  to  subscribe,  on  behalf  of  the  United 
States,  to  an  additional  13,005  shares  of  capital  stock  and  authorize 
appropriations  of  approximately  $1.57  billion  for  the  increase  in 
United  States  participation. 

IMPLEMENT  AGREEMENT  BETWEEN  THE  UNITED  STATES  AND  TURKEY 

This  proposed  joint  resolution  would  approve  the  new  Defense  Co- 
operation Agreement  with  the  Government  of  Turkey  and  authorize 
the  President  to  implement  the  Agreement. 

■  ECONOMIC   COERCION   ACT  OF    19  75 

This  proposal  would  prohibit  any  business  enterprise  from  using 
economic  means  to  coerce  any  person  or  entity  to  fail  to  do  business 
with  or  otherwise  to  discriminate  against  any  United  States  person 
on  the  ground  of  race,  color,  religion,  sex  or  national  origin.  The 
prohibition  would  be  enforced  by  civil  actions  brought  by  aggrieved 
persons  or  by  the  Attorney  General. 

INCREASED    PARTICIPATION    IN    THE    ASIAN    DE^T:L0PMENT  FUND 

This  legislation  would  authorize  appropriations  of  $50  million  which 
would  permit  the  United  States  to  make  the  first  of  three  scheduled 
contributions  to  a  multi-donor  replenishment  of  the  Asian  Develop- 
ment Fund. 

Agriculture 
u.s.  grain  standards  act  amendments 

The  Administration  proposed  a  bill  to  amend  the  United  States 
Grain  Standards  Act  to  improve  the  grain  inspection  system.  Specifi- 
cally, the  bill  would : 

— Ketain  the  Federal,  State  and  private  grain  inspection  system 
now  in  effect,  but  authorizes  USDA  to  perform  original  inspec- 
tion on  an  interim  basis  during  suspension  or  revocation  pro- 
ceedings against  an  official  inspection  agency,  or  where  other 
qualified  agency  or  person  is  not  willing  or  able  to  provide 
service ; 

— Authorize  USDA  to  conduct  monitoring  activities  in  foreign  ports 
for  grain  officially  inspected  under  the  Act ; 

— Eliminates  the  potential  for  conflict  of  interest  from  the  present 
grain  inspection  system ; 

— Require  official  inspection  agencies  to  comply  with  certain  train- 
ing, staffing,  supervisory  and  reporting  requirements ; 

— Provide  for  the  suspension  or  revocation  of  official  inspection 
agencies  for  violation  of  the  Act ; 

— Provide  for  the  triennial  designation  of  all  official  inspection 
agencies;  and, 

— Require  the  payment  of  grain  inspection  fees  which  would  make 
the  program  largely  self-supporting. 
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FEDERAL   CROP  INSURANCE  ACT 

The  Administration  proposed  a  bill  to  amend  the  Federal  Crop 
Insurance  Act  and  to  repeal  the  disaster  payment  provisions  for  feed 
grains,  cotton,  and  wheat  under  the  Agriculture  Act  of  1949.  The 
proposed  amendments  would  permit  the  Federal  Crop  Insurance 
Corporation  to  offer  insurance  on  a  nationwide  basis  on  feed  grains, 
cotton,  and  wheat  and  thus  provide  the  producers  of  those  commodi- 
ties with  protection  from  the  financial  losses  attributable  to  crop 
failures.  It  would  also  permit  the  Corporation  to  reinsure  policies  writ- 
ten by  private  insurance  companies  thereby  expanding  the  availa- 
^  bility  of  this  valuable  service.  This  program  would  save  an  estimated 
$250  million  in  government  outlays  annually  and  place  the  cost  of 
and  responsibility  for  maintaining  crop  insurance  on  the  producers 
who  would  benefit  from  it. 

RESTRUCTURE  AGRICULTURE  CONSERVATION  PROGRAM 

The  Administration  proposed  a  bill  to  update  the  conditions  under 
which  the  Federal  Government  provides  financial  assistance  to  agri- 
cultural producers  for  needed  soil,  water,  woodland,  and  wildlife  con- 
servation and  environmental  enhancement  measures  on  agricultural 
lands.  Specifically,  the  bill  would : 
— Provide  for  financial  assistance  to  those  agricultural  producers 
who  are  financially  wndble  to  fully  carry  out  needed  conservation 
practices;  and, 

— Limit  finanGial  assistance  under  the  Act  to  enduring  type  prac- 
tices pertaining  to  soil,  water,  woodland,  and  wildlife  conserva- 
tion on  agricultural  lands  and  emphasize  long-term  agreements  as 
opposed  to  annual  or  short-term  conservation  practices. 

Environment 

federal  water  pollution  control  act  amendments 

The  1976  amendments  proposed  to  the  Act  would  affect  future  fund- 
ing of  the  waste  water  treatment  grant  program.  They  would  focus 
Federal  funding  on  the  construction  of  treatment  plants  and  associ- 
ated interceptor  sewers ;  eliminate  the  eligibility  of  that  portion  of 
each  project  designed  to  serve  reserve  capacity  for  future  population 
growth ;  and  authorize  the  Administrator  of  EPA  to  extend  the  July  1, 
1977  deadline  for  compliance  with  secondary  treatment  and  water 
quality  standards  on  a  case-by-case  basis  for  periods  not  to  exceed 
six  years.  In  addition,  extensions  of  appropriation  authorizations  were 
proposed  for  FY  76  and  FY  77. 

COMPREHENSIVE  OIL  POLLUTION  LIABILITY  AND  COMPENSATION  ACT 

The  Comprehensive  Oil  Pollution  Liability  and  Compensation  Act 
of  1975  would  establish  a  $200  million  domestic  fund  which  would  be 
available  to  compensate  individuals  who  suffer  damages  from  oil  spills 
in  U.S.  waters.  The  bill  would  create  a  uniform  nationwide  system 
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of  strict  liability  for  oil  spill  damages  and  a  standard  procedure  for 
settlement  of  claims.  It  would  also  implement  two  international  con- 
ventions which  deal  with  oil  pollution  caused  by  tankers  on  the  high 
seas. 

Income  Assistance 
national  food  stamp  reform  act 

This  proposal  would  concentrate  food  stamp  program  benefits  on 
those  truly  in  need,  significantly  improve  program  administration,  and 
correct  abuses  and  inequities  of  the  current  program.  A  standard  de- 
duction would  replace  the  present  set  of  complex  itemized  deductions ; 
eligibility  would  be  limited  to  those  whose  net  income  is  below  the 
poverty  level ;  families  would  be  required  to  spend  30  percent  of  house- 
hold income  for  stamps ;  a  more  r  ealistic  measure  of  actual  income  over 
the  preceding  90  days  would  be  used  to  determine  eligibility ;  categor- 
ical eligibility  for  public  assistance  recipients  would  be  eliminated; 
and  able-bodied  recipients  would  be  required  to  seek,  accept,  and  retain 
gainful  employment. 

WORK  INCENTIVE    (WIN)    PROGRAM  AMENDMENTS  OF  19  76 

The  purpose  of  the  Work  Incentive  (WIN)  program  is  to  help 
recipients  of  Aid  to  Families  with  Dependent  Children  (AFDC)  shift 
from  welfare  to  self-support  through  employment.  The  proposed  WIN 
amendments  would  redesign  the  program  to  help  more  AFDC  appli- 
cants and  recipients  move  into  the  mainstream  of  the  economy  with 
greater  efficiency  and  less  cost  to  the  taxpayers.  It  would  revise  WIN 
to  ensure  that  employable  AFDC  applicants  and  recipients  in  WIN 
areas  are  exposed  to  job  opportunities,  and  will  actively  search  for 
and  accept  suitable  jobs.  The  legislation  would  extend  to  AFDC  appli- 
cants the  employment  services  presently  provided  only  to  AFDC  recip- 
ients— i.e.,  direct  placement  and  labor  market  exposure — and  would 
terminate  the  less  effective  work  and  training  components  of  the  WIN 
program. 

AID  TO  FAMILIES  WITH  DEPENDENT  CHILDREN    (AFDC)   AMENDMENTS  OF 

1976 

This  proposal  would  simplify  the  administration  of  the  Aid  to  Fam- 
ilies with  Dependent  Children  (AFDC)  program  and  focus  the  re- 
sources devoted  to  this  program  on  the  most  needy.  For  example,  it 
would  standardize  the  disregard  for  work-related  expenses,  thereby 
eliminating  one  of  the  troublesome  inequities  of  the  AFDC  program, 
and  it  would  eliminate  the  dual  work  registration  requirement  for 
unemployed  fathers  which  would  remove  an  extra  burden  on  the  indi- 
vidual and  reduce  administrative  work.  It  would  also  require  that 
an  applicant  for  AFDC  under  the  unemployed  fathers  program  apply 
for  and  accept  any  unemployment  compensation  benefits  to  which  he 
is  entitled.  Currently,  as  a  result  of  a  Supreme  Court  decision,  an  indi- 
divual  who  is  eligible  for  unemployment  compensation  benefits  has  the 
option  of  applying  for  either  unemployment  compensation  benefits  or 
AFDC  benefits.  An  individual's  first  recourse  should  be  to  unemploy- 
ment benefits  for  which  his  employer  has  contributed  and  to  which 
he  is  entitled. 
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LOW  INCOME   HOUSING  CONTRIBUTIONS 

This  proposal  would  amend  the  definition  of  "income"  used  in  deter- 
mining eligibility  and  maximum  rental  charges  under  the  low-income 
public  housing  program,  to  conform  the  criteria  used  in  public  hous- 
ing to  those  used  in  the  lower-income  housing  assistance  program 
under  section  8  of  the  United  States  Housing  Act  of  1937.  Present  law 
provides  for  a  number  of  exclusions  from  income,  among  which  are 
exclusions  for  minor  children,  extraordinary  medical  or  other  expenses, 
and  a  flat  deduction  of  5  percent  of  the  family's  gross  income  (10  per- 
cent in  the  case  of  elderly  households) .  The  amendment  would  require 
exclusions  only  for  the  number  of  minor  children  in  the  household 
and  for  the  extent  of  medical  or  other  unusual  expenses.  This  would 
promote  equity  between  tenants  and  public  housing  authorities  and 
between  tenants  and  Federal  taxpayers. 

UNEMPLOYMENT  COMPENSATION  AMENDMENTS 

This  proposal  would  expand  coverage  under  the  regular  unemploy- 
ment insurance  system  to  additional  groups  of  workers  and  would 
make  urgently  needed  changes  to  strengthen  the  financing  of  the  sys- 
tem. The  permanent  extended  unemployment  insurance  program  would 
be  made  more  responsive  to  changes  in  the  economy.  A  National  Com- 
mission on  Unemployment  Compensation  would  be  established  to  com- 
prehensively study  the  system  and  proposed  changes,  and  make 
recommendations  for  further  improvements. 

Veterans 

MEDICAL  insurance  FOR  VA   HOSPITAL  CARE 

Many  veterans  who  receive  free  medical  care  at  VA  hospitals  have 
health  insurance.  This  proposal  would  require  the  insurance  companies 
to  reimburse  the  VA  for  hospital  care  provided  to  veterans  who  do 
not  have  disabilities  resulting  from  active  military  service.  The  pro- 
posal reflects  the  Administration's  belief  that  the  Federal  taxpayer 
should  not  bear  the  cost  of  treating  people  with  no  service-connected 
disabilities  when  to  do  so  will  benefit  only  third  parties,  including 
insurance  companies,  Avho  are  legally  liable  for  the  disability  or  injury 
necessitating  such  treatment. 

TERMINATION  OF  VETERANS  EDUCATIONAL  BENEFITS 

This  proposal  would  terminate  VA  education  benefits  for  those  men 
and  women  who  decide  in  the  future  to  enter  the  peacetime  All- 
Volunteer  Force.  The  educational  assistance  programs  for  veterans, 
from  their  inception,  were  designed  as  readjustment  benefits  for  those 
who  served  during  wartime.  They  were  never  intended  to  be  a  continu- 
mg  benefit  and  both  the  World  'War  II  and  Korean  conflict  GI  Bill 
programs  were  terminated  within  a  reasonable  period  after  the  cessa- 
tion of  hostilities.  The  Vietnam  conflict  officially  ended  in  May  1975 ; 
the  draft,  in  June  1973.  With  the  advent  of  a  jpeacetime,  All-Volun- 
teer Force,  GI  Bill  educational  benefits  are  no  longer  appropriate  for 
those  who  enter  military  service  in  the  future. 
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Other 

indemnification  of  swine  flu  manufacturers 

This  proposal  is  essential  to  implementation  of  the  National  In- 
fluenza Immunization  Program.  Current  law  bars  the  Federal  Govern- 
ment from  agreeing  to  indemnify  vaccine  manufacturers  for  losses 
from  injuries  which  may  result  from  the  Federal  Government's  ac- 
tivities in  the  immunization  program.  The  Administration  proposal 
would  enable  HEW  to  agree  to  indemnify  the  manufacturers  against 
claims  attributable  to  inoculation  with  the  vaccine,  except  claims  aris- 
ing out  of  the  negligence  of  the  manufacturer. 

STUDENT  LOAN  AMENDMENTS 

This  proposal  would  correct  certain  abuses  in  the  Federal  guaran- 
teed student  loan  program  that  have  resulted  in  high  default  rates 
under  that  program.  Specifically,  the  proposal  would  amend  Title  IV 
of  the  Higher  Education  Act  to  eliminate  proprietary  schools  as 
eligible  lenders,  and  amend  the  Bankruptcy  Act  to  make  student  loans 
nondischargeable  in  bankruptcy  during  the  five-year  period  after  the 
first  installment  becomes  due.  The  proposal  would  also  prohibit 
borrowers  who  default  on  guaranteed  loans  from  receiving  a  basic 
educational  opportunity  grant  or  any  further  guaranteed  loans. 

FEDERAL  IMPACT  AID  AMENDMENTS  OF  197  6 

This  bill  would  reform  the  impact  aid  program  by  targeting  funds 
only  on  those  school  districts  that  are  truly  adversely  affected  by  Fed- 
eral activities.  It  would  provide  support  to  local  education  agencies 
only  for  those  children  whose  parents  both  live  and  work  on  Federal 
property.  These  people  do  not  pay  property  taxes,  and  the  Adminis- 
tration believes  that  the  Federal  Government  has  a  responsibility  to 
help  pay  the  cost  of  educating  their  children,  but  not  to  help  pay  the 
costs  of  educating  other  children  whose  parents  pay  local  property 
taxes. 

COMPREHENSIVE  HEALTH  PROFESSIONS  EDUCATION  ACT 

The  Administration's  proposal  would  provide  Federal  support  to 
those  medical  and  dental  schools  that  agree  to  meet  certain  conditions. 
Unlike  prior  programs  of  Federal  assistance  which  were  directed 
towards  increasing  the  aggregate  numbers  of  doctors  and  dentists  in 
the  Nation,  the  Administration  proposal  would  shift  the  emphasis  of 
Federal  support  for  health  professions  schools  from  merely  increasing 
enrollments  to  addressing  national  problems  of  medical  specialty  and 
geographic  maldistribution.  The  proposal  is  designed  to  produce  more 
primary  care  physicians  and  to  provide  greater  access  to  health 
professionals. 

HIGHER  EDUCATION  ACT  AMENDMENT  AND  EXTENSION 

This  bill  would  extend  for  four  years  those  higher  education  pro- 
grams which  have  demonstrated  their  effectiveness  in  meeting  the  post- 
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,    secondary  education  needs  of  the  Nation.  The  bill  would  extend  the 
I    most  effective  student  assistance  programs,  namely,  the  basic  educa- 
tional opportunity  grant  program,  the  work-study  program,  the  State 
student  incentive  grant  program,  and  the  guaranteed  student  loan 
i    program.  Programs  to  strengthen  developing  institutions  and  the 
i    Teacher  Corps  program  would  also  be  extended.  The  bill  would  also 
simplify  and  clarify  the  requirements  relating  to  accreditation  and 
institutional  eligibility, 
i       -  - 

CLOSUEE  OR  TRANSFER  OF  PUBLIC  HEALTH  SERVICE  HOSPITALS 

This  proposal  is  one  of  several  Administration  initiatives  designed 
to  reform  Federal  financing  and  direct  delivery  of  health  care.  It 
^N'ould  authorize  HEW  to  transfer  to  community  use  or  close  the  eight 
Public  Health  Service  hospitals  which  are  underutilized  and  which 
essentially  serve  only  one  occupational  group.  The  proposal  reflects 
the  conclusion  that  maintenance  of  a  Federal  hospital  system  for  some 
200,000  merchant  seamen  is  an  inappropriate  and  inefficient  use  of 
resources,  particularly  in  light  of  low  hospital  occupancy  rates,  the 
excess  supply  of  hospital  beds,  the  availability  of  alternative  health 
care  facilities,  and  the  substantial  capital  investment  which  would  be 
required  to  continue  operation  of  the  hospitals. 

REPEAL  THE  1 -PERCENT  ADD-QX  IN  THE  COST-OF-LIVIXG  ADJUSTMENT  OF 
THE  CIVIL  SERVICE  RETIREMENT  SYSTEM 

Federal  civilian  and  military  retirement  systems  automatically  in- 
crease benefits  to  compensate  for  changes  in  the  Consumer  Price  Index 
(CPI).  Since  1969,  these  automatic  adjustments  have  included  a  1% 
add-on  which  has  been  compounded  with  each  subsequent  CPI  adjust- 
ment. This  bill  would  eliminate  the  1%  add-on  provision  in  the  civil 
service  retirement  law  which  has  been  progressively  over-compen- 
sating Federal  retirees  for  changes  in  the  cost  of  living.  The  Congress 
has  passed  legislation  to  eliminate  the  1%  add-on  in  the  military,  for- 
eign service,  and  CIA  retirement  systems,  but  only  if  it  is  also  elimi- 
nated for  the  civil  service  retirement  system. 

WAGE  BOARD  PAY  REFORM 

The  basic  principle  governing  Federal  blue-collar  employees'  pay 
rates  is  that  they  should  be  comparable  with  prevailing  rates  and  pay 
practices  in  the  non-Federal  sector  in  the  same  locality.  This  bill  would 
eliminate  aspects  of  present  law  governing  wage  board  pay  rates  that 
are  inconsistent  with  that  principle  and  therefore  result  in  Federal 
blue-collar  workers  earning  more  than  their  counterparts  in  the  pri- 
vate sector.  Among  other  things^  the  bill  would  eliminate  the  use  of 
wage  rate  data  from  outside  the  local  area  involved.  It  would  also 
eliminate  the  present  requirement  for  each  grade  to  have  five  steps, 
and  would  substitute  a  step-rate  structure  that  would  accord  with  the 
predominant  industry  practice. 

INCREASED  AUTHORIZATION  FOR  CERTAIN  SMALL  BUSINESS  LOAN  PROGRAMS 

This  legislation  would  increase  the  total  amount  of  loans,  guarantees, 
and  other  obligations  which  the  Small  Business  Administration 
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(SB A)  may  have  outstanding  at  any  one  time.  These  revised  ceilings 
will  permit  SBA  to  increase  the  number  of  loans  made  to  those  small 
businesses  who  otherwise  would  be  unable  to  obtain  credit  in  the  pri- 
vate sector. 

FEDERAL  PROCUREMENT  ACT 

A  number  of  recommendations  made  by  the  Commission  on  Gov- 
ernment Procurement — including  proposals  to  consolidate  the  basic 
Federal  procurement  acts  and  modernize  the  provisions  for  awarding 
contracts — would  be  implemented  by  this  bill. 

REORGANIZATION  ACT  EXTENSION 

This  proposal  would  extend  the  President's  authority  to  submit  plans 
for  the  reorganization  of  executive  agencies  to  the  Congress.  This  au- 
thority expired  on  April  1,  1973.  The  legislation  is  designed  to  restore 
the  authority  necessary  for  the  President  to  propose  reorganization 
in  order  to  foster  both  efficiency  and  flexibility  in  the  structure  of  the 
Executive  branch. 

STOCKPILE  DISPOSAL 

This  legislation  would  authorize  disposal  from  the  national  stock- 
pile and  supplemental  stockpile  of  industrial  diamond  stones,  anti- 
mony, tin,  and  silver.  The  amounts  of  these  four  materials  recom- 
mended for  disposal  are  in  excess  of  adequate  stockpile  requirements, 
and  their  sale  would  result  in  estimated  receipts  of  $746  million  in  fis- 
cal year  1977. 

PATENT  MODERNIZATION  AND  REZ^ORM  ACT 

This  legislation  would  substantially  strengthen  the  American  patent 
system  by  improving  the  strength  and  reliability  of  issued  patents 
through  procedural  reforms  in  the  patent  examination  and  issuance 
process.  It  would  also  simplify  procedures  for  obtaining  patents,  make 
more  complete  and  precise  the  disclosure  of  information  about  tech- 
nology contained  in  patents,  and  add  new  provisions  concerning  en- 
forcement of  patents. 

WINTER  OLYMPIC  GAMES  ASSISTANCE 

This  legislation  would  authorize  Federal  financial  assistance  for  the 
construction  of  certain  permanent,  unique  sports  facilities  needed  for 
the  1980  Winter  Olympic  Games  at  Lake  Placid,  New  York.  The  total 
amount  of  special  Federal  assistance  under  both  existing  authorities 
and  this  legislation  would  not  exceed  $28  million  plus  the  financing 
of  certain  increases  in  construction  costs. 

These  are  important  legislative  proposals  dealing  with  matters  of 
the  National  interest,  and  I  urge  the  Congress  to  move  with  dispatch 
to  enact  them. 

Gerald  R.  Ford. 

The  White  House,  July  22, 1976. 
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Public  Law  9I+-I82  (H.R.  10281+), 
December  31,  1975,  An  Act  to 
amend  title  XVIII  of  the 
Social  Security  Act. 


Public  Law  94-182 
94th  Congress,  H.  R.  10284 
December  31,  1975 

an  act 

To  amend  title  XVIII  of  the  Social  Security  Act,  and  for  other  purposes. 

Be  it  enacted  hy  the  House  of  Representative  and  the  Senate  of  the 
United  States  of  America  m  Congress  assembled, 

TITLE  I— PROVISIONS  RELATING  TO 
HEALTH  SERVICES 

PREVAILING  CHARGE  LEVEL  FOR  FISCAL  YEAR  1976 


Medicare; 
food  stamp 
distribution; 
irrigation  dams, 
taxes. 


42  use  1395u 
note, 

42  use  1395j. 


Sec.  101.  (a)  Section  1842(b)(3)  of  the  Social  Security  Act  is  42  USC  1395u, 
amended  by  adding  at  the  end  thereof  the  following  new  sentence: 
"Notwithstanding  the  provisions  of  the  third  and  fourth  sentences 
preceding  this  sentence,  the  prevailing  charge  level  in  the  case  of  a 
physician  service  in  a  particular  locality  determined  pursuant  to  such 
third  and  fourth  sentences  for  the  fiscal  year  beginning  July  1,  1975, 
shall,  if  lower  than  the  prevailing  charge  level  for  the  fiscal  year  end- 
ing June  30, 1975,  in  the  case  of  a  similar  physician  service  in  the  same 
locality  by  reason  of  the  application  of  economic  index  data,  be  raised 
to  such  prevailing  charge  level  for  the  fiscal  year  ending  June  30, 
1975.". 

(b)  The  amendment  made  by  subsection  (a)  shall  be  applicable 
with  respect  to  claims  filed  under  part  B  of  title  XVIII  of  the  Social 
Security  Act  with  a  carrier  designated  pursuant  to  section  1842  of 
such  Act  and  processed  by  such  carrier  after  the  appropriate  changes 
vrere  made  in  the  prevailing  charge  levels  for  the  fiscal  year  beginning 
July  1, 1975,  on  the  basis  ot  economic  index  data  under  the  third  and 
fourth  sentences  of  section  1842(b)  (3)  of  such  Act;  except  that  (1) 
if  less  than  the  correct  amount  was  paid  (after  the  application  of 
subsection  (a)  of  this  section)  on  aiw  claim  processed  prior  to  the 
enactment  of  this  section,  the  correct  amount  shall  be  paid  by  such 
carrier  at  such  time  (not  exceeding  6  months  after  the  date  of  the 
enactment  of  this  section)  as  is  administratively  feasible,  and  (2)  no 
such  payment  shall  be  made  on  any  claim  where  the  difference  between 
the  amount  paid  and  the  correct  amount  due  is  less  than  $1. 

EXTENSION  OF  AUTHORITY  TO  AVAIVE  2  4-HOUR  NURSING  SERVICE 
requirement  for  CERTAIN  RURAL  HOSPITALS 

Sec.  102.  Section  1861(e)  (5)  of  the  Social  Security  Act  is  amended  42  USC  1395x, 
by  striking  out  "January  1,  1976"  and  inserting  in  lieu  thereof  "Jan- 
nary  1,  1979". 

COORDINATION  BETWEEN  MEDICARE  AND  FEDERAL  E3IPL0YEES' 
HEALTH   BENEFITS  PROGRAM 


Sec.  103.  Section  1862(c)  of  the  Social  Security  Act  is  repealed. 


Repeal, 

42  USC  1395y. 


89  STAT,  1051 


Pub.  Law  94-  182  -  2  -  December  31,  1975 

technical  amendment  relating  to  part  b  premium 
det?:rminations 

42  use  1395r.       Sec.  104.  (a)  Section  1839(c)  (3)  of  the  Social  Security  Act  is 
amended  by  striking  out  "June  1''  each  place  it  appears  and  inserting 
in  lien  thereof  "May  1". 
Effective  date,       (b)  The  amendments  made  by  subsection  (a)  shall  apply  with 
42  use  1395r     respect  to  determinations  made  under  section  1839  (c)  (3)  of  the  Social 
Security  Act  after  the  date  of  the  enactment  of  this  Act. 

PROFESSIONAL  STANDARDS  REVIEW  AREAS 

42  use  1320C-1.  Sec.  105.  Section  1152  of  the  Social  Security  Act  is  amended  by 
adding  at  the  end  thereof  the  following  new  subsection : 

Poll*  "(g)  (1)      ^i^y  <^^se  in  which  the  Secretary  has  established,  within 

a  State,  two  or  more  appropriate  areas  with  respect  to  which  Profes- 
sional Standards  Review  Organizations  may  he  designated,  he  shall, 
prior  to  designating  a  Professional  Standards  Review  Organization 
for  any  such  area,  conduct  in  each  such  area  a  poll  in  which  the  doc- 
tors of  medicine  and  doctors  of  osteopathy  engaged  in  active  practice 
therein  will  be  asked :  'Do  you  support  a  change  from  the  present  local 
and  regional  Professional  Standards  Review  Organization  area  desig- 
nations to  a  single  statewide  area  designation?'.  If,  in  each  such  area, 
more  than  50  per  centum  of  the  doctore  responding  to  such  question 
respond  in  the  affirmative,  then  the  Secretary  shall  establish  the  entire 
State  as  a  single  Professional  Standards  Review  Organization  area. 

NonappHca-  "(2)  The  provisions  of  paragraph  (1)  shall  not  be  applicable  with 

bility.  respect  to  the  designation  of  Professional  Standards  Review  Orga- 

nization areas  in  any  State,  if,  prior  to  the  date  of  enactment  of  this 
subsection,  the  Secretary  has  entered  into  an  agreement  (on  a  condi- 
tional basis  or  otherwise)  with  an  organization  designating  it  as  the 
Professional  Standards  Review  Organization  for  anv  area  in  the 
State.". 

UPDATING  OF  THE  LIJ^  SAFETY  REQUIREMENTS  APPLICABLE  TO 
NURSING  HOMES 

42  use  1395X.       Sec.  106.  (a)  Section  1861(j)(13)  of  the  Social  Security  Act  is 
amended  by  striking  out  "(21st  edition,  1967)"  and  inserting  in  lieu 
thereof  "  (23d  edition,  1973) ". 
Effective  date.       (b)  Subject  to  subsection  (c),  the  amendment  made  by  subsection 
42  use  1395x     (a)  shall  he  effective  on  the  first  day  of  the  sixth  month  which  begins 
after  the  date  of  enactment  of  this  Act. 

(c)  Any  institution  (or  pait  of  an  institution)  which  complied  with 
the  requirements  of  section  1861  (j)  (13)  of  the  Social  Security  Act 
on  the  day  preceding  the  first  da^j  referred  to  in  subsection  (b)  shall, 
so  long  as  such  compliance  is  maintained  (either  by  meeting  the  ap- 
plicable provisions  of  the  Life  Safety  Code  (21st  edition,  1967),  with 
or  without  w^aivers  of  specific  provisions,  or  by  meeting  the  applicable 
provisions  of  a  fire  and  safety  code  imposed  by  State  law  as  provided 
for  in  such  section  1861  (j)  (13) ),  be  considered  (for  purposes  of  titles 
42  use  1395,  X^mi  and  XIX  of  such  Act)  to  be  in  compliance  with  the  require- 
1396.  ments  of  such  section  1861  (j)  (13),  as  it  is  amcmded  by  subsection  (a) 

of  this  section. 
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GRANTS  FOR  CERTAIX  EXPERIMENTS  AND  DEMONSTRATION  PROJECTS 

Sec  107.  Xothing  contained  in  section  222  (a)  of  Public  Law  92-003  42  USC  13951 
shall  be  construed  to  preclude  or  proliibit  the  Secretary  of  Health,  note. 
Education,  and  Welfare  from  ii.  iii.lnig  in  any  grant  otherwise 
authorized  to  be  made  under  such  ^aruon  moneys  which  are  to  be  used 
for  payments,  to  a  participant  in  a  demonstration  or  experiment  with 
respect  to  which  the  grant  is  made,  for  or  on  account  of  costs  incurred 
or  services  performed  by  such  participant  for  a  period  prior  to  the 
date  that  the  project  of  such  participant  is  placed  m  operation,  if— - 

(1)  the  applicant  for  such  grant  is  a  State  or  an  agency  thereof, 

(2)  such  participant  is  an  individual  practice  association  which 
has  been  in  existence  for  at  least  3  years  prior  to  the  date  of  enact- 
ment of  this  section  and  which  has  in  effect  a  contract  with  such 
State  (or  an  agency  thereof),  entered  into  prior  to  the  date  on 
which  the  grant  is  approved  by  the  Secretary,  under  which  such 
association  will,  for  a  period  which  begins  before  and  ends  after 
the  date  such  grant  is  so  approved,  provide  health  care  services 
for  individuals  entitled  to  care  and  services  under  the  State  plan 
of  such  State  which  is  approved  under  title  XIX  of  the  Social 

Security  Act,  .      42  USC  1396. 

(3)  the  purpose  of  the  inclusion  of  the  project  of  such  associa- 
tion is  to  test  the  utility  of  a  particular  rate-setting  methodology, 
designed  to  be  employed  in  prepaid  health  plans,  in  an  individual 
practice  association  operation,  and 

(4)  the  applicant  for  such  grant  affirms  that  the  use  of  moneys 
from  such  grant  to  make  such  payments  to  such  individual  prac- 
tice association  is  necessary  or  useful  in  assuring  that  such  asso- 
ciation will  be  able  to  continue  in  operation  and  carry  out  the 
project  described  in  clause  (3) . 

PROFESSIONAL   STANDARDS  REVIEW^  ORGANIZATION   STARTUP  DEADLINE 

Sec.  108.  (a)  Subsections  (c)  (1)  and  (f )  (1)  of  section  1152  of  the 
Social  Security  Act  are  each  amended  by  striking  out  "January  1, 1976''    42  USC  1 320c-l , 
and  inserting  in  lieu  thereof  "January  1, 1978". 

(b)  The  amendments  made  by  subsection  (a)  shall  not  apply  in  any    42  USC  1.320c-i 
area  designated  in  accordance  with  section  1152(a)  (1)  of  the  Social  note. 
Security  Act  where — 

(1)  the  membership  association  or  organization  representing 
the  largest  number  of  doctors  of  medicine  in  such  area,  or  in  the 
State  in  which  such  area  is  located  if  different,  has  adopted  by 
resolution  or  other  official  procedure  a  formal  policy  position  of 
opposition  to  or  noncooperation  with  the  established  program  of 
professional  standards  review :  or 

(2)  the  organization  proposed  to  be  designated  by  the  Secre- 
tary under  section  1152  of  such  Act  has  been  negatively  voted 
upon  in  accordance  with  the  provisions  of  subsection  (f)  (2) 
thereof. 

STUDY  regarding  C0A*ERAGE  UNDER  PART  B  OF  MEDICARE  FOR  CERTAIN 
SERVICES  PROVIDED  BY  OPTOiMETRTSTS 

Sec.  109.  The  Secretary  of  Healtli,  Education,  and  Welfare  shall    Study,  report 
conduct  a  study  of,  and  submit  to  the  Congress  not  later  than  4  months    ^°  Congress, 
after  the  date  of  enactment  of  this  section  a  report  containing  his  find-  1^95j 
ings  and  recommendations  with  respect  to,  the  ai^propriateness  of 
reimbursement  under  the  insurance  program  established  by  part  B  of 
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42  use  139Sj.  title  XVIII  of  the  Social  Security  Act  for  services  performed  by 
doctors  of  optometry  but  not  presently  recognized  for  purposes  of 
reimbursement  with  respect  to  the  provision  of  prosthetic  lenses  for 
patients  with  aphakia. 


UTILIZATION  REVIEW  UNDER  MEDICAID 


42  use  1396b.      Sec.  110.  (a)  Section  1903(g)  (1)  (C)  of  the  Social  Security  Act  is 
amended  to  read  as  follows : 

"(C)  such  State  has  in  effect  a  continuous  program  of  review 

42  use  1396a.  of  utilization  pursuant  to  section  1902(a)  (30)  whereby  each 
admission  is  reviewed  or  screened  in  accordance  with  criteria 
established  by  medical  and  other  professional  personnel  who  are 
not  themselves  directly  responsible  for  the  care  of  the  patient 
involved,  and  who  do  not  have  a  significant  financial  interest  in 
any  such  institution  and  are  not,  except  in  the  case  of  a  hospital, 
employed  by  the  institution  providing  the  care  involved;  and  the 
information  developed  from  such  review  or  screening,  along  with 
the  data  obtained  from  prior  reviews  of  the  necessity  for  admis- 
sion and  continued  stay  of  patients  by  such  professional  personnel, 
shall  be  used  as  the  basis  for  establishing  the  size  and  composition 
of  the  sample  of  admissions  to  be  subject  to  review  and  evaluation 
by  such  personnel,  and  any  such  sample  may  be  of  any  size  up  to 
100  per  centum  of  all  admissions  and  must  be  of  sufficient  size  to 
serve  the  purpose  of  (i)  identifying  the  patterns  of  care  being 
provided  and  the  changes  occurring  over  time  in  such  patterns 
so  that  the  need  for  modification  may  be  ascertained,  and  (ii)  sub- 
jecting admissions  to  early  or  more  extensive  review  where  infor- 
mation indicates  that  such  consideration  is  warranted;  and". 

Effective  date.       (b)  The  amenduient  made  by  subsection  (a)  shall  take  effect  on  the 

42  use  1396b    first  day  of  the  first  calendar  month  which  begins  not  less  than  90  days 

note.  after  tlie  date  of  enactment  of  this  Act. 


consent  by  states  to  certain  suits 


42  use  1396a.  Sec.  111.  (a)  Section  1902  of  the  Social  Security  Act  is  amended  by 
adding  at  the  end  thereof  the  following  new  subsection: 

"(g)  Notwithstanding  any  other  provision  of  this  title,  a  State 
plan  for  medical  assistance  must  include  a  consent  by  the  State  to  the 
exercise  of  the  judicial  power  of  the  United  States  in  any  suit  brought 
against  the  State  or  a  State  officer  by  or  on  behalf  of  any  provider  of 

42  use  1395x.  services  (as  defined  in  section  1861  (u) )  with  respect  to  the  application 
of  subsection  (a)  (13)  (D)  to  services  furnished  under  such  plan  after 
June  30,  1975,  and  a  waiver  by  the  State  of  any  inununity  from  such  a 

use  prec.        suit  conferred  by  the  11th  amendment  to  the  Constitution  or  otherwise." 

title  1.  (b)  Section  1903  of  such  Act  is  amended  by  adding  at  the  end  thereof 

42  use  1396b.  the  following  new  subsection : 

"  (1)  Notwithstanding  any  other  provision  of  this  section,  the  amount 
payable  to  any  State  under  this  section  with  respect  to  any  quarter 
beginning  after  December  31,  1975,  shall  be  reduced  by  10  per  centum 
of  the  amount  determined  with  respect  to  such  quarter  under  the  pre- 
ceding provisions  of  this  section  if  such  State  is  found  by  the  Secretary 

Supra.  not  to  be  in  compliance  with  section  1902(g)." 

Effective  date.      (c)  The  amendments  made  by  this  section  shall  (except  as  other- 

42  use  1396a   w'i^q  provided  therein)  become  effective  January  1,  1976. 

note. 
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UTILIZATION  REVIEW  ACTIVITIES 


Sec.  112.  (a)(1)  Section  1861(w)  of  the  Social  Security  Act  is 
amended — 

( A )  by  inserting  "  ( 1 ) "  immediately  after  "  ( w ) ",  and 

(B)  by  adding  at  the  end  thereof  the  following  new  para- 
graph : 

"(2)  Utilization  review  activities  conducted,  in  accordance  with  the 
requirements  of  the  program  established  under  part  B  of  title  XI 
of  the  Social  Security  Act  with  respect  to  services  furnished  by  a  hos- 
pital to  patients  insured  under  part  A  of  this  title  or  entitled  to  have 
payment  made  for  such  services  under  a  State  plan  approved  under 
title  V  or  XIX,  by  a  Professional  Standards  Review  Organization 
designated  for  the  area  in  which  such  hospital  is  located  shall  be 
deemed  to  have  been  conducted  pursuant  to  arrangements  between 
such  hospital  and  such  organization  under  which  such  hospital  is 
obligated  to  pay  to  such  organization,  as  a  condition  of  receiving  pay- 
ment for  hospital  services  so  furnished  under  this  part  or  under  such 
a  State  plan,  such  amount  as  is  reasonably  incurred  and  requested  (as 
determined  under  regulations  of  the  Secretary)  by  such  organization 
in  conducting  such  review  activities  with  respect  to  services  furnished 
by  such  hospital  to  such  patients.". 

(2)  Section  1815  of  such  Act  is  amended — 

(A)  by  inserting  "(a)"  immediately  after  "Sec.  1815.",  and 

(B)  by  adding  at  the  end  thereof  the  following  new  subsection : 
"  (b)  No  payment  shall  be  made  to  a  provider  of  services  which  is  a 

hospital  for  or  with  respect  to  services  furnished  by  it  for  any  period 
with  respect  to  which  it  is  deemed,  under  section  1861  (w)  (2),  to  have 
in  effect  an  arrangement  with  a  Professional  Standards  Review  Orga- 
nization for  the  conduct  of  utilization  review  activities  by  such  orga- 
nization unless  such  hospital  has  paid  to  such  organization  the  amount 
due  (as  determined  pursuant  to  such  section)  to  sucli  organization  for 
the  review  activities  conducted  by  it  pursuant  to  such  ari'angements  or 
such  hospital  has  provided  assurances  satisfactory  to  the  Secretary 
that  such  organization  will  promptly  be  paid  the  amount  so  due  to  it 
from  the  proceeds  of  the  payment  claimed  by  the  hospital.  Payment 
under  this  title  for  utilization  review  activities  provided  by  a  Profes- 
sional Standards  Review  Organization  pursuant  to  a7i  arrangement  or 
deemed  arrangement  with  a  hospital  under  section  1861  (w)  (2)  shall 
be  calculated  without  any  requirement  that  the  reasonable  cost  of  such 
activities  be  apportioned  among  the  patients  of  such  hospital,  if  any, 
to  whom  such  activities  were  not  applicable.". 

(c)  Section  1168  of  such  Act  is  amended  by  adding  at  the  end 
thereof  the  following  new  sentence:  "The  Secretary  shall  make  such 
transfers  of  moneys  between  the  funds,  referred  to  in  clauses  (a),  (b), 
and  (c)  of  the  preceding  sentence,  as  may  l>e  appropriate  to  settle 
accounts  between  them  in  cases  where  expenses  properly  payable  from 
the  funds  described  in  one  such  clause  have  been  paid  from  funds 
described  in  another  of  such  clauses.". 

(d)  The  amendments  made  by  this  section  sliall  be  effective  with 
respect  to  utilization  review  activities  conducted  on  and  after  tlie  first 
day  of  the  first  month  which  l^egins  more  than  30  days  after  the  date  of 
enactment  of  this  Act. 


42  use  1395x, 


42  use  1320c. 
42  use  1395c. 

42  use  701, 
1396. 


42  use  1395g, 


Payment  to 
provider  of 
services. 
Supra . 


42  use  1320c- 
17. 

Transfer  of 
funds. 


Effective  date, 
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TITLE  II— PROVISIONS  RELATING  TO  FOOD  STAMPS 
PROVIDED  TO  AFDC  FAMILIES 

FOOD  STAMP  DISTRIBUTION  TO  AFDC  FAMILIES 

7  use  2019  Sec.  201.  Notwithstanding  any  other  provision  of  law,  the  final  date 

note,  for  compliance  with  regulations  in  implementation  of  section  10  (e)  (7 ) 

7  use  2019,      of  the  Food  Stamp  Act  of  1964,  as  amended,  may  be  extended  until 
October  1, 1976. 

TITLE  III— INTERNAL  REVENUE  CODE  AMENDMENT 


CERTAIN   IRRIGATION  DAMS 


26  use  103.  Sec.  301.  (a)  Section  103  of  the  Internal  Revenue  Code  of  1954 
(relating  to  interest  on  certain  governmental  obligations)  is  amended 
by  redesignating  subsection  (e)  as  subsection  (f)  and  by  inserting 
after  subsection  (d)  the  following  new  subsection : 

"(e)  Certain  Irrigation  Dams. — A  dam  for  the  furnishing  of 
water  for  irrigation  purposes  which  has  a  subordinate  use  in  con- 
nection with  the  generation  of  electric  energy  by  water  shall  be  treated 
as  meeting  the  requirements  of  subsection  (c)  (4)  (G)  if — 

"(1)  substantially  all  of  the  stored  water  is  contractually  avail- 
able for  release  from  such  dam  for  irrigation  purposes,  and 
"(2)  the  water  so  released  is  available  on  reasonable  demand 
to  members  of  the  general  public". 
Effective  date.       (b)  The  amendment  made  by  subsection  (a)  shall  apply  to  obliga- 
26  use  103       tions  issued  after  the  date  of  the  enactment  of  this  Act. 
note.  Approved  December  31,  1975. 
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Mth  Congress  )  HOUSE  OF  REPEESENTATIVES  j  Report 
l8t  Session     J  (  No.  94-626 


MEDICARE  DEADLINE  AMENDMENTS 


November  6,  1975. — Committed  to  the  Committee  of  the  Whole  House  on  the 
State  of  the  Union  and  ordered  to  be  printed 


Mr.  Ullman,  from  the  Committee  on  Ways  and  Means, 
submitted  the  follo\\ing 

REPORT 

[To  accompany  H.R.  10284] 

The  Committee  on  Ways  and  Means,  to  whom  was  referred  the 
bill  (H  R.  10284)  to  amend  title  XVIII  of  the  Social  Security  Act  to 
assure  that  the  prevailing  fees  recognized  by  medicare  for  fiscal 
year  1976  are  not  less  than  those  for  fiscal  year  1975,  to  extend  for 
three  years  the  existing  authority  of  the  Secretary  of  Health,  Educa- 
tion, and  Welfare  to  grant  temporary  waivers  of  nursing  staff  require- 
ments for  small  hospitals  in  rural  areas,  to  maintain  the  present 
system  of  coordination  of  the  medicare  and  Federal  Employees' 
Health  Benefits  programs,  and  to  correct  a  technical  error  in  the  law 
that  prevents  increases  in  the  medicare  part  B  premiums,  having 
considered  the  same,  report  favorably  thereon  without  amendment 
and  recx)mmend  that  the  bill  do  pass. 

I.  PURPOSE  AND  BACKGROUND  OF  THE  BILL 

Your  committee's  Subcommittee  on  Health  held  2  days  of  public 
hearings  on  possible  legislative  changes  in  medicare  during  September 
of  this  year.  The  hearings  brought  to  light  many  problems  in  the 
present  operation  of  the  medicare  program  that  warrant  legislative 
action.  Of  particular  and  immediate  importance,  however,  was  the 
recognition  of  the  need  for  your  committee  to  act  promptly  on  several 
issues  with  critical  time  limitations;  that  is,  issues  on  which  it  is 
imperative  that  the  Congress  take  quick  action  if  it  is  going  to  act 
at  all.  The  action  taken  by  the  committee  on  the  four  issues  are  con- 
tained in  your  conmiittee's  bill,  H.R.  10284. 
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^  First,  the  bill  would  eliminate  an  unintended  result  of  the  applica- 
tion of  section  224  of  the  Social  Security  Amendments  of  1972  which 
requires  the  use  of  an  economic  index  m  determining  how  much  the 
prevailing  fee(s)  for  physicians'  services  can  increase  from  year  to  year. 
1  our  committee's  bill  would  assure  that  no  prevailing  charge  in  fiscal 
year  1976  would  be  less  than  it  was  in  fiscal  year  1975. 

Second,  the  bill  would  extend  for  3  years,  from  January  1,  1976, 
through  December  31,  1978,  the  present  authority  of  the.  Secretary 
of  HEW  to  grant  temporary  waivers  of  nursing  staff  requirements 
for  the  purpose  of  enabhng  small  hospitals  in  rural  areas  where  nursing 
personnel  are  in  short  supply  and  alternative  health  facilities  are  not 
readily  available  to  qualify  under  the  medicare  program. 

Third,  the  bill  would  provide  for  the  continuation  of  the  present 
system  of  coordination  of  the  medicare  and  Federal  Employees' 
Health  Benefits  (FEHB)  programs,  which  your  committee  now  be- 
lieves, on  the  basis  of  extensive  analysis,  is  the  most  desirable  of  the 
alternative  approaches  to  effectively  coordinate  these  programs. 
The  bill  would  repeal  that  section  of  the  Social  Security  Act  that  would 
require  medicare  to  stop  making  payment,  as  of  January  1,  1976,  for 
services  furnished  to  a  beneficiary  who  is  also  covered  by  the  FEHB 
program. 

Finally,  the  bill  would  permit  increases  in  premiums  for  part  B  of 
medicare,  on  July  1,  1976,  and  in  future  years  at  rates  no  greater  than 
the  rate  of  increase  in  monthly  social  security  benefits  (from  wliich 
the  premiums  are  deducted).  In  doing  so,  the  bill  would  correct  a 
technical  error  in  existing  law. 

II.  GENERAL  STATEMENT 

A.  Limits  on  Prevailing  Charge  Levels 

Responding  to  concerns  over  the  rapidly  increasing  expenditures 
under  the  medicare  program,  your  committee  included  several  cost- 
control  provisions  in  the  Social  Security  Amendments  of  1972.  One 
of  these  provisions  set  a  Hmit  on  increases  in  the  reimbursement  for 
physicians'  services. 

The  original  1965  medicare  law  provided  for  coverage  of  physicians' 
services  under  part  B  of  title  XvIII  of  the  Social  Security  Act  (the 
supplementary  medical  insurance  program).  After  the  beneficiary  has 
incurred  an  initial  deductible,  medicare  pays  80  percent  of  what  is 
determined  as  the  ''reasonable  charge"  for  the  covered  service. 

Payment  for  the  covered  service  is  made  directly  to  the  beneficiary 
.  unless  the  beneficiary  assigns  the  right  to  the  benefits  to  the  physician 
who  furnished  the  service,  in  which  case  payment  is  sent  directly  to 
the  physician.  When  the  physician  accepts  assignment,  the  reasonable 
charge  has  to  be  accepted  as  the  full  payment — the  physician  agrees 
to  bill  the  patient  only  for  the  20  percent  coinsurance  which  medicare 
does  not  pav. 

The  legislation  requires  that  in  determining  the  reasonable  charge, 
the  carrier  take  into  consideration  the  customary  charges  for  similar 
services  generally  made  by  the  physician  as  well  as  the  prevailing 
charges  in  the  locality  for  similar  services. 
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In  1966,  very  few  health  insurance  plans  routinely  considered  a 
physician's  customary  charges  in  their  reimbursement  policy.  As  the 
j  carriers  began  to  develop  reasonable  charge  determinations,  it  soon 
[j  became  evident  that  the  policies  were  not  consistent  among  the 
j  various  carriers.  This  le.d  the  Social  Security  Administration  (SSA)  to 
bring  about  greater  uniformity  in  reasonable  chaige  determination 
through  the  issuance  of  regulations  and  guidelines. 

The  SSA  interpreted  it  as  congressional  intent  that  the  medicare 
"reasonable  charge"  be  the  lowest  of:  (1)  the  actual  charge,  (2)  the 
j  customary  charge  of  a  physician  for  a  similar  service,  and  (3)  the 
,|  prevailing  charge  in  a  locality  for  a  similar  service. 
\      There  were  no  specifics  in  the  law  or  legislative  history  as  to  how 
f  either  the  customary  charge  or  the  prevaiHng  charge  was  to  be 
established.  Regulations  in  1967  directed  the  carriers  to  consider  a 
physician's  customary  charge  for  a  particular  service  to  be  the  median 
or  midpoint  of  all  the  charges  made  for  that  service.  Where  evidence 
showed  that  a  physician  had  changed  his  charge  for  a  service,  the 
new  customary  charge  was  to  be  recognized  as  the  medicare  customary 
charere. 

Inherent  in  this  procedure  was  a  certain  lag  time;  the  regulations 
required  that  any  new  customary  charge  be  based  on  accumulated 
evidence  that  the  physician's  customary  charge  pattern  had  changed. 
This  lag  time  became  one  of  the  methods  used  to  delay  recognition 
of  increases  in  physicians'  fees.  In  1968,  SSA  informally  encouraged 
carriers  to  delay  at  least  12  months  before  changing  the  customary 
charge  level. 

In  1971,  SSA  issued  a  letter  to  intermediaries  mandating  a  one  and 
one-half  year  lag  time.  Carriers  were  to  develop  customary  charge 
screens  based  on  actual  charge  data  for  all  of  calendar  year  1970  and 
use  the  screen  for  all  claims  received  on  or  after  July  1,  1971.  This 
policy  was  consistent  with  the  provisions  of  H.R.  1  as  it  passed  the 
House  in  1971. 

These  guidelines  were  the  beginning  of  the  present  medicare  reim- 
bursement policy  under  which  customary  charge  screens  used  during 
a  fiscal  year  (beginning  July  1  or  as  soon  thereafter  as  they  can  be 
incorporated  into  the  carriers'  payment  systems)  are  based  on  all  the 
actual  charges  made  during  the  preceding  calendar  year.  This  creates 
a  lag  of  18  months  in  updating  customary  charges. 

The  prevailing  charge  screen  is,  in  essence,  a  ceiling  on  the  customary 
charges  of  physicians  in  a  locality  for  a  particular  service.  As  in  the 
case  of  the  customary  charge,  neither  the  law  nor  legislative  history 
specified  how  the  prevailing  charge  was  to  be  determined. 

Initiall}^  carriers  used  a  variety  of  methods  to  determine  the  pre- 
vailing charge.  In  1968,  SSA  directed  all  carriers  to  use  a  method 
which  based  the  prevailing  charge  limit  on  the  83rd  percentile  of  all 
the  customary  charges  of  all  ph^'sicians  for  a  particular  service.  Under 
the  percentile  approach,  a  carrier  determined  the  amount  which 
covered  83  percent  of  all  the  customary  charges  for  a  service;  then^ 
this  amount  became  the  maximum  amount  which  could  be  paid — the 
prevailing  charge  hmit — even  though  the  customary  charge  of  a 
particular  physician  for  a  particular  service  was  higher. 
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In  the  1971  intermediary  letter,  the  SSA  directed  that  this  83rd 
percentile  be  reduced  to  the  75th  percentile  of  the  customar^^  charges. 
This  was  the  same  letter  which  directed  carriers  to  update  customar\^ 
charges  only  every  July  1  and  base  them  on  actual  charges  made  during 
the  preceding  calendar  year.  Since  the  prevaihng  charge  is  based 
on  customary  charges  there  is,  of  course,  the  same  18-month  lag 
created  for  the  prevailing  charge. 

The  Social  Security  Amendments  of  1972  included  several  pro- 
visions designed  to  control  the  escalating  costs  of  the  medicare  pro- 
gram. Among  these  were  two  provisions  specifically  related  to  the 
determination  of  the  reasonable  charge  for  physicians'  services. 
Although  separate  provisions,  these  were  both  in  section  224  of  the 
law  (Pubhc  Law  92-603) . 

One  of  the  provisions  embodied  in  the  statute  was  the  existing  ad- 
ministrative policy  for  determining  the  reasonable  charge,  the  custo- 
mary charge  and  the  prevailing  charge.  The  law  requu*ed  that  the 
reasonable  charge  for  claims  submitted  after  December  31,  1970, 
could  not  exceed  the  customary  charge  of  the  physician  for  similar 
services  or  the  prevailing  charge  for  similar  ser\4ces  in  the  locality. 
The  customary  charges  of  physicians  for  particular  services  were  to 
be  determined  at  the  beginning  of  each  fiscal  year  based  on  actual 
charge  data  from  the  preceding  calendar  year  (i.e.,  FY  1973  data  was 
to  be  based  on  calendar  year  1971  actual  charge  data).  The  prevailing 
charge  (limit)  for  each  service  was  to  be  based  on  the  75th  percentile  of 
all  customary  charges  for  that  service  in  a  locality. 

The  second  provision  limited  how  fast  the  prevailing  charge  can 
increase  from  year  to  year  irrespective  of  what  the  75th  percentile 
amount  might  be.  The  House  report  expressed  the  rationale  for  tying 
increases  in  the  reasonable  charge  to  increases  in  an  economic  index : 

Your  committee  believes  that  it  is  necessary  to  move  in  the 
direction  of  an  approach  to  reasonable  charge  reimbm^ement 
that  ties  recognition  of  fee  increases  to  appropriate  economic 
indexes  so  that  the  program  will  not  merely  recognize  what- 
ever increases  in  charges  are  established  in  a  locality  but 
would  limit  recognition  of  charge  increases  to  rates  that 
economic  data  indicate  would  be  fair  to  all  concerned. 

Under  the  provision,  the  prevailing  charges  recognized  in  fiscal 
year  1973  for  a  locality  could  be  increased  in  fiscal  year  1974  and  in 
later  years  only  to  the  extent  justified  by  indices  reflecting  changes 
in  the  operating  expenses  of  physicians  and  in  earnings  levels.  The 
statistical  methods  used  to  calculate  the  limit  on  increases  allowed 
by  this  provision  were  to  be  established  by  the  Secretary  of  HEW. 
,  The  base  for  the  proposed  economic  index  would  be  calendar  year 
1971.  The  increase  in  tne  index  that  occurs  in  a  succeeding  calendar 
year  would  constitute  the  maximum  allowable  aggregate  increase  in 
prevailing  charges  that  would  be  recognized  in  the  fiscal  year  begin- 
ning after  the  end  of  that  calendar  year.  For  example,  the  change  in 
the  index  for  calendar  year  1974  would  form  the  basis  for  how  much 
the  prevailing  charge  could  increase  July  1,  1975,  over  that  effective 
during  the  previous  fiscal  year. 

The  regulations  to  implement  provisions  of  section  224,  the  economic 
index,  were  not  issued  until  April  14,  1975,  nearly  2}^  years  after 
the  provisions  were  enacted.  HEW  allowed  only  30  days  for  interested 
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parties  to  comment  on  the  complex  index.  This  short  comment  period 
;  end  the  initial  evaluations  of  the  index  generated  such  criticism  that 
the  regulations  were  the  subject  of  hearings  held  by  your  committee's 
Subcommittee  on  Health  on  June  12,  1975.  Nevertheless,  the  regula- 
tions were  issued  in  final  form  on  June  16,  1975,  with  no  major  changes. 

Aside  from  the  question  of  whether  the  desi^  of  the  index  is 
equitable  and  reflects  congressional  intent,  its  application  has  had  an 
I  unintended  and  unanticipated  effect.  More  than  limiting  increases  in 
i  prevailing  charges,  the  index  is,  in  some  cases,  causing  fiscal  year  1976 
I  prevailing  charges  to  be  rolled  back  below  fiscal  year  1975  prevailing 
I  charge  levels.  This  means  a  beneficiary  or  a  physician  who  was  reim- 
bursed $20  for  an  office  visit  in  fiscal  year  1975  ma}^  get  only  $15  in 
I    fiscal  year  1976. 

I  Preliminary  results  from  a  study  by  the  Social  Security  Administra- 
1  tion  suggest  that  the  fiscal  impact  of  the  economic  index  is  over  $100 
I  million.  (Estimates  on  the  savings  of  the  index  made  in  June  were 
much  lower — $25  million.)  Of  the  $100  million,  approximately  $37 
I    million  is  due  to  rollbacks. 

!  It  should  be  pointed  out  that  if  HEW  had  not  delaj^ed  so  long  in 
!  implementing  the  regulations  there  would  not  have  been  any  rollbacks 
i    in  prevailing  charges. 

!       Over  the  j^ears,  the  rate  at  which  physicians  accept  assignment 
I    of  medicare  claims  (and  thus  accept  the  medicare  reasonable  charge  as 
payment  in  full)  has  been  steadily  declining.  Assignment  rates  (the 
,    percentage  of  claims  which  are  accepted)  decreased  from  61.5  percent 
I    m  1969  to  51.9  percent  in  1974.  Your  committee  is  particularly  con- 
cerned that  the  rollbacks  are  further  discouraging  physicians  from 
accepting  assignment. 

When  a  physician  refuses  to  accept  assignment,  the  beneficiary 
must,  of  course,  make  up  any  difference  between  what  medicare 
reimburses  as  the  reasonable  charge  and  the  physician's  actual  charge. 
Both  the  number  of  claims  and  the  amount  of  reduction  has  been 
increasing  as  can  be  seen  from  the  tables  below: 


NUMBER  OF  CLAIMS  REDUCED! 


Numbers  (millions) 

Percentage 

1973 

1974 

1973 

1974 

Total  claims  reduced  

Assigned  

  32.2 

  15.8 

  16.4 

43.6 
21.5 
22.2 

60.6 
55.6 
66.4 

68.3 
64.5 
72.7 

*  Those  claims  for  which  medicare  allowed  a  reasonable  charge  less  than  the  actual  charge  of  the  physician. 

AMOUNT  OF  REDUCTION  OF  CLAIMS 

Amounts  (millions) 

Percentage 

1973 

1974 

1973 

1974 

Total  amount  of  reduction  

Assigned  

Not  assigned  

  $446. 5 

  208. 0 

  238.5 

$665.8 
313.6 
352.2 

12.3 
11.9 
12,5 

14.5 
14.3 
14.7 

Source:  "Quarterly  Reports  on  SMI  Carrier  Charge  Determination,"  May  23, 1974,  and  Feb.  25.  1975. 
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Clearly,  the  rollback  will  result  in  an  even  further  decrease  in  the 
assignment  rate  with  the  consequence  that  beneficiaries  will  pay  an 
even  larger  proportion  of  their  medical  bills  out-of-pocket. 

In  testimony  before  your  committee's  Subcommittee  on  Health 
during  the  September  19  hearing,  the  administration  acknowledged 
that  there  is  indeed  a  rollback  but  suggested  that  it  ''will  not  reoccur 
in  the  future  updates  of  prevailing  charge  screens."  They  did  not 
indicate  that  they  favor  any  measure  to  correct  the  existing  rollback 
situation. 

In  view  of  the  fact,  however,  that  it  was  never  intended  that  imple- 
mentation of  the  economic  index  should  have  such  an  adverse  effect 
on  beneficiaries,  your  committee  believes  that  legislation  is  needed  to 
eliminate  the  rollbacks.  The  bill  would  provide  that  during  fiscal  year 
1976  (when  the  index  went  into  effect)  no  prevailing  fee  level  for  a 
physician's  service  would  be  less  than  the  prevailing  fee  for  the  same 
service  in  fiscal  yesLV  1975. 

In  a  case  where  a  beneficiary  or  physician  has  already  been  affected 
by  the  rollback  (i.e.,  he  has  been  reimbursed  in  fiscal  year  1976  for  a 
particular  service  at  a  prevailing  fee  level  which  is  less  than  the  pre- 
vailing fee  for  the  same  service  in  fiscal  year  1975),  the  carrier  would 
pay  the  individual  the  amount  he  is  due.  The  payment  would  be  made 
as  soon  as  is  administratively  possible,  but  all  payments  would  be 
made  ^^^thLn  6  months  after  the  date  of  enactment  of  this  provision.  To 
make  the  retroactive  reimbursement  administratively  practical,  no 
pajTnent  would  be  made  on  any  claim  where  the  difference  between 
the  amount  paid  and  the  correct  amount  due  is  less  than  $1. 

Your  committee  believes  that  the  problem  of  rollbacks  in  prevailing 
charge  levels  should  be  dealt  with  as  quickl}^  as  possible  to  modify  the 
current  situation.  Your  committee  wishes  to  make  it  clear,  however, 
that  it  is  holding  for  later  consideration  more  substantive  improve- 
ments in  the  present  method  for  reimbursing  physicians'  services  under 
medicare.  Of  major  concern  is  the  declining  assignment  rate  (with  the 
resulting  increased  burdens  on  medicare  beneficiaries)  and  the  in- 
ability of  beneficiaries  to  determine  which  ph^'sicians  will  accept  as- 
signrnent  and  under  what  circumstances,  IJnreasonable  geographical 
(both  urban-rural  and  regional)  and  specialty  differences  in  prevailing 
charge  levels  also  indicate  that  the  present  system  lacks  rationalit}-. 

B.  Extension  of  Authority  To  Waive  24-Hour  Nursing  Service 
Requirements  for  Certain  Rural  Hospitals 

In  order  to  participate  in  the  medicare  program,  providers  and  sup- 
pliers of  health  services  must  comply  with  specific  requirements  set 
forth  in  the  statute  and  with  other  requirements  pertaining  to  the 
health  and  safety  of  medicare  beneficiaries  which  the  Secretary  of 
Health,  Education,  and  Welfare  is  authorized,  by  the  statute,  to 
prescribe.  Among  the  "conditions  of  participation"  for  hospitals  is  a 
requirement  that  the  hospital  have  an  organized  nursing  department 
with  a  departmental  plan  delineating  responsibilities  and  auties  for 
nursing  personnel,  with  a  registered  nurse  on  duty  in  the  hospital  on 
a  24-hour  basis. 

According  to  policy  established  by  the  Social  Security  Administra- 
lion,  a  hospital  is  certified  for  participation  in  medicare  if  it  is  in  full 
comphance  (meets  all  the  requirements  of  the  Social  Security  Act 
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and  is  in  accordance  with  all  regulatory  requirements  for  partic- 
ipation), or  if  it  is  in  "substantial"  compliance  (meets  all  the 
statutory  requirements  and  the  most  important  regulatory  con- 
ditions for  participation).  Thus,  while  an  institution  may  be  deficient 
with  respect  to  one  or  more  standards  of  participation,  it  may 
still  be  found  to  be  in  substantial  compliance,  if  the  deficiencies 
do  not  represent  a  hazard  to  patient  healtn  or  safety,  and  efforts  are 
being  made  to  correct  deficiencies. 

In  recognition  of  the  fact  that  there  is  a  need  to  assure  continuing 
availability  of  medicare-covered  institutional  care  in  rural  areas 
(many  of  which  have  only  one  hospital)  without  jeopardizing  the 
health  and  safety  of  patients,  the  Social  Security  Administration 
follows  the  approach  of  certifying  ''access"  hospitals  which,  to  the 
extent  they  are  capable,  have  succeeded  in  overcoming  deficiencies. 
Access  hospitals  are  those  located  in  isolated  areas  or  in  areas  with 
insufficient  facilities,  the  failure  of  which  to  approve  for  medicare 
reimbursement  would  seriously  limit  the  access  of  beneficiaries  to 
needed  inpatient  care. 

However,  during  the  91st  Congress,  it  became  apparent  that  some 
rural  hospitals,  despite  proper  efforts,  were  unable  to  secure  required 
nursing  personnel  and  were  thus  unable  to  meet  the  conditions  of  par- 
ticipation. Several  hundred  small  rural  hospitals  at  that  time  were  not 
meeting  the  medicare  requirement  for  these  reasons  and  were  unable 
to  participate  in  the  medicare  program. 

To  deal  with  the  dilemma  created  by  the  need  to  assure  the  avail- 
ability of  hospital  services  of  adequate  quality  in  rural  areas  and  the 
fact  that  existing  shortages  of  qualified  nursing  personnel  were  making 
it  difficult  for  several  hundred  rural  hospitals  to  meet  the  nursing 
staff  requirements  and  come  into  compliance  with  the  law,  legislation 
(H.R.  19470,  PubUc  Law  91-690)  was  enacted  to  authorize  the  Secre- 
tary^ of  HEW,  under  certain  conditions,  to  waive  the  requirement  that 
an  access  hospital  have  registered  professional  nurses  on  duty  around 
the  clock. 

Under  this  amendment,  the  Secretary  is  given  the  authority,  until 
December  31,  1975,  to  waive  the  nursing  requirement  if  he  finds  that 
a  hospital : 

(a)  has  at  least  one  registered  nurse  on  the  day  shift  and  has  made, 
and  is  continuing  to  make,  a  bona  fide  effort  to  comply  with  the 
registered  nursing  staff  requirement  with  respect  to  other  shifts 
(which,  in  the  absence  of  an  R.N.,  are  covered  by  licensed  practical 
nurses)  but  is  unable  to  employ  the  qualified  personnel  necessary  at 
prevailing  wage  or  salary  levels,  because  of  nursmg  personnel  shortages 
m  the  area; 

(6)  is  located  in  an  isolated  geographical  area  in  which  hospitals 
are  in  short  supply  and  the  closest  other  participating  hospitals  are 
not  readily  accessible  to  people  of  the  area;  and 

(c)  nonparticipation  of  the  access  hospital  would  seriously  reduce 
the  availability  of  hospital  services  to  medicare  beneficiaries  residing 
in  the  area. 

Under  the  provision,  the  Secretary  regularly  reviews  the  situation 
with  respect  to  each  hospital,  and  waivers  are  granted  on  an  annual 
basis  for  not  more  than  one  year  at  a  time. 
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The  waiver  authority  is  applicable  only  with  respect  to  the  nursing 
fitaff  requirement;  no  waiver  authority  is  provided  with  respect  to 
any  other  conditions  of  participation  or  any  standards  relating  to 
health  and  safety.  The  temporary  waiver  provision  is  scheduled  to 
expire  at  the  end  of  this  calendar  year. 

Your  committee  has  noted  that  although  several  hundred  small 
hospitals  were  affected  by  the  nursing  staff  requirement  when  the 
waiver  provision  was  first  enacted  in  1971,  all  but  72  hospitals  in  the 
United  States  are  in  compliance  with  the  statutory  requirement  at 
this  time.  Further,  a  survey  conducted  by  the  Department  of  Health, 
Education,  and  Welfare  this  year  indicates  that  nearly  65  percent  of 
the  hospitals  affected  have  R.N.  coverage  for  at  least  two  shifts 
daily;  and  the  hospitals  have  an  average  of  over  three  R.N.'s  on 
their  staffs. 

While  emphasizing  the  importance  of  having  registered  nursing 
personnel  on  duty  in  hospitals  at  all  times  to  insure  quaKty  of  care, 
your  committee  recognizes  that  the  number  of  hospitals  not  meeting 
the  nursing  staff  requirement  has  . dramatically  decreased  during 
the  operation  of  the  existing  waiver  provision  ana  that  failure  to  con- 
tinue the  provision  could  severely  disadvantage  medicare  beneficiaries 
in  these  areas  who  would  have  to  travel  long  distances  to  receive  needed 
inpatient  hospital  care  should  the  access  hospital  in  their  community 
become  ineligible  to  participate  in  the  medicare  program.  Your  com- 
mittee's bill,  therefore,  would  authorize  the  Secretary  of  HEW,  lender 
the  conditions  specified  in  existing  law,  to  continue  for  an  additional 
three  years  until  December  31,  1978,  to  waive  the  requirement  that 
an  access  hospital  have  a  registered  professional  nurse  on  duty  24  hours 
a  day. 

Your  conamittee  believes  that  the  favorable  trend  during  the  last 
five  years  whereby  most  access  hospitals  have  come  into  compliance 
with  the  statutory  requirement  that  a  registered  nurse  be  on  duty  at 
all  times  will  continue  and  that  there  eventually  will  be  no  hospitals 
who  must  operate  under  the  waiver  provision.  Your  committee  has 
requested  the  Department  of  HEW  to  arrange  for  the  conduct  of  an 
independent  study  of  the  status  of  the  hospitals  still  affected  by  the 
waiver  and  report  their  findings  to  the  Committee  on  Ways  and 
Means  and  the  Senate  Finance  Committee  by  July  1,  1977  (18  months 
from  the  beginning  of  the  extension  of  the  waiver),  setting  forth  the 
Department's  recommendations  with  respect  to  future  legislative 
action. 

C.  Relationship  Between  Medicare  and  Federal  Employees 
Health  Benefits  Program 

The  statute  (section  1862(c)  of  the  Social  Security  Act)  calls  for 
medicare  to  stop  making  payment,  as  of  January  1,  1976,  for  services  ' 
furnished  to  a  beneficiary  for  which  he  also  has  coverage  under  the 
Federal  Employees'  Health  Benefits  (FEHB)  program.  The  January  1, 
1976,  deadline  is  the  result  of  a  provision,  origmated  by  the  Committee  ! 
on  Ways  and  Means,  that  was  included  in  the  1972  Social  Security 
Amendments  (Public  Law  92-603).  It  was  designed  to  focus  attention 
on  the  need  to  consider  improved  coordination  of  medicare  and  the 
FEHB  program. 
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Many  Federal  employees  and  retirees  over  65  have  worked  long: 
enough  in  employment  covered  by  social  security  to  become  insured 
'    for  benefits  under  part  A  of  medicare.  (Part  B  is  available  to  everyone 
over  age  65  except  recent  immigrants.)  The  Civil  Service  Commission 
estimates  that  by  June  1976  about  258,000  FEHB  enrollees,  or  50 

Eercent  of  the  enroUees  age  65  and  over,  and  150,000  dependent-^  will 
e  covered  by  medicaie  part  A. 

At  present,  when  a  person  who  has  such  dual  entitlement  receives 

!  health  care,  medicare  acts  as  the  primary  insurer  and  makes  pavment 
firsf  for  the  covered  services;  thereafter,  the  FEHB  plan  in  which  the 

I    person  is  enrolled  makes  payment,  but  only  to  the  extent  that  medicare 

f    nas  not  already  paid  for  the  services  covered  by  the  FEHB  plan. 

||    Although  medicare  thus  bears  a  major  share  of  the  dually  entitled 
person's  health  care  costs,  the  person  pays  the  same  FEHB  premium 
as  people  not  entitled  under  medicare. 
Because  of  overlapping  benefits,  many  Federal  employees  and  re- 

I  tirees  age  65  and  over  have  not  found  it  advantageous  to  enroll  in 
medicare  part  B.  As  a  result,  they  do  not  benefit  from  the  general 
revenue  contribution  (equalling  more  than  half  of  the  program's  cost) 
which  is  available  to  all  who  enroll  in  part  B. 

i  Section  210  of  Public  Law  92-603  (October  30,  1972)  amended  title 
XVni  of  the  Social  Security  Act  by  adding  a  new  subsection  1862(c) 

j  prohibiting  paynient  by  medicare,  on  or  after  January  1,  1975,  for 
any  item  or  service  covered  by  an  FEHB  plan  in  which  the  medicare 
beneficiary  was  enrolled,  unless  prior  to  that  date  the  Secretary  of 
HEW  was  able  to  certify  that  the  individual  FEHB  plan  in  question 
or  the  entire  FEHB  program  had  been  modified  in  specified  ways. 
The  intent  of  this  provision  w^as  described  in  the  report  of  the  Con- 
mittee  on  Ways  and  Means  as  "to  assure  a  better  coordinated  rela- 
tionship between  the  FEHB  program  and  medicare  and  to  assure  that 
Federal  employees  and  retirees  age  65  and  over  will  eventually  have 
the  full  value  of  the  protection  offered  under  medicare  and  FEHB." 

To  comply  with  this  provision,  the  modifications  in  FEHB  would 
have  had  to  assure  the  following: 

1.  That  one  or  more  FEHB  plans  supplementing  medicare  protec- 
tion are  available  to  each  Federal  employee  or  retiree  who  is  entitled 
to  medicare  parts  A  or  B,  or  both  A  and  B,  and 

2.  That  the  Government  or  the  FEHB  plan  will  make  available  to 
each  such  individual  a  contribution  at  least  equal  to  the  contribution 
the  Government  makes  toward  the  high-option  coverage  of  any 
emollee  in  the  Government-wide  FEHB  plans.  This  contribution 
could  be  in  the  form  of  (a)  a  contribution  toward  the  individual's 
FEHB  protection  supplementing  medicare,  or  (b)  a  payment  to  offset 
the  premium  cost  of  part  B  of  medicare,  or  (c)  a  combination  of  the 
two. 

In  the  fall  of  1974,  when  it  became  apparent  that  not  enough 
progress  toward  coordination  had  been  made  to  permit  the  require- 
ments of  subsection  1862(c)  to  be  complied  with  by  January  1,  1975, 
the  effective  date  was  extended  for  1  year,  to  January  1,  1976,  by 
Public  Law  93-480  (October  26,  1974).  The  extension  was  con- 
ditional upon  submission,  no  later  than  March  1,  1975,  by  the  Depart- 
ment of  HEW  and  the  Civil  Service  Commission  of  a  progress  report 
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(in  the  absence  of  which  the  effective  date  would  have  been  July  1 , 
1975). 

The  report  jointly  submitted  by  the  DHEW  and  the  CSC  pursuant 
to  Public  Law  93-480  pointed  out  a  number  of  problems  that  it  said 
would  result  from  efforts  to  comply  with  all  the  requirements  of 
section  1862(c),  and  proposed  instead  an  alternative  plan  for  coordina- 
tion of  the  medicare  and  FEHB  programs  that  would  require  amend- 
ment of  both  the  medicare  law  and  the  FEIIB  Act. 

Under  the  proposal,  an  FEHB  medicare  supplement  option  would 
be  made  available  where  the  FEHB  enroUee  or  a  member  of  his  family 
is  covered  by  both  parts  A  and  B  of  medicare.  The  Government  would 
pay  100  percent  of  the  premium  for  this  medicare  supplement  so  long 
as  this  did  not  exceed  the  maximum  dollar  amount  the  Government 
pays  \\dth  respect  to  other  FEHB  enrollees.  For  at  least  the  first 
year,  the  enrollee  would  not  have  to  pay  any  premium.  The  supple- 
ment, together  with  medicare,  would  cover  up  to  100  percent  of 
expenses  for  a  medicare  beneficiary;  for  other  family  members,  the 
regular  high-option  benefits  of  the  FEHB  plan  would  be  provided. 

The  increased  cost  of  this  proposal  to  the  Government  is  estimated 
for  calendar  year  1976  as  $48  million  ($39  million  in  increased  FEHB 
contributions,  and  $9  million  in  increased  general  revenue  contribu- 
tions for  medicare  part  B  which  would  result  from  increased  enrollment 
in  part  B  by  FEHB  enrollees).  Also,  an  additional  $13  million  in 
increased  premiums  would  be  paid  by  nonmedicare  FEHB  enrollees 
(their  premiums  would  no  longer  reflect  the  reduction  in  FEHB 
program  costs  that  results  because  medicare  makes  pa3'ment  first  for 
FEHB  enrollees  who  have  medicare  coverae:e). 

Your  committee  has  carefully  considered  this  proposal  by  the  admin- 
istration as  well  as  an  alternative  suggested  in  a  report  by  the  Comp- 
troller General  on  the  coordination  issue — that  the  Government 
simply  pa}'  medicare  part  B  premiums  for  all  eligible  FEHB  enrollees. 
(The  Comptroller  General's  report  also  suggested  consideration  of 
continuing  without  change  the  existing  system  for  coordinating  the 
benefits  of  the  two  programs.)  The  substantial  costs  of  tliese  proposals 
need  to  be  weighed  against  the  increased  benefit  protection  or  im- 
proved equity  they  would  provide  for  people  covered  under  both 
FEHB  and  medicare. 

In  general,  the  medicare  supplements  provided  under  FEHB  today 
are  richer  than  those  offered  to  medicare  beneficiaries  undei  group 
health  insurance  plans  in  private  industry.  The  coordination  methods 
used  by  the  various  FEHB  plans  difl*er,  but  in  general,  after  medicare 
makes  payment,  the  FEHB  plan  pays  for  the  services  it  covers  in  an 
amount  that  ordinarily  will  result  in  full  coverage  of  most  of  the 
charges.  Usuall}-,  enrollment  in  the  low  option  of  an  FEHB  plan 
(rather  than  the  more  costly  high  option)  will  achieve  this  result. 
The  CSC  has  been  advising  medicare  beneficiaries,  during  FEHB 
open  enrollment  periods,  that  low-option  plans  will  in  most  cases 
adequately  supplement  both  parts  of  medicare  at  lower  cost  than  the 
high  option. 

Since  section  1862(c)  was  enacted,  the  standard  Government  con- 
tribution toward  FEHB  premiums  has  increased  from  40  to  60  per- 
cent of  the  total  premium,  and  proposals  have  been  mad  3  to  increase 
•the  Government  contribution  again  in  future  years.  Medicare  bene- 
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ficiaries,  as  well  as  other  FEHB  enrollees,  have  benefited  from  this 
j  increased  contribution. 

Although  it  can  be  argued  that  more  generous  provisions  than  now 
,  exist  for  coordination  of  FEHB  and  medicare  are  merited,  your 
committee  is  not  convinced  that  equity  requires  the  Government  to 
substantially  increase  its  expenditures  under  the  two  programs  in  an 
'  effort  to  accomplish  this.  It  should  be  noted  that  Federal  employees 
I  who  have  acquired  medicare  insured  status  have  generally  done  so  b}- 
j  splitting  their  careers  between  Federal  and  private  employ  ment  or  bv 
I  moonlighting,  rather  than  through  a  lifetime  of  work  covered  under 
!  social  security.  Some  offsetting  of  the  benefits  of  one  program  against 
the  other,  such  as  now  exists,  seems  justified  in  view  of  the  major 
contributions  the  Government  makes  toward  the  financing  of  both 
programs. 

lour  committee  has  therefore  concluded  that  the  existing  relation- 
ship between  the  medicare  and  FEHB  programs  should  be  maintained. 
Accordingly^  the  bill  would  repeal  section  1862(c)  of  the  Social  Security' 
Act. 

D.  Medicare  Part  B  Premium 

The  current  monthly  premium  charged  for  part  B  of  medicare  is 
permanently  frozen  at  $6.70  (the  same  amount  as  for  last  year)  because 
of  a  technical  error  in  the  law  that  prevents  the  premium  from  being 
increased  even  though  the  Congress  clearly  intended  to  permit 
increases  on  July  1  of  each  year.  The  intention  was  to  permit  premium 
increases  corresponding  with  increases  in  program  costs,  but  limited  to 
a  maximum  percentage  increase  no  greater  than  the  percentage  by 
which  monthly  social  security  benefits  have  increased  during  the  year. 

Part  B  of  medicare — the  voluntary  medical  insurance  part  of  the 
medicare  program  covering  phy^sicians'  and  certain  other  health 
services — has  since  its  inception  been  financed  through  a  combina- 
tion of  monthly  premiums  paid  by  beneficiaries  who  choose  to  enroll 
and  matching  paymients  from  Federal  general  revenues.  For  the  great 
majority  of  beneficiaries,  the  medicare  premium  is  deducted  each 
month  from  the  social  security  benefit  check. 

The  amount  of  the  premium  is  determined  through  a  calculation 
that  begins  with  the  cost  of  providing  part  B  protection  to  bene- 
ficiaries age  65  and  over.  The  premium  was  originally^  designed  to 
equal  one-half  of  this  cost,  but  subsequent  legislation  enacted  in  1972 
limited  the  maximum  premium  increase  each  year  to  the  percentage 
by  which  monthly  social  security  benefits  increased.  (Beneficiaries 
under  age  65  who  are  covered  by  part  B  by  virtue  of  their  status  as 
social  security  disability  beneficiaries  or  as  end-stage  renal  disease 
patients  pay  the  same  premium  as  the  aged,  even  though  the  cost  of 
providing  benefits  to  them  is  far  greater.) 

The  technical  error,  freezing  the  premium,  occurred  when  Public 
Law  93-233,  enacted  December  31,  1973,  modified  the  schedule  for 
automatic  increases  in  social  security  cash  benefits,  but  unintentionally 
failed  to  make  corresponding  changes  in  the  provisions  that  relate 
percentage  increases  in  the  medicare  part  B  premium  to  increases  in 
cash  benefits.  Federal  general  revenues  are  used  to  finance  whatever 
art  of  the  cost  of  part  B  is  not  met  through  premiums  paid  by 
eneficiaries.  So  long  as  the  premium  amount  remains  frozen,  the 
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proportion  of  part  B  costs  financed  by  general  revenues  will  continue 
to  rise. 

Your  committee  recognizes  that  many  people  would  prefer  not  to 
allow  the  part  B  premium  to  increase  at  a  time  when  the  elderly,  as 
well  as  others,  are  feeling  the  effects  of  inflation  in  health  care  costs. 
Failure  to  increase  the  premium,  however,  results  in  millions  of 
dollar-;  of  increased  general  revenue  expenditures  in  future  years. 
If  such  amounts  were  to  be  expended,  the  money  might  better  be 
used  to  provide  some  improvement  in  benefit  protection. 

The  burden  of  the  increased  premiums  would  be  .spread  evenly 
among  all  enroUees  in  part  B,  and  spread  throughout  the  year  in  even 
monthl}^  installments.  This  seems  preferable  to  alternative  ways  of 
controlling  medicare  outlays  and  general  revenue  costs,  such  as  the 
increases  in  deductible  and  coinsurance  amounts  that  the  Administra- 
tion has  suggested.  The  burden  of  those  increases  would  fall  unevenly 
upon  part  L  beneficiaries  and  tend  to  hit  hardest  the  people  who  could 
least  afford  them. 

Your  committee's  bill  would  correct  the  technical  error  in  the  law 
by  changing  from  June  1  to  Ma}'  1  the  date  used  in  determining  the 

f)ercentage  increase  from  one  year  to  the  next  in  social  security  benefit 
evels,  to  arrive  at  the  maximum  percentage  b}'  which  the  medicar/^ 
premium  may  be  increased.  The  premium  increase  would  be  deter- 
mined and  promulgated  in  December  of  each  year  as  under  present 
law  and  the  increased  premium  would  be  deducted  from  the  same 
benefit  check  that  refiects  a  cash  benefit  increase  under  the  provisions 
for  automatic  increases  in  social  security  benefits.  Thus,  as  intended 
by  the  Congress  in  enacting  Public  Law  93-233,  premium  increases 
would  not  result  in  reducing  the  amount  of  the  monthly  checks  re- 
ceived by  beneficiaries  (because  both*  a  benefit  increase  and  a  very 
much  smaller  premium  increase  would  be  reflected  in  the  same  check). 

Because  of  the  technical  error,  the  monthly  premium  has  remained 
at  $6.70  for  the  12-month  period  beginning  July  1,  1975,  instead  of 
increasing.  The  committee  bill  wo\ild  not  attempt  to  ''catch  up" 
by  permitting  2  years'  worth  of  benefit  increases  to  be  reflected 
in  the  single  increase  for  the  year  beginning  July  1,  1976.  Instead, 
that  premiiun  increase  would  reflect  only  1  3'ear's  increase  in  social 
security  cash  benefits. 

Thus,  the  present  $6.70  premium  would  go  up  onh'  50  cents  on 
July  1,  1976,  the  same  date  that  the  social  security  benefit  checks  will 
be  increased  by  reason  of  the  automatic  cost-of-living  provisions 
in  title  II  of  the  Social  Security  Act.  Current  estimates  are  that  cash 
social  securit}*  benefits  will  be  increased  by  about  7  percent  for  the 
checks  that  are  mailed  early  in  July.  The  minimum  dollar  increase 
would  be  several  times  the  50-cent  increase  in  the  premium  vrhich  is 
deducted  from  the  same  check  in  which  the  general  benefit  increase 
appears. 

E.  Committee  Jurisdiction 

In  connection  with  any  possible  jurisdictional  points  which  might 
be  made  about  your  committee's  bill  the  following  exchange  of  cor- 
respondence is  included  in  this  report. 
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Committee  on  Ways  and  Means, 

U.S.  House  of  Representatives, 

Washington,  D.C.,  October  2S,  1975. 

Hon.  Harley  O.  Staggers, 

Chairman,  Committee  on  Interstate  and  Foreign  Commerce,  U.S.  Hovse 
Q-f  Representatives. 

Dear  Mr.  Chairman:  On  October  22,  the  Subcommittee  on  Health 
of  the  Committee  on  Ways  and  Means  approved  for  consideration  of 
the  full  Committee  a  bill,  H.R.  10284,  whose  four  provisions  amending 
title  XVIII  of  the  Social  Security  Act  are  designed  solely  to  respond 
to  several  deadline-t^^pe  situations  under  the  medicare  program. 

One  of  these  provisions,  for  example,  involves  coordination  between 
medicare  and  the  Federal  Employees'  Health  Benefits  (FEHB) 
Program.  Failure  to  enact  it  w^ll  require  FEHB  premiums  to  be 
increased  substantially,  and  because  the  bill  is  pending,  the  annual 
November  FEHB  open  enrollment  period  wiW  be  delayed  or  extended. 
Our  Subcommittee  on  Health  approved  the  bill  unanimously,  and  I 
think  it  reasonable  to  expect  that  the  full  Committee  on  Ways  and 
Means  will  do  so  also. 

Although,  with  regard  to  some  portions  of  the  medicare  law, 
questions  have  been  raised  concerning  the  jurisdiction  of  our  respective 
committees,  I  hope  those  questions  can  be  held  in  abeyance  and  not 
delay  consideration  of  this  particular  bill  which  involves  these  dead- 
line situations.  Prompt  passage  by  the  House  of  Representatives  is 
essential  if  the  Senate  is  to  have  sufficient  time  for  its  action  to  meet 
the  forthcoming  deadlines. 

If,  upon  your  examination  of  H.R.  10284,  you  find  no  objection  to 
its  provisions,  it  would  be  most  helpful  if  you  could  so  advise  me  bv 
letter.  Such  a  letter,  leaving  any  question  of  jurisdiction  for  latei 
resolution,  would  facilitate  the  necessary  prompt  consideration  of 
H.R.  10284  by  the  House.  We  hope  to  take  up  the  bill  before  the  full 
Committee  early  next  week. 
Sincere]}^, 

Al  TJllman.  Chairman. 


Congress  of  the  United  States, 

House  of  Representatives, 
Washington,  D.C.,  October  29,  1975. 

Hon.  Al  Ullman, 

Chairman,  Committee  on  Ways  and  Means,  U.S.  House  o<  Bepresenia- 
tives,  Washington,  D.C. 
Dear  Chairman  Ullman:  Thank  you  for  your  letter  of  October  28 
concerning  H.R.  10284  whose  four  pro\'isions  amend  title  XVIII  of 
the  Social  Securit}^  Act  to  allow  continued  use  of  the  present  system 
of  coordination  between  Medicare  and  the  Federal  employees  health 
benefits  program,  extend  for  three  years  the  present  waiver  for  rural 
hospitals  of  recjuirements  for  around-the-clock  registered  nursing 
services,  correcting  a  technical  error  respecting  Part  B  premiums,  and 
amends  the  prevailing  charge  provisions  to  prevent  cutbacks  in 
prevailing  fees  in  1976. 
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Several  of  these  amendments  affect  the  supplemental  medical  insur- 
ance program  (Part  B  of  Medicare),  which  in  my  judgment  is  properly 
in  the  jurisdiction  of  this  Committee  for  the  reasons  explained  in  the 
attached  correspondence.  However,  I  have  reviewed  the  content  of 
H.R.  10284  and  agree  with  you  that  it  is  reasonable  and  noncontro- 
versial  legislation  which  needs  rapid  enactment  because  of  deadlines 
in  the  Social  Security  Act  to  which  it  responds.  I  would,  therefore, 
like  you  to  know  I  will  not  object  to  its  further  consideration  in  the 
Committee  on  Ways  and  Means,  the  Committee  on  Rules,  or  the 
House  of  Representatives.  You  should  understand  that  I  do  this 
without  prejudice  to  further  consideration  of  the  question  of  jurisdic- 
tion over  the  various  parts  of  the  Medicare  program,  holding  that 
question  in  abe^^ance  for  later  resolution.  In  the  event  of  Senate 
amendments  to  the  bill,  I  will  let  you  know  what  role  I  feel  Members 
of  this  Committee  should  play  in  their  consideration  after  I  have 
had  the  opportunity  to  examine  them.  In  order  to  forestall  any 
possible  confusion,  I  think  it  would  be  appropriate  for  this  correspond- 
ence, with  attachments,  to  appear  in  the  report  of  your  Committee 
on  H.R.  10284. 

I  congratulate  you  on  your  efforts  and  hope  that  we  ma}^  cooperate 
further  in  the  future  in  improving  the  nation's  health. 
Sincerely  yours, 

Harley  O.  Staggers,  Chairman. 


111.  COSTS  OF  CARRYING  OUT  THE  BILL  AND  EFFECT 
ON  THE  REVENUES 

In  compliance  with  clause  7  of  rule  XIII  of  the  Rules  of  the  House 
of  Representatives,  the  following  statement  is  made: 

Section  4  of  your  committee's  bill  makes  a  technical  amendment 
relating  to  premium  determinations  under  part  B  of  the  medicare 
program.  The  increased  premiums  permitted  by  section  4  generate 
additional  revenue  for  the  financing  of  part  B  and  produce  a  cor- 
responding reduction  in  expenditures  that  would  otherwise,  pursuant 
to  law,  be  financed  out  of  Federal  general  revenues.  The  estimated 
reductions  in  general  revenue  outlays  are  shown  below: 

Medicare  pari  B  premium — Reduction  in  general  revenue  outlays  resulting  from 

correction  of  technical  error 


[In  millions  of  dollars] 

Fiscal  years: 

Transitional  fiscal  period  (July  1,  1976  through  Sept.  30,  1976)   $36 

1977   184 

1978   329 

1979   456 

1980   588 

1981   725 


Administration  estimates  of  the  anticipated  savings  in  fiscal  year 
1976  from  the  application  of  the  economic  index  were  $25  million. 
Current  data  suggest  the  savings  will  exceed  $100  million,  of  which 
$37  million  is  attributable  to  the  rollback.  Thus,  the  net  cost  for  the 
remainder  of  fiscal  year  1976  of  section  1  of  the  bill,  which  would 
preclude  the  rollbacks  of  prevailing  fees,  will  be  $37  million,  although 
savings  from  the  application  of  the  index  will  still  be  far  in  excess  of 
original  administration  estimates. 
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IV.  OTHER  MATTERS  REQUIRED  TO  BE  DISCUSSED 
UNDER  HOUSE  RULES 

In  compliance  with  clause  2(1) (2) (B)  of  rule  XI  of  the  Rules  of  the 
House  of  Representatives,  the  following  statement  is  made  relative 
to  the  vote  by  your  committee  on  the  motion  to  report  the  bill.  The 
bill  was  unanimously  ordered  favorably'  reported  by  your  committee. 

In  compliance  with  clause  2(1)  (3)  (A)  of  rule  XI  of  the  Rules  of  the 
House  of  Representatives,  the  following  statement  is  made  relative  to 
oversight  findings  by  your  committee.  As  a  result  of  hearings  con- 
ducted in  March,  June,  and  September  of  this  3"ear,  by  the  Sub- 
committee on  Health,  your  committee  concluded  that  it  would  be 
desirable  to  enact  legislation  changing  the  present  medicare  law  as 
is  done  in  H.R.  10284. 

In  compliance  with  clause  2(1)  (3)  (B)  of  rule  XI  of  the  Rules  of  the 
House  of  Representatives,  vour  committee  states  that  the  changes 
made  in  present  law  b}'  this  bill  involve  no  new  budgetary  authority 
or  new  or  increased  tax  expenditures. 

With  respect  to  clause  2(1) (3) (C)  and  clause  2(1) (3) (D)  of  rule  XI 
of  the  Rules  of  the  House  of  Representatives,  your  committee  advises 
that  no  estimate  or  comparison  has  been  submitted  to  your  committee 
by  the  Du'ector  of  the  Congressional  Budget  Office  relative  to 
li.R.  10284,  nor  have  an}^  oversight  findings  or  recommendations  been 
submitted  to  A'our  committee  by  the  Committee  on  Government 
Operations  witK  respect  to  the  subject  matter  contained  in  the  bill. 

In  compliance  with  clause  2(1)  (4)  of  rule  XI  of  the  Rules  of  the 
House  of  Representatives,  your  committee  states  that  the  four  changes 
made  in  title  XVIII  of  the  Social  Security  Act  under  this  bill  would 
not  have  an  inflationars^  impact  on  prices  and  costs  in  the  operation 
of  the  national  economy.  Section  2  and  section  3  would  merely  con- 
tinue provisions  of  existing  law.  Section  4  would  correct  a  technical 
error  m  the  medicare  law  to  again  allow  the  Secretary  of  Health, 
Education,  and  Welfare  to  make  necessary  adjustments  in  the  part 
B  premium.  Any  adjustments  made  pursuant  to  this  section  would 
not  increase  the  overall  cost  of  the  program  and  thus  would  not  have 
an  inflationar}^  effect  on  the  operation  of  the  national  econom}*. 
Section  1  would,  for  fiscal  year  1976,  assure  that  prevailing  fees 
recognized  by  medicare  are  not  reduced  below  the  levels  for  fiscal 
year  1975.  Since  this  provision  will  not  affect  how  much  is  charged 
for  specified  services  but  only  what  portion  will  be  recognized  as 
reimbursable  by  medicare,  it  will  not  have  an  inflationary  impact. 

V.  SECTION-BY-SECTION  ANALYSIS  AND  JUSTIFICATION 

OF  THE  BILL 

SEC.  1.  PREVAILING  CHARGE  LEVEL  FOR  FISCAL  TEAR  1976 

Analysis. — Section  1(a)  assures  that  no  fiscal  year  1976  prevailing 
charge  for  a  physician  service  in  a  particular  locality  determined  for 
the  purposes  of  part  B  of  medicare  will  be  less  than  the  same  prevail- 
ing charge  in  the  same  locality  in  fiscal  year  1975  because  of  applica- 
tion of  economic  index  data. 
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Section  1(b)  provides  that  if  a  beneficiary  or  ph3^sician  received 
less  than  the  correct  amount  on  claims  processed  prior  to  the  enact- 
ment of  this  section  due  to  application  of  economic  index  data,  the 
carrier  shall  pay  the  additional  amount  due  within  such  time  (but 
not  exceeding  6  months)  as  is  administratively  feasible.  No  pa\TTient 
sliall  be  made  on  an}^  claim  where  the  diflPerence  between  the  amount 
paid  and  the  correct  amount  due  is  less  than  $1.00. 

Justijication. — This  section  is  necessary  to  protect  beneficiaries 
and  physicians  against  an  unintended  result  of  the  use  of  an  economic 
index  to  limit  how  much  prevailing  charges  can  increase  from  year 
to  year.  Those  situations  would  be  corrected  where  application  of  the 
index  has  resulted  in  the  determination  of  a  prevailing  charge  for  a 
physician  service  in  fiscal  year  1976  which  is  less  than  the  prevailing 
charge  for  the  same  service  in  fiscal  year  1975. 

As  prompt  a  refund  as  possible  on  an  administratively  practical 
basis  would  be  assured  for  those  phj^sicians  and  beneficiaries  who. 
under  the  provisions  of  this  section,  did  not  receive  the  correct  amount 
of  reimbursement.  The  $1.00  minimum  payment  provision  is  necessary 
to  avoid  incurring  heavy  administrative  costs  in  miking  payments 
for  very  insignificant  amounts. 

SEC.  2.  EXTENSION  OF  AUTHORITY  TO  WAIVE  24-HOUR  NURSING  SERVICE 
REQUIREMENT  FOR  CERTAIN  RURAL  HOSPITALS 

Analysis. — Section  2  of  the  bill  amends  section  1861(e)(5)  of  the 
Social  Security  Act  to  extend  from  January  1,  1976,  to  January  1, 
1979,  the  period  during  which  the  Secretary  of  Health,  Education,  and 
Welfare  is  authorized  to  grant  temporary  waivers  of  nursing  staff 
requirements  to  permit  certain  hospitals  which  have  had  difficulty  in 
securing  required  nursing  services  to  continue  to  participate  in  the 
medicare  ]  rogram  under  specified  conditions. 

Jmtification. — Seventy-two  hospitals  currently  participate  in  the 
medicare  program  under  a  waiver  of  the  statu tor}^  requirement  that 
requires  a  hospital  to  have  at  least  one  registered  nurse  on  dut}^  on  a 
24-hour  basis.  The  extension  of  the  waiver  for  an  additional  three 
years  will  provide  these  small  rural  hospitals  an  additional  period  of 
time  to  come  into  full  compliance  with  the  nursing  standards. 

SEC.  3.  COORDINATION  BETT\"EEN  MEDICARE  AND  FEDERAL  EMPLOYEES* 
HEALTH  BENEFITS  PROGRAM 

Analysis. — Section  3  of  the  bill  repeals  section  1862(c)  of  the  Social 
Security  Act.  Under  section  1862(c),  unless  the  Secretary  of  Health, 
Education,  and  Welfare  lias  certified  that  the  Federal  Employees' 
Health  Benefits  (FEHB)  program  has  been  modified  in  specified  wa^'s, 
medicare  will  cease  making  pa^Tnent  on  January-  1,  1976,  for  any  other- 
wise covered  item  or  service  wath  resi)ect  to  which  the  beneficiary  also 
has  coverage  under  an  FEHB  plan. 

Justijication. — Deletion  of  this  prohibition  against  medicare  pay- 
ment reflects  a  decision  (discussed  in  detail  in  section  II  of  this  report) 
that  the  existing  system  of  coordinating  medicare  and  FEHB  benefits 
should  be  continued. 
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BEC.  4.  TECHNICAL  AMENDMENT  RELATING  TO  PART  B  PREMIUM 
DETERMINATIONS 

-^naZys  15. —Effective  for  determinations  made  after  the  enactment 
of  the  bill,  section  4  amends  section  1839(c)(3)  of  the  Social  Security 
Act  to  change  from  June  1  to  May  1  the  date  that  is  used  in  determin- 
ing the  percentage  increase  over  the  course  of  a  year  in  social  security 
cash  benefits  for  the  purpose  of  determining  each  year  the  maximum 
percentage  increase  that  will  be  permitted  in  the  monthly  premium 
for  part  B  of  medicare — the  voluntary  medical  insurance  part  of 
medicare  covering  physicians'  and  certain  other  health  services. 

Justification. — This  section  corrects  a  technical  error  in  the  law 
that  prevents  premiums  under  part  B  of  medicare  from  being  in- 
creased, even  though  the  Congress  clearly  intended  to  permit  increases 
on  July  1  of  each  year,  correspondmg  with  increases  in  costs  of  the 
program,  but  limited  to  a  maximum  increase  no  greater  than  the  per- 
centage by  which  monthly  social  security  benefits  increase  during  the 
year. 

VI.  CHANGES  IN  EXISTING  LAW  MADE  BY  THE  BILL, 

AS  REPORTED 

In  compliance  with  clause  3  of  rule  XIII  of  the  Rules  of  the  House 
of  Representatives,  changes  in  existing  law  made  by  the  bill,  as 
reported,  are  shown  as  follows  (existing  law  proposed  to  be  omitted  is 
enclosed  in  black  brackets,  new  matter  is  printed  in  italics,  existing 
law  in  which  no  change  is  proposed  is  shown  in  roman) : 

SOCIAL  SECURITY  ACT 

*  *  *  *  *  *  4: 

TITLE  XVIII — HEALTH  INSURANCE  FOR  THE  AGED  AND  DISABLED 
******* 

Part  B — Supplementary  Medical  Insurance  Benefits  for  the 

Aged  and  Disabled 

*  ♦  *  *  *  *  * 

amounts  of  premiums 

Sec.  1839.  (a)  *  *  * 

******* 

(c)  (1)  *  *  * 

******* 

(3)  The  Secretary  shall,  during  December  of  1972  and  of  each  year 
thereafter,  determine  and  promulgate  the  monthly  premium  applicable 
for  the  individuals  enrolled  under  this  part  for  the  12-month  period 
commencing  July  1  in  the  succeeding  year.  The  monthly  premium 
shall  be  equal  to  the  smaller  of — 

(A)  the  monthly  actuarial  rate  for  enrollees  age  65  and  over, 
determined  according  to  paragraph  (1)  of  this  subsection,  for  that 
12-month  period,  or 
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(B)  the  monthly  premium  rate  most  recently  promulgated  by 
the  Secretary  under  this  paragraph  or,  in  the  case  of  the  deter- 
mination made  in  December  1971,  such  rate  promulgated  under 
subsection  (b)(2)  multiplied  by  the  ratio  of  (i)  the  amount  in 
column  rV  of  the  table  which,  by  reason  of  the  law  in  effect  at 
the  time  the  promulgation  is  made,  will  be  in  effect  as  of  [June] 
May  1  next  following  such  determination  appears  (or  is  deemed 
to  appear)  in  section  215(a)  on  the  line  which  includes  the  figure 
"750"  in  column  III  of  such  table  to  (ii)  the  amount  in  column 
IV  of  the  table  which  appeared  (or  was  deemed  to  appear)  in 
section  215(a)  on  the  line  which  included  the  figure  '750"  in 
column  III  as  of  [June]  May  1  of  the  year  in  which  such  de- 
termination is  made. 
Whenever  the  Secretary  promulgates  the  dollar  amount  which  shall 
be  applicable  as  the  monthly  premium  for  any  period,  he  shall,  at  the 
time  such  promulgation  is  announced,  issue  a  public  statement  setting 
forth  the  actuarial  assumptions  and  bases  employed  by  him  in  arriving 
at  the  amount  of  an  adequate  actuarial  rate  for  enrollees  age  65  and 
over  as  provided  in  paragraph  (1)  and  the  derivation  of  the  dollar 
amounts  specified  in  this  paragraph. 

USE  OF  CARRIERS  FOR  ADMINISTRATION  OF  BENEFITS 

Sec.  1842.  (a)  In  order  to  provide  for  the  administration  of  the  bene- 
fits under  this  part  with  maximum  efficiency  and  convenience  for  in- 
dividuals entitled  to  benefits  under  this  part  and  for  providers  of 
services  and  other  persons  furnishing  services  to  such  individuals,  and 
with  a  view  to  furthering  coordination  of  the  administration  of  the 
benefits  under  part  A  and  under  this  part,  the  Secretary  is  authorized 
toTenter  into  contracts  with  carriers,  including  carriers  with  which 
affreements  under  section  1816  are  in  effect,  which  will  perform  some  or 
an  of  the  following  functions  (or,  to  the  extent  provided  in  such  con- 
tracts, win  secure  performance  thereof  by  other  organizations) ;  and, 
with  respect  to  any  of  the  following  functions  which  involve  payments 
for  physicians'  services  on  a  reasonable  charge  basis,  the  Secretary 
shall  to  the  extent  possible  enter  into  such  contracts : 

(1)  (A)  make  determinations  of  the  rates  and  amounts  of  pay- 
ments required  pursuant  to  this  part  to  be  made  to  providers  of 
services  and  other  persons  on  a  reasonable  cost  or  reasonable 
charge  basis  (as  may  be  applicable) ; 

(B)  receive,  disburse,  and  account  for  funds  in  making  such 
payments;  and 

(C)  make  such  audits  of  the  records  of  providers  of  services  as 
may  be  necessary  to  assure  that  proper  payments  are  made  under 
this  part; 

(2)  (A)  determine  compliance  with  the  requirements  of  section 
1861(k)  as  to  utilization  review;  and 

(B)  assist  providers  of  services  and  other  persons  who  furnish 
services  for  which  pajrment  may  be  made  under  this  part  in  the 
development  of  procedures  relating  to  utilization  practices,  make 
studies  of  the  effectiveness  of  such  procedures  and  methods  for 
their  improvement,  assist  in  the  apphcation  of  safeguards  against 
unnecessary  utilization  of  services  furnished  by  providers  of  serv- 
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ices  and  other  persons  to  individuals  entitled  to  benefits  under 
this  part,  and  provide  procedures  for  and  assist  in  arran^ng 
where  necessary,  the  establishment  of  groups  outside  hospitals 
(meeting  the  requirements  of  section  1861  (k)  (2))  to  make  re- 
views of  utilization; 

(3)  serve  as  a  channel  of  communication  of  information  relating 
to  the  administration  of  this  part;  and 

(4)  otherwise  assist,  in  such  manner  as  the  contract  may  pro- 
vide, in  discharging  administrative  duties  necessary  to  carr>^  out 
the  purposes  of  this  part. 

(b)(1)  Contracts  with  carriers  under  subsection  (a)  may  be  entered 
iato  without  regard  to  section  3709  of  the  Revised  Statutes  or  any 
other  provision  of  law  requiring  competitive  bidding. 

(2)  No  such  contract  shall  be  entered  into  with  any  carrier  unless 
the  Secretar}^  finds  that  such  carrier  will  perform  its  obligations  under 
the  contract  efficiently  and  effectively  and  will  meet  such  requirements 
as  to  financial  responsibility,  legal  authority,  and  other  matters  as  he 
finds  pertinent. 

(3)  Each  such  contract  shall  provide  that  the  carrier — 

(A)  will  take  such  action  as  may  be  necessary  to  assure  that, 
where  payment  under  this  part  for  a  service  is  on  a  cost  basis,  the 
cost  is  reasonable  cost  (as  determined  under  section  1861  (v)); 

(B)  will  take  such  action  as  may  be  necessary  to  assure  that, 
where  payment  under  this  part  for  a  service  is  on  a  charge  basis, 
such  charge  will  be  reasonable  and  not  higher  than  the  charge 
applicable,  for  a  comparable  service  and  imder  comparable  cir- 
cumstances, to  the  policyholders  and  subscribers  of  the  carrier, 
^nd  such  pavment  will  (except  as  otherwise  provided  in  section 
i870(f))  be  made— 

(i)  on  the  basis  of  an  itemized  bill ;  or 

(ii)  on  the  basis  of  an  assignment  under  the  terms  of  which 
(I)  the  reasonable  charge  is  the  full  charge  for  the  service 
(except  in  the  case  of  physicians*  services  and  ambulance 
service  furnished  as  descnbed  in  section  1862(a)(4),  other 
than  for  purposes  of  section  1870(f)  and  (II)  the  physi- 
•cian  or  other  person  furnishing  such  service  agrees  not  to 
'Charge  for  such  service  if  payment  may  not  be  made  there- 
for by  reason  of  the  provisions  of  paragraph  (1)  of  section 
1862,  and  if  the  individual  to  whom  such  service  was  fur- 
nished was  without  fault  in  incurring  the  expenses  of  such 
service,  and  if  the  Secretary's  determination  that  payment 
(pursuant  to  such  assignment)  was  incorrect  and  was  made 
subsequent  to  the  third  year  follo^sing  the  year  in  which 
notice  of  such  payment  was  sent  to  such  individual;  except 
that  the  Secretary  may  reduce  such  three-year  period  to  not 
less  than  one  year  if  he  finds  such  deduction  is  consistent 
with  the  objectives  of  this  title; 

but  (in  the  case  of  bills  submitted,  or  requests  for  payment  made, 
after  March  1968)  only  if  the  bill  is  submitted,  or  a  written  re- 
quest for  payment  is  made  in  such  other  form  as  may  be  per- 
mitted under  regulations,  no  later  than  the  close  of  the  calendar 
jear  following  the  year  in  which  such  service  is  furnished  (deem- 
ing any  service  furnished  in  the  last  3  months  of  any  calendar 
year  to  have  been  furnished  in  the  succeeding  calendar  year) ; 
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(C)  establish  and  maintain  procedures  pursuant  to  which 
an  individual  enrolled  under  this  p  rt  wiW  be  granted  an  oppor- 
tunity for  a  fair  hearing  by  the  carrier,  in  any  case  where  the 
amount  in  controversy  is  $100  or  more  when  requests  for  pay- 
ment under  this  part  with,  respect  to  services  furnished  him  are 
denied  or  are  not  acted  upon  with  reasonable  promptness  or  when 
the  amount  of  such  payment  is  in  controversy; 

(D)  wdll  furnish  to  the  Secretary  such  timely  information  and 
reports  as  he  may  find  necessary  in  performing  his  functions  un- 
der this  part;  and 

(E)  will  maintain  such  records  and  afford  such  access  thereto  as 
the  Secretary  finds  necessary  to  assure  the  correctness  and  verifi- 
cation of  the  information  and  reports  under  subparagraph  (D) 
and  otherwise  to  carry  out  the  purposes  of  this  part; 

and  shall  contain  such  other  terms  and  conditions  not  inconsistent  with 
this  section  as  the  Secretary  may  find  necessary  or  appropriate.  In 
determining  the  reasonable  charge  for  services  for  purposes  of  this 
paragraph,  there  shall  be  taken  into  consideration  the  customary 
charges  for  similar  services  generally  made  by  the  physician  or  ether 
person  furnishing  such  services,  as  well  as  the  prevailing  charges  in 
the  locality  for  similar  services. 

No  charge  may  be  determined  to  be  reasonable  in  the  case  of  bills 
submitted  or  requests  for  payment  made  under  this  part  after  Decem- 
ber 31,  1970,  if  it  exceeds  the  higher  of  (i)  the  prevailing  charge  recog- 
nized by  the  carrier  and  found  acceptable  by  the  Secretary  for  similar 
services  in  the  same  locality  in  administering  this  part  on  December  31 , 
1970,  or  (ii)  the  prevailing  charge  level  that,  on  the  basis  of  statistical 
data  and  methodolg}^  acceptable  to  the  Secretary,  would  cover  75 
percent  of  the  customary  charges  made  for  similar  services  in  the 
same  locality  during  the  last  preceding  calendar  year  elapsing  prior 
to  the  start  of  the  fiscal  year  in  which  the  bill  is  submitted  or  the 
request  for  payment  is  made.  In  the  case  of  physician  services  the  pre- 
vailing charge  level  determined  for  purposes  of  clause  (ii)  of  the  pre- 
ceding sentence  for  any  fiscal  3^ear  beginning  after  June  30,  1973,  may 
not  exceed  (in  the  aga:regate)  the  level  determined  under  such  clause 
for  the  fiscal  year  ending  June  30,  1973,  except  to  the  extent  that  the 
Secretary  finds,  on  the  basis  of  appropriate  economics  index  data,  that 
such  higher  level  is  justified  by  economic  changes.  In  the  case  of  medi- 
cal services,  supplies,  and  equipment  (including  equipment  servicing) 
that,  in  the  judgment  of  the  Secretary,  do  not  generally  vary  signifi- 
cantly in  quality  from  one  supplier  to  another,  the  charges  incurred 
after  December  31,  1972,  determined  to  be  reasonable  may  not  exceed 
the  lowest  charge  levels  at  which  such  services,  supplies,  and  equipment 
are  widely  and  consistently  available  in  a  locality  except  to  the  extent 
and  under  the  circumstances  specified  by  the  Secretary.  The  require- 
ment in  subparagraph  (B)  that  a  bill  be  submitted  or  request  for  pay- 
ment be  made  by  the  close  of  the  following  calendar  year  shall  not 
apply  if  (i)  failure  to  submit  the  bill  or  request  the  payment  by  the 
close  of  such  year  is  due  to  the  error  or  misrepresentation  of  an  oflicer, 
employee,  fiscal  intermedian^  carrier,  or  agent  of  the  Department  of 
Health,  Education,  and  Welfare  performing  functions  under  this  title 
and  acting  within  the  scope  of  his  or  its  authority,  and  (ii)  the  bill  is 
submitted  or  the  payment  is  requested  promptly  after  such  error  or 
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I  misrepresentation  is  eliminated  or  corrected.  Notwithstanding  the 
provisions  of  the  third  and  fourth  sentences  preceding  this  sentence, 
i  the  prevailing  charge  level  in  the  case  of  a  physician  service  in  a  particular 
'  locality  determined  pursuant  to  such  third  and  fourth  sentences  for  the 
fiscal  year  beginning  July  1-,  1975,  shall,  if  lower  than  the  prevailing 
cfturge  level  for  the  fiscal  year  ending  June  30,  1975,  in  the  case  of  a 
similar  physician  service  in  the  same  locality  by  reason  of  the  application 
I  of  economic  index  data,  be  raised  to  such  prevailing  charge  level  for  the 
fiscal  year  ending  June  SO,  1975, 

Part  C — Miscellaneous  Provisions 
definition  of  services,  institutions,  etc. 
Sec.  1861.  For  purposes  of  this  title — 

Spell  of  Illness 

(a)  *  *  * 

******* 

Hospital 

(e)lThe  term  ''hospital"  (except  for  purposes  of  sections  1814(d), 
1814(f)  and  1835(b),  subsection  (a)(2)  of  this  section,  paragraph  (7) 
of  this  subsection,  and  subsections  (i)  and  (n)  of  this  section)  means 
an  institution  which — 

(1)  is  primarily  engaged  in  providing,  by  or  under  the  super- 
vision of  physicians,  to  inpatients  (A)  diagnostic  services  and 
therapeutic  services  for  medical  diagnosis,  treatment,  and  care  of 
injured,  disabled,  or  sick  persons,  or  (B)  rehabilitation  services 
for  the  rehabilitation  of  injured,  disabled,  or  sick  persons; 

(2)  maintains  clinical  records  on  all  patients  ; 

(3)  has  bylaws  in  effect  with  respect  to  its  staff  or  physicians ; 

(4)  has  a  requirement  that  every  patient  must  be  under  the 
care  of  a  physician; 

(5)  provides  24-hour  nursing  service  rendered  or  supervised  by 
a  registered  professional  nurse,  and  has  a  licensed  practical  nurse 
or  registered  professional  nurse  on  duty  at  all  times  except  that 
until  January  1,  [1976]  1979,  the  Secretary  is  authorized  to 
waive  the  requirement  of  this  paragraph  for  any  one-year  period 
with  respect  to  any  institution,  insofar  as  such  requirement  relates 
to  the  provision  of  twenty-four-hour  nursing  service  rendered  or 
supervised  by  a  registered  professional  nurse  (except  that  in  any 
event  a  registered  professional  nurse  must  be  present  on  the 
premises  to  render  or  supervise  the  nursing  service  provided, 
during  at  least  the  regular  daytime  shift),  where  immediately 
preceding  such  one-year  period  he  finds  that — 

(A)  such  institution  is  located  in  a  rural  area  and  the 
supply  of  hospital  services  in  such  area  is  not  sufficient  to 
meet  the  needs  of  individuals  residing  therein, 

(B)  the  failure  of  such  institution  to  qualify  as  a  hospital 
would  seriously  reduce  the  availabiHty  of  such  ser\4ces  to 
such  individual,  and 
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(C)  such  institution  has  made  and  continues  to  make  a 
good  faith  effort  to  comply  with  this  paragraph,  but  such 
compliance  is  impeded  by  the  lack  of  qualified  nursing  per- 
sonnel in  such  area;  ^  ... 

(6)  has  in  effect  a  hospital  utilization  review  plan  which  meets 
the  requirements  of  subsection  (k) ; 

(7)  in  the  case  of  an  institution  in  any  State  in  which  State  or 
applicable  local  law  provides  for  the  licensing  of  hospitals,  (A) 
is  licensed  pursuant  to  such  law  or  (B)  is  approved,  by  the  agency 
of  such  State  or  locality  responsible  for  licensing  hospitals,  as 
meeting  the  standards  established  for  such  hcensing; 

(8)  has  in  effect  an  overall  plan  and  budget  that  meets  the 
requirements  of  subsection  (z) ;  and  ^ 

(9)  meets  such  other  requirements  as  the  Secretar\^  finds  neces- 
sary in  the  interest  of  the  health  and  safety  of  the  individuals  who 
are  furnished  services  in  the  institution. 

*  «  «  *  *  *  * 

EXCLUSIONS  FROM  COVERAGE 

Sec.  1862.  (a)  *  *  * 

«  *  *  «  «  *  « 

t(c)  No  payment  may  be  made  under  this  title  with  respect  to  any 
item  or  service  furnished  to  or  on  behalf  of  any  individual  or  on  after 
January  1,  1976,  if  such  item  or  service  is  covered  under  a  health 
benefits  plan  in  which  such  individual  is  enrolled  under  chapter  89 
of  title  5,  United  States  Code,  unless  prior  to  the  date  on  which  such 
item  or  service  is  so  furnished  the  Secretary  shall  have  determined  and 
certified  that  such  plan  or  the  Federal  employees  health  benefits 
program  under  chapter  89  of  such  title  5  has  been  modified  so  as  to 
assure  that — 

[(1)  there  is  available  to  each  Federal  employee  or  annuitant 
enrolled  in  such  plan,  upon  becoming  entitled  to  benefits  under 
part  A  or  B,  or  both  parts  A  and  B  of  this  title,  in  addition  to  the 
health  benefits  plans  available  before  he  becomes  so  entitled,  one 
or  more  health  benefits  plans  which  offer  protection  supplementing 
the  protection  he  has  under  this  title,  and 

[(2)  the  Government  or  such  plan  will  make  available  to  such 
Federal  employee  or  annuitant  a  contribution  in  an  amount  at 
least  equal  to  the  contribution  which  the  Government  makes 
toward  the  health  insurance  of  any  employee  or  annuitant  enrolled 
for  high  option  coverage  under  the  Govemment-Avide  plans 
established  under  chapter  89  of  such  title  5,  with  such  contribution 
being  in  the  form  of  (A)  a  contributioi  toward  the  supplementary 
protection  referred  to  in  paragraph  (1),  (B)  a  payment  to  or  on 
behalf  of  such  employee  or  annuitant  to  offset  the  cost  to  him  of 
his  coverage  under  this  title,  or  (C)  a  combination  of  such  con- 
tribution and  such  payment.] 
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Mr.  Long,  from  the  Committee  on  Finance, 
submitted  the  following 

REPORT 

[To  accompany  H.R.  10284] 

The  Committee  on  Finance,  to  which  was  referred  the  bill  (H.R. 
10284)  to  amend  title  XVIII  of  the  Social  Security  Act  to  assure  that 
the  prevailing  fees  recognized  by  medicare  for  fiscal  year  1976  are 
not  less  than  those  for  fiscal  year  1975,  to  extend  for  3  years  the 
existing  authority  of  the  Secretary  of  Health,  Education,  and  Welfare 
to  grant  temporary  waivers  of  nursing  staff  requirements  for  small 
hospitals  in  rural  areas,  to  maintain  the  present  system  of  coordina- 
tion of  the  medicare  and  Federal  employees'  health  benefit  programs, 
and  to  correct  a  technical  error  in  the  law  that  prevents  increases  in 
the  medicare  part  B  premiums,  having  considered  the  same,  report 
favorably  thereon  with  amendments  and  recommend  that  the  bill  as 
amended  do  pass. 

I.  Summary  or  the  Biij:. 

H.R.  102(S4  as  passed  by  the  House  contained  provisions  relating 
to  prevailing  charges,  nursing  requirements  in  rural  hospitals,  the 
relationship  between  medicare  and  the  Federal  employee  health  pro- 
gram, and  the  medicare  part  B  premium.  The  committee  amendment 
incorporates  these  provisions,  with  some  modifications,  and  adds  a 
number  of  new  provisions. 

PREVAILING  CHARGE  DETERMINATIONS  UNDER  MEDICARE 

Due  to  the  late  issuance  of  regulations  implementing  the  provision 
in  law  intended  to  limit  increases  in  physicians'  prevailing  fees  from 
year-to-year,  some  physicians'  fees  have  unintentionally  been  rolled 
back  to  a  point  below  their  previous  level.  The  first  provision  of  the 
House  bill  would  assure  that  no  prevailing  charge  in  fiscal  j^ear  1976 
is  less  than  it  Avas  in  fiscal  year  1975.  The  committee  amendment  modi- 
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fies  the  House  provision  to  indicate  that,  in  calciilatino^  the  index  by 
^Yhich  physicians'  prevailing  fees  can  increase,  the  Department  shonld 
inchide,  to  the  extent  feasible,  factors  related  to  any  increases  in  costs 
of  malpractice  insurance  and  that  inde^x  calculations  should  be  pre- 
pared on  a  regional  rather  than  a  national  basis. 

WAI^-ER  OF   2  4-HOUll  NURSING  REQUIREMENTS  FOR  CERTAIN  RURAL 

HOSPITALS 

The  second  provision  of  the  House  bill  extends  for  3  3^ears  (until 
December  31,  1978)  the  Secretary's  authority_  to  grant  temporary 
waivers  of  nursing  staif  requirements  in  hospitals  located  in  areas 
where  nurses  are  in  short  supply  and  other  hospitals  are  not  readily 
accessible.  The  committee  amendment  provides  instead  for  a  1-year 
extension  of  the  waiver  authority. 

RELATIONSHIP  BETWEEN  IHEDICARE  AND  FEDERAL  EMPLOYEES  HEALTH 

BENEFIT  PROGRAM 

The  House  bill  would  repeal  a  provision  of  Public  Law  92-603 
which  pro^ddes  that,  unless  the  Federal  employees'  health  program 
vrere  reAvritten  to  provide  supplementary  benefits  to  those  older  or 
retired  Federal  employees  who  also  have  medicare  eligibility^  the  medi- 
care program  would  no  longer  serve  as  the  primary  payer  of  benefits. 
The  committee  amendment  incorporates  this  change,  so  that  the  medi- 
care progTam  Avould  continue  as  the  primary  payer  of  benefits  with- 
out requiring  any  change  in  the  Federal  employees'  program. 

'     MEDICARE  PART  B  PREMIUM 

The  fourth  provision  of  the  House  bill,  included  in  the  committee 
amendment,  would  correct  a  drafting  error  in  Public  Law  93-233 
which,  in  modifying  the  social  security  cash  benefit  provision,  had  un- 
intentionally failed  to  make  corresponding  changes  allowing  for 
annual  changes  in  the  part  B  medicare  premium.  The  provision  would 
correct  this  drafting  error  and  permit  adjustments  in  part  B  premiums 
on  July  1,  1976  and  in  future  years  at  rates  no  greater  than  the  per- 
centage rate  of  increase  in  cash  social  security  benefits. 

In  addition,  the  committee  amendment  includes  the  new  provisions 
described  below. 

PROFESSIONAL  STANDING  REVIEW  ORGANIZATIONS  ( PSRO ) 
AREA  DESIGNATIONS 

The  committee  amendment  provides  that  in  those  States  (1)  which 
have  been  divided  into  more  than  one  PSRO  area,  and  (2)  in  which 
no  conditional  PSRO's  have  been  designated,  the  Secretary  would  poll 
the  physicians  in  each  designated  area  as  to  their  preference  for  a 
local  or  statewide  PSRO.  If  a  majority  of  physicians  in  each  currently 
designated  PSRO  area  in  that  State  approved  a  statewide  PSRO,  the 
Secretary  would  redesignate  that  State  as  a  single  area. 

PSRO  DIRECT  UTILIZATION  REVIEW  ACTIVITIES 

The  committee  amendment  also  contains  a  provision  aimed  at  equal- 
izing the  reimbursement  for  utilization  review  activities  where  they 


3 


are  carried  out  by  a  hospital  under  delegation  from  a  PSRO  or  ]jy  the; 
PSRO  itself.  Under  current  law,  utilization  review  expenditures  are 
reimbursable  by  medicare  for  deleo:ated  review.  Under  this  provision, 
utilization  review  expenses  of  the  PSRO  in  carryin<T  out  nondele.£rated. 
review  would  also  be  reimbursable  through  medicare  benefit  payments. 

MEDICARE  PAYMENTS  TO  VETERANS'  ADMINISTRATION  HOSPITALS  IN  CASE 
OF  "good  faith"  ERROR 

Under  this  committee  provision,  the  medicare  program  would  be 
authorized  to  pay  for  care  rendered  to  a  medicare-eligible  patient  in  a 
Veterans'  Administration  hospital  if  the  patient  had  entered  the  hos- 
pital and  the  hospital  had  accepted  the  patient  under  the  belief  that  he, 
was  eligible  for  veterans'  benefits,  and  it  was  later  determined  that  ha 
was  not  eligible. 

updating  of  THE  LIFE  SAFETY  CODE  REQUIREMENTS  APPLICABLE  TO 
SKILLED  NURSING  FACILITIES 

The  next  com^mittee  provision  would  update  the  current  require-^ 
ments  for  skilled  nursing  facilities  under  the  medicare  and  medicaid 
programs  by  replacing  the  current  requirement  that  such  facilities- 
meet  the  provisions  of  the  1967  Life  Safety  Code  with  a  requirement^ 
that  they  meet  the  conditions  of  the  1973  edition  of  the  code.  The  pro-- 
vision  would  also  assure  that  facilities  currently  qualified  under  the 
1967  code,  or  State  codes  which  are  approved  by  the  Secretary,  would 
not  lose  their  eligibility  for  participation  in  the  programs. 

GRANTS  TO  DEMONSTRATE  APPROPRIATE  3iIECHANISMS  FOR  CAPITATION 

PAYMENTS  '-'^ 

Another  committee  provision  would  remove  a  technical  barrier  to 
the  Secretary's  approval  of  a  grant  to  the  Sacramento  Medical  Care 
Foundation  which  is  aimed  at  obtaining  data  to  assist  the  Department; 
in  developing  appropriate  reimbursement  mechanisms  for  health 
maintenance  organizations. 

OCCUPATIONAL  THERAPY  UNDER  MEDICARE 

The  committee  amendment  includes  a  provision  to  expand  coverage 
of  occupational  therapy  services  under  the  medicare  program  to  cover 
such  services  when  they  are  provided  through  clinics,  rehabilitation 
agencies  and  other  organized  settings.  The  provision  also  allows  pa- 
tients to  qualify  for  home  health  services  on  the  basis  of  a  need 
for  occupational  therapy  services  alone. 

FOOD  STAMP  PURCHASES  BY  WELFARE  RECIPIENTS 

Another  provision  of  the  committee  amendment  to  H.R.  10281:  re- 
lates to  food  stamps.  Agriculture  Department  regulations  scheduled 
to  go  into  effect  in  elanuary  1976  will  require  welfare  agencies  in  all 
States  to  allow  recipients  of  Aid  to  Families  with  Dependent  Children 
(AFDC)  to  purchase  food  stamps  through  a  withholding  procedure. 
The  price  of  the  stamps  would  be  deducted  from  the  AFDC  check 
and  the  stamps  themselves  would  be  mailed  with  the  check.  Current 
law  requires  the  Department  to  impose  this  procedure  on  the  States 
on  a  mandatory  basis  even  though  a  significant  number  of  States 
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believe  that  the  adoption  of  this  procedure  will  create  severe  problems 
of  administration.  The  committee  amendment  will  allow  each  State  to 
decide  whether  or  not  to  use  this  method  of  distributing  food  stamps 
to  welfare  recipients. 

II.  General  Explanation  of  the  Bill 

PREVAILING  CHARGE  DETERMINATIONS  UNDER  MEDICARE 

(Section  1  of  the  Bill) 

The  committee  concurs  in  the  House  provision  to  avoid  any  rollback 
in  allowable  medicare  fees  which  have  occurred  in  fiscal  year  1976.  In 
addition,  the  committee  is  concerned  that  the  administrative  policies 
that  HEW  has  adopted  to  carry  out  the  economic  index  provisions  do 
not  conform  to  the  legislative  intent  and  result  in  reasonable  charge 
ceilings  which  may  unfairly  benefit  individuals  in  some  areas  while 
disadvantaging  others.  The  legislative  history  of  the  1972  amend- 
ments clearly  intended  that  indexes  be  calculated  separately  for  "areas 
of  a  size  and  nature  permitting  proper  calculation  and  determination 
of  the  types  required  to  adjust  prevailing  change  levels."  The  objec- 
tive of  requiring  at  least  regional  indices  was  to  assure  that  changes  in 
office  practice  costs  (including  malpractice  premiums)  and  general 
earnings  levels  that  take  place  in  varying  areas,  be  reflected  in  the 
ceilings  placed  by  the  index  or  increases  in  physicians'  allowable  fees. 

Nevertheless,  HEW  regulations  provide  for  the  establishment  of  a 
single,  national  index  applicable  to  all  physicians.  Therefore,  the  com- 
mittee has  included  in  the  bill  a  provision  requiring  the  Secretary  of 
HEW  to  submit  a  report  to  the  Finance  Committee  and  to  the  House 
Committee  on  Ways  and  Means  explaining  why  it  has  not  complied 
with  the  legislative  intent  by  establishing  separate  indices  on  other 
than  a  national  basis  (certainly  in  at  least  10  regions)  and  the  steps 
that  the  Department  is  presently  taking  to  conform  to  the  legislative 
intent.  If  necessary,  the  committee  would  expect  the  Department  to 
include  in  its  report  any  recommendations  as  to  remedial  legislation 
which  might  be  necessary  to  further  implement  congressional  intent 
with  respect  to  this  provision.  The  report  would  be  due  90  days  after 
the  date  of  enactment. 

The  committee  has  also  noted  that  HEW  has  based  the  earnings  com- 
ponent of  the  index  on  changes  in  the  earnings  of  production  and  non- 
supervisory  workers.  The  committee  expects  that  social  security  data  be 
used  to  measure  changes  in  general  earnings  levels  because  social  se- 
curity covers  substantially  all  wage  earners  and  self-employed  people. 
The  choice  of  the  more  limited  data  by  HEW  makes  the  index  non- 
representative  of  the  earnings  level  of  the  general  population.  The 
report  from  the  Secretary  of  HEW  will  also  explain  its  choice  of  data 
on  earnings  and  the  steps  it  is  taking  to  make  the  data  base  more 
representative. 

EXTENSION  OF  ATJTIIORITY  TO  W^AIVE  2  4 -HOUR  NURSING  SERVICE 
REQUIREMENTS  FOR  CERTAIN  RURAL  HOSPITALS 

(Section  2  of  the  Bill) 

.  In  order  to  participate  in  the  medicare  program,  providers  and 
suppliers  of  health  services  must  comply  with  specific  requirements 
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set  forth  in  the  statute  and  with  other  conditions  pertaining  to  tlie 
health  and  safety  of  medicare  Ijeneficiaries  which  the  Secretary 
of  Health,  Education,  and  Welfare  is  authorized,  by  statute,  to 
prescribe. 

According  to  policy  established  by  the  Social  Security  Administra- 
tion, a  hospital  is  certified  for  participation  in  medicare  if  it  meets 
all  of  the  statutory  requirements  and  is  in  "substantial"  compliance 
with  all  regulatory  requirements.  Thus,  while  an  institution  may  be 
deficient  with  respect  to  one  or  more  regulatory  requirements,  it  still 
may  be  found  to  be  in  substantial  compliance,  if  the  deficiencies  do 
not  represent  a  hazard  to  patient  health  and  safety,  and  efforts  are 
being  made  to  correct  the  deficiencies. 

In  recognition  of  the  fact  that  there  is  a  need  to  assure  continuing 
availability  of  medicare-covered  institutional  care  in  rural  areas 
(many  of  which  have  only  one  hospital)  without  jeopardizing  the 
health  and  safety  of  patients,  the  Social  Security  Administration  fol- 
lows the  approach  of  certifying  '"access"  hospitals  which,  to  the  extent 
they  are  capable  have  succeeded  in  overcoming  deficiencies.  Access 
hospitals  are  those  located  in  isolated  areas  or  in  areas  with  insuffi- 
cient facilities,  the  failure  of  which  to  approve  for  medicare  reimburse- 
ment would  seriously  limit  the  access  of  beneficiaries  to  needed  in- 
patient care. 

However,  during  the  91st  Congress,  it  became  apparent  that  several 
hundred  rural  hospitals,  despite  proper  efforts  were  unable  to  secure 
required  nursing  personnel  and  were  thus  unable  to  meet  the  statutoi*y 
requirement  for  24-hour  registered  nurse  coverage. 

To  deal  with  the  dilemma  created  by  the  need  to  assure  the  avail- 
ability of  hospital  services  of  adequate  quality  in  rural  areas  and  the 
fact  that  existing  shortages  of  qualified  nursing  personnel  were  mak- 
ing it  difficult  for  several  hundred  rural  hospitals  to  meet  the  nursing 
staff  requirements  and  come  into  compliance  with  the  law,  legislation 
(H.R.  19470,  Public  Law  91-690)  was  enacted  to  authorize  the  Secre- 
tary of  HEW,  imder  certain  conditions,  to  waive  the  requirement  that 
an  access  hospital  have  registered  professional  nurses  on  duty  around 
the  clock. 

Under  this  amendment,  the  Secretary  is  given  the  authority,  until 
December  31,  1975,  to  waive  the  nursing  requirement  if  he  finds  that: 

(a)  the  hospital  is  located  in  a  rural  area  and  the  supply  of 
hospital  services  in  the  area  is  not  sufficient  to  meet  the  needs  of 
medicare  beneficiaries  residing  therein; 

(h)  the  failure  of  the  institution  to  qualifs^  as  a  hospital  woidd 
seriously  reduce  the  availability  of  services  to  beneficiaries;  and 

{c)  the  hospital  has  made  and  continues  to  make  a  good  faith 
effort  to  comply  with  the  nurse  staffing  requirement,  but  compli- 
ance is  impeded  by  the  lack  of  qualified  nursing  personnel  in  the 
area. 

'\^Tiile  the  House  report  notes  that  tliere  has  been  considerable 
progress  in  reducing  the  number  of  "waivered"  hospitals  (presently 
90),  there  are  approximately  40  additional  rural  hospitals,  while  able 
to  meet  the  statutory  nurse  staffing  requirement,  have  maior  regrda- 
tory  deficiencies.  Such  hospitals  are  also  certifi.ed  as  "acces-"  hospitals. 

Based  upon  a  1974  study  funded  by  the  Department  of  Health.  Edu- 
cation, and  Welfare,  besides  those  formally  identified  access  hospitals, 
there  are  approximately  another  400  rural  hospitals  with  essentially 
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the  same  attributes,  which  have  managed  to  meet  certification  require- 
ments either  through  extraordinary  efforts  by  the  hospital  or  throug^h 
lenient  application  of  standards  by  the  medicare  surveyors. 

Further,  with  respect  to  the  specific  problem  of  nurse  stalling,  there 
are  indications  in  some  States  of  licensure  requirements  which  may 
tend  to  restrict  the  flow  of  nurses  into  shortage  areas.  For  example,  m 
one  State,  where  approximately  50  percent  of  the  "waivered  hos- 
pitals are  located,  the  requirements  for  nurse  licensure  include,  among 
other  things,  graduation  from  an  accredited  program  m  professional 
nursing  of  at  least  2  calendar  years  in  length.  It  is  important  to  note 
that,  of  the  574  accredited  associate  degree  programs  m  the  United 
States,  486  are  programs  of  2  o^cademic  years.  Accordingly,  the  State 
is  able  to  draw  from  less  than  20  percent  of  the  schools  Avhich  offer 
associate  degrees  in  nursing.  It  appears  inconsistent  to  the  committee 
for  a  State  with  an  identified  nurse  shortage  to  have,  at  the  same 
time,  what  may  be  questionable  licensure  barriers  against  increasing 
the  supply  of  nurses. 

In  the  opinion  of  the  committee,  the  inability  to  attract  qualified 
nursino-  personnel  is  only  one  of  several  problems  facing  rural  hos- 
pitals in  providing  health  care  services.  Accordingly,  the  committee 
feels  that  there  should  be  a  review  of  all  the  conditions  of  participa- 
tion imposed  upon  rural  hospitals,  as  well  as  barriers  to  the  flow  of 
nurses  into  shortage  areas. 

Inasmuch  as  the  Department  of  HEW  completed  an  in-depth  study 
of  access  hospitals  in  June,  1974,  the  committee  feels  that  a  further 
stud}^  as  requested  in  the  House  report  is  unnecessary  at  this  time,  and 
that* a  3-year  extension  of  the  waiver  authority  as  provided  for  in  the 
bill  would  serve  to  delay  a  more  permanent  solution  to  the  access  hos- 
pital problem.  The  conimittee  has  therefore  approved  a  l-j^ear  exten- 
sion of  the  waiver  authority  and  has  asked  committee  staff  to  work 
with  other  committees  and  appropriate  health  organizations  toward 
developing  recommendations  for  legislative  changes  designed  to 
establish  specific  rural  hospital  certification  requirements  commensu- 
rate with  staff  and  facilities  in  rural  areas. 

RELATIONSHIP  BETWEEN  MEDICARE  AND  FEDERAL  EMPLOYEES  HEALTH 

BENEFITS  PROGRAM 

(Section  3  of  the  Bill) 

The  statute  (section  1862(c)  of  the  Social  Security  Act)  calls  for 
medicare  to  stop  making  payment,  as  of  January  1,  1976,  for  services 
furnished  to  a  beneficiary  for  which  he  also  has  coverage  under  the 
Federal  Employees'  Health  Benefits  (FEHB)  program.  Tlie  Jan- 
uary 1,  1976,  deadline  is  the  result  of  a  provision,  originated  by  the 
Committee  on  Ways  and  Means,  that  was  included  in  the  1972  Social 
Security  Amendments  (Public  Law  92-603.).  It  was  designed  to  focus 
attention  on  the  need  to  consider  improved  coordination  of  medicare 
and  the  FEHB  program. 

Many  Federal  employees  and  retirees  over  65  have  worked  long 
enough  in  employment  covered  by  socio!  security  to  become  insured 
for  benefits  under  part  A  of  medicare.  (Part  B  is  available  to  everyone 
over  age  65  except  recent  immigrants.)  The  Ci^dl  Service  Commission 
estimates  that  by  June  1976  about  258,000  FEHB  enrollees,  or  50 
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percent  of  the  enrollees  age  65  and  over,  and  150,000  dependents  will 
be  covered  by  medicare  pai-t  A. 

At  present,  when  a  person  who  has  such  dual  entitlement  receives 
health  care,  medicare  acts  as  the  primary  insurer  and  makes  payment 
first  for  the  covered  services ;  thereafter,  the  FEHB  plan  in  which  the 
person  is  enrolled  makes  payment,  but  only  to  the  extent  that  medicare 
has  not  already  paid  for  the  services  covered  by  the  FEHB  plan. 
Although  medicare  thus  bears  a  major  share  of  the  dually  entitled 
person's  health  care  costs,  the  person  pays  the  same  FEHB  premium 
as  people  not  entitled  under  medicare. 

Because  of  overlapping  benefits,  many  Federal  employees  and  re- 
tirees age  65  and  over  have  not  found  it  advantageous  to  enroll  in 
medicare  part  B.  As  a  result,  they  do  not  benefit  from  the  general 
revenue  contribution  (equalling  more  than  half  of  the  program's  cost) 
which  is  available  to  all  who  enroll  in  part  B. 

Section  210  of  Public  Law  92-603  (October  30,  1972)  aniended  title 
XYIII  of  the  Social  Security  Act  by  adding  a  neAv  subsection  1862(c) 
prohibiting  payment  by  medicare,  on  or  after  January  1,  1975,  for 
any  item  or  sei-vice  covered  by  an  FEHB  plan  in  which  the  medicare 
beneficiary  was  enrolled,  unless  prior  to  that  date  the  Secretary  of 
HEY/  was  able  to  certify  that  the  individual  FEHB  plan  in  question 
or  the  entire  FEHB  xerogram  had  been  modified  in  specified  ways. 
The  intent  of  this  provision  was  described  in  the  report  of  the  Com- 
mittee on  Ways  and  Means  as  ''to  assure  a  better  coordinated  rela- 
tionship between  the  FEHB  program  and  medicare  and  to  assure  that 
Federal  employees  and  retirees  age  65  and  over  will  eventually  have 
the  full  value  of  the  protection  offered  under  medicare  and  FEHB." 

To  comply  with  this  provision,  the  modifications  in  FEHB  would 
have  had  to  assure  the  following : 

1.  That  one  or  more  FEHB  plans  supplementing  medicare  protec- 
tion are  available  to  each  Federal  employee  or  retiree  who  is  entitled 
to  medicare  parts  A  or  B,  or  both  A  and  B,  and 

2.  That  the  Government  or  the  FEHB  plan  will  make  available  to 
each  such  individual  a  contribution  at  least  equal  to  the  contribution 
the  Government  makes  toward  the  high-option  coverage  of  any  en- 
rollee  in  the  Government- wide  FEHB  plans.  This  contribution  could 
be  in  the  form  of  (a)  a  contribution  toward  the  individual's  FEHB 
protection  supplementing  medicare,  or  (b)  a  payment  to  offset  the 
premium  cost  of  part  B  of  medicare,  or  (c)  a  combination  of  the  two. 

In  the  fall  of  1974,  when  it  became  apparent  that  not  enough  prog- 
ress toward  coordination  had  been  made  to  permit  the  requirements 
of  subsection  1862(c)  to  be  complied  with  by  January  1.  1975,  the 
effective  date  was  extended  for  1  year,  to  January  1,  1976.  by  Public 
Law  93-480  (October  26,  1974).  The  extension  was  conditional  upon 
submission,  no  later  than  March  1,  1975,  by  the  Department  of  HEW 
and  the  Civil  Service  Commission  of  a  progress  report  (in  the  absence 
of  which  the  effective  date  would  have  been  Julv  1.  1975). 

The  report  jointlv  submitted  by  the  DHEW  and  the  CSC  pursuant 
to  Public  Law  93-480  pointed  out  a  number  of  problems  that  it  said 
would  result  from  efforts  to  complv  with  all  the  reauirements  of  sec- 
tion 1862(c),  and  proposed  ii">stead  an  alternative  plnn  for  coordina- 
tion of  the  medicare  and  FEHB  proo-rams  tl^nt  ^vould  require  amend- 
ment of  both  the  medicare  law  and  the  FEHB  Act. 
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Under  the  proposal,  an  FEHB  medicare  supplement  option  would 
be  made  available  where  the  FEHB  enroUee  or  a  member  of  his  family 
is  covered  by  both  parts  A  and  B  of  medicare.  The  Government  would 
pay  100  percent  of  the  premium  for  this  medicare  supplement  so  long 
as  this  did  not  exceed  the  maximum  dollar  amount  the  Government 
pays  with  respect  to  other  FEHB  enrollees.  For  at  least  the  first 
year,  the  enrollee  would  not  have  to  pay  any  premium.  The  supple- 
ment, together  with  medicare,  would  cover  up  to  100  percent  of 
expenses  for  a  medicare  beneficiary;  for  other  family  members,  the 
regular  high-option  benefits  of  the  FEHB  plan  would  be  provided. 

The  increased  cost  of  this  proposal  to  the  Government  is  estimated 
for  calendar  year  1976  as  $48  million  ($39  million  in  increased  FEHB 
contributions,  and  $9  million  in  increased  general  revenue  contribu- 
tions for  medicare  part  B  which  would  result  from  increased  enroll- 
ment in  part  B  by  FEHB  enrollees) .  Also,  an  additional  $13  million  in 
increased  premiums  would  be  paid  by  nonmedicare  FEHB  enrollees 
(their  premiums  would  no  longer  reflect  the  reduction  in  FEHB 
program  costs  that  results  because  medicare  makes  payment  first  for 
FEHB  enrollees  who  have  medicare  coverage). 

The  committee  has  carefully  considered  this  proposal  by  the  admin- 
istration as  well  as  an  alternative  suggested  in  a  report  by  the  Comp- 
troller General  on  the  coordination  issue — that  the  Government 
simply  pay  medicare  part  B  premiums  for  all  eligible  FEE[B  enrollees. 
(The  Comptroller  General's  report  also  suggested  consideration  of 
continuing  without  change  the  existing  system  for  coordinating  the 
benefits  of  the  two  programs.)  The  substantial  costs  of  these  proposals 
need  to  be  weighed  against  the  increased  benefit  protection  or  im- 
proved equity  they  would  provide  for  people  covered  under  both 
FEHB  and  medicare. 

In  general,  the  medicare  supplements  provided  under  FEHB  today 
are  richer  than  those  offered  to  medicare  beneficiaries  under  group 
health  insurance  plans  in  private  industry.  The  coordination  methods 
used  by  the  various  FEHB  plans  differ,  but  in  general,  after  medicare 
makes  payment,  the  FEHB  plan  pays  for  the  services  it  covers  in  an 
amount  that  ordinarily  will  result  in  full  coverage  of  most  of  the 
charges.  Usually,  enrollment  in  the  low  option  of  an  FEHB  plan 
(rather  than  the  more  costly  high  option)  will  achieve  this  result. 
The  CSC  has  been  advising  medicare  beneficiaries,  during  FEHB 
open  enrollment  periods,  that  low-option  plans  will  in  most  cases 
adequately  supplement  both  parts  of  medicare  at  lower  cost  than  the 
high  option. 

Since  section  1862(c)  was  enacted,  the  standard  Government  con- 
tribution toward  FEHB  premiums  has  increased  from  40  to  60  per- 
cent of  the  total  premium,  and  proposals  have  been  made  to  increase 
the  Government  contribution  again  in  future  years.  Medicare  bene- 
ficiaries, as  well  as  other  FEHB  enrollees,  have  benefited  from  this 
increased  contribution. 

Although  it  can  be  argued  that  more  generous  provisions  than  now 
exist  for  coordination  of  FEHB  and  medicare  are  merited,  the  com- 
mittee is  not  convinced  that  equity  requires  the  Government  to  sub- 
stantially increase  its  expenditures  under  the  two  programs  in  an 
effort  to  accomplish  this.  It  should  be  noted  that  Federal  employees 
who  have  acquired  medicare  insured  status  have  generally  done  so  by 
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splitting  their  careers  between  Federal  and  private  employment  or  by 
moonlighting,  rather  than  through  a  lifetime  of  work  covered  under 
social  security.  Some  offsetting  of  the  benefits  of  one  program  against 
the  other,  such  as  now  exists,  seems  justified  in  view  of  the  major 
contributions  the  Government  makes  toward  the  financing  of  both 
programs. 

The  committee  has  therefore  concluded  that  the  existing  relation- 
ship between  the  medicare  and  FEHB  programs  should  be  maintained. 
Accordingly,  the  bill  would  repeal  section  1862(c)  of  the  Social  Se- 
curity Act. 

MEDICARE  PART  B  PREMIUM 

(Section  4  of  the  Bill) 

The  current  monthly  premium  charged  for  part  B  of  medicare  is 
permanently  frozen  at  $6.70  (the  same  amount  as  for  last  year)  be- 
cause of  a  technical  error  in  the  law  that  prevents  the  premium  from 
being  increased  even  though  the  Congress  clearly  intended  to  permit 
increases  on  July  1  of  each  year.  The  intention  was  to  permit  premium 
increases  corresponding  with  increases  in  program  costs,  but  limited  to 
a  maximum  percentage  increase  no  greater  than  the  percentage  by 
which  monthly  social  security  benefits  have  increased  during  the  year. 

Part  B  of  medicare — the  voluntary  medical  insurance  part  of  the 
medicare  program  covering  physicians'  and  certain  other  health 
services — has  since  its  inception  been  financed  through  a  combina- 
tion of  monthly  premiums  paid  by  beneficiaries  who  choose  to  enroll 
and  matching  payments  from  Federal  general  revenues.  For  the  great 
majority  of  beneficiaries,  the  medicare  premium  is  deducted  each 
month  from  the  social  security  benefit  check. 

The  amount  of  the  premium  is  determined  through  a  calculation 
that  begins  with  the  cost  of  providing  part  B  protection  to  bene- 
ficiaries age  65  and  over.  The  premium  was  originally  designed  to 
equal  one-half  of  this  cost,  but  subsequent  legislation  enacted  in  1972 
limited  the  maximum  premium  increase  each  year  to  the  percentage 
by  which  monthly  social  security  benefits  increased.  (Beneficiaries 
under  age  65  who  are  covered  by  part  B  by  virtue  of  their  status  as 
social  security  disability  beneficiaries  or  as  end-stage  renal  disease 
patients  pay  the  same  premium  as  the  aged,  even  though  the  cost  of 
providing  benefits  to  them  is  far  greater.) 

The  technical  error,  freezing  the  premium,  occurred  when  Public 
Law  93-233,  enacted  December  31,  1973,  modified  the  schedule  for 
automatic  increases  in  social  security  cash  benefits,  but  unintentionally 
failed  to  make  corresponding  changes  in  the  provisions  that  relate 
percentage  increases  in  the  medicare  part  B  premium  to  increases  in 
cash  benefits.  Federal  general  revenues  are  used  to  finance  whatever 
part  of  the  cost  of  part  B  is  not  met  through  premiums  paid  by 
beneficiaries.  So  long  as  the  premium  amount  remains  frozen,  the 
proportion  of  part  B  costs  financed  by  general  revenues  will  continue 
to  rise. 

The  committee  recognizes  that  many  people  would  prefer  not  to 
allow  the  part  B  premium  to  increase  at  a  time  when  the  elderly,  as 
well  as  others,  are  feeling  the  effects  of  inflation  in  health  care  costs. 
Failure  to  increase  the  premium,  however,  results  in  millions  of  dollars 
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of  increased  general  revenue  expenditures  in  future  years.  If  such 
amounts  were  to  be  expended,  the  money  might  better  be  used  to  pro- 
vide some  improvement  in  benefit  protection. 

The  coiximittee's  bill  would  correct  the  technical  error  in  the  law 
by  changing  from  June  1  to  May  1  the  date  used  in  determining  the 
percentage  increase  from  one  year  to  the  next  in  social  security  benefit 
levels,  to  arrive  at  the  maximum  percentage  by  which  the  medicare 
premium  may  be  increased.  The  premium  increase  would  be  deter- 
mined and  promulgated  in  December  of  each  year  as  under  present 
law  and  the  increased  premium  would  be  deducted  from  the  same 
benefit  check  that  reflects  a  cash  benefit  increase  under  the  provisions 
for  automatic  increases  in  social  security  benefits.  Thus,  as  intended 
by  the  Congress  in  enacting  Public  Law  93-233,  premium  increases 
would  not  result  in  reducing  the  amount  of  the  monthly  checks  re- 
ceived by  beneficiaries  (because  both  a  benefit  increase  and  a  very 
much  smaller  premium  increase  would  be  reflected  in  the  same  check). 

Because  of  the  technical  error,  the  monthly  premium  has  remained 
at  $6.70  for  the  12-month  period  beginning  July  1,  1975,  instead  of 
increasing.  The  committee  bill  would  not  attempt  to  "catch  up"  by 
permitting  2  years'  worth  of  benefit  increases  to  be  reflected  in  the 
single  increase  for  the  year  beginning  July  1,  1976.  Instead,  that 
premium  increase  would  reflect  only  1  year's  increase  in  social  security 
cash  benefits. 

Thus,  the  present  $6.70  i:>remium  would  go  up  only  50  cents  on 
July  1,  1976,  the  same  date  that  the  social  security  benefit  checks  will 
be  increased  by  reason  of  the  automatic  cost-of-living  provisions  in 
title  II  of  the  Social  Security  Act.  Current  estimates  are  that  cash 
social  security  benefits  will  be  increased  by  about  7  percent  for  the 
checks  that  are  mailed  early  in  July.  The  minimum  dollar  increase 
Avould  be  several  times  the  50-cent  increase  in  the  premium  Avhich  is 
deducted  from  the  same  check  in  which  the  general  benefit  increase 
appears, 

PROFESSIONAL  STANDARDS  REVIEW  ORGANIZATION  AREA  DESIGNATIONS 

(Section  5  of  the  Bill) 

Under  present  law,  the  Secretary  of  Health,  Education,  and  Welfare 
is  required  to  and  has,  in  fact,  designated  geographic  areas  in  the  sev- 
eral States  as  "Professional  Standards  Keview  Areas."  There  are  203 
such  areas  in  the  country.  In  more  than  one-half  of  these  areas, 
physician-sponsored  organizations  have  formally  contracted  with  the 
Secretary  as  either  designated  PSRO's  with  operating  responsibility 
(64  organizations  as  of  this  date)  or  planning  PSRO's  (56  as  of  this 
date). 

There  are,  however,  a  number  of  States  in  each  of  which  multiple 
PSRO  areas  have  been  designated,  and  in  which  no  formal  PSRO 
relationships  have  been  established.  It  is  the  committee's  understand- 
ing that  the  development  of  PSRO's  in  those  States  has,  in  large  part, 
been  inhibited  by  widespread  physician  concern  over  their  inability 
to  establish  a  single  statewide  PSRO  rather  than  the  presently  re- 
quired multiple  PSRO's. 

The  committee  amendment  would,  under  certain  circumstances, 
eliminate  the  barrier  to  designating  a  single  statewide  PSRO  area  in  a 


11 


number  of  States  where  multiple  areas  now  obtain.  The  amendment  re- 
quires the  Secretary  to  conduct,  as  soon  as  possible,  separate  polls  in 
each  of  the  presently  designated  areas  of  a  State  with  multiple  areas 
if  in  no  area  of  that  State,  as  of  the  effective  date  of  this  act,  has  the 
Secretary  designated  and  entered  into  an  agreement  with  an  organiza- 
tion as  the  Professional  Standards  Review  Organization.  As  has  been 
noted,  the  Secretary  has  so  designated  and  entered  into  such  agree- 
ments with  more  than  60  organizations  thus  far. 

The  physicians  in  each  presently  designated  local  area  meeting  the 
conditions  described  would  be  polled,  on  a  confidential  basis,  as  to 
whether  they  were  willing  to  forego  the  local  designation  in  favor  of  a 
statewide  area.  If  in  each  presently  designated  local  area  a  majority  of 
the  physicians  responding  opt  for  the  statewide  designation,  then  the 
Secretary  would  be  required  to  redesignate  and  consolidate  the  multi- 
ple areas  into  a  statewide  area.  Thus,  if  a  majority  of  the  physicians 
elect  a  change  in  every  presently  designated  local  area  in  a  State,  the 
Secretary  would  follow  up  with  statewide  designation.  If,  however,  a 
majority  of  physicians  in  an  area  elect  to  retain  the  local  designation 
then  the  present  multiple  area  designations  in  that  State  would  con- 
tinue. 

PSRO  DIRECT  UTILIZATIOX  REVIEW  ACTnTTIES 

(Section  6  of  the  Bill) 

Public  Law  92-603  established  Professional  Standards  Review 
Organizations  (PSRO's)  throughout  the  countr3^  These  organizations, 
consisting  of  practicing  physicians  in  an  area,  are  charged  with  re- 
Adewing  the  quality  and  necessity  of  health  services  provided  under  the 
medicare  and  medicaid  programs. 

The  PSRO's  may  discharge  their  review  responsibilities  with  re- 
spect to  hospitals  in  two  ways :  first,  they  can  delegate  their  review 
responsibilities  to  hospital  review  committees  where  the  PSEO  is 
satisfied  as  to  the  capacity  of  the  hospital  to  conduct  proper  re- 
view (in  which  case  the  PSRO  is  charged  with  the  responsibility 
to  continuously  monitor  the  effectiveness  of  the  hospital  review  com- 
mittee) ;  alternatively,  the  PSRO's  can  carry  out  the  review  activities 
on  their  own  in  those  cases  and,  to  the  extent  that  a  hospital  either 
cannot  conduct  satisfactory  review  or  chooses  that  the  PSRO  perform 
the  review  for  it. 

Under  present  law.  where  the  PSRO  delegates  review  responsibility 
to  a  hospital  committee,  the  costs  of  that  review  are  reimbursed 
through  Medicare  and  Medicaid  benefit  payments  to  the  hospital  since 
these  costs  are  considered  a  part  of  the  hospital  benefit  cost.  However, 
where  the  PSRO  does  not  delegate  review  to  a  hospital,  the  PSRO 
must  bear  the  cost  of  the  review  out  of  its  own  administrative  budget. 

Since  PSRO  administrative  budgets  are  often  quite  limited,  the 
PSRO's  in  effect  have  an  incentive  to  delegate  review  so  that  they  will 
not  have  to  bear  the  cost — conversely,  they  have  a  disincentive  to  per- 
form review  directly.  The  result  of  this  may  be  inappropriate  or  pre- 
mature delegations  of  review  authority  to  hospitals  which  are  not  realh^ 
competent  or  willing  to  carry  out  the  review. 

The  committee  amendment  would  allow  the  medicare  benefit  trust 
fund  to  pay  not  only  for  delegated  review  to  tlie  hospitals,  but  to  also 
pay  the  PSRO  through  the  hospital  for  nondelegated  hospital  review. 
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This  would  equalize  reimbursement  treatment  of  review  activities.  The 
payment  in  the  case  of  nondelegated  review  would  flow  from  the  hos- 
pital to  the  PSRO  following  billing  by  the  PSRO  on  a  prospective 
or  retroactive  basis  with  the  hospital  then  fully  reimbursed  for  tlie 
total  amount  of  the  charge  (without  any  rec{uirement  of  allocation) 
by  the  intermediary  for  such  payments  under  guidelines  established 
by  the  Bureaus  of  Health  Insurance  and  Quality  Assurance  defining 
the  amount  and  circumstances  of  such  charges.  The  Federal  agencies, 
and  not  the  hospitals  or  intermediaries,  would  be  responsible  for  as- 
suring the  appropriateness  and  reasonableness  of  PSRQ  charges  for 
direct  utilization  review. 

Further  the  committee  anticipates  that  in  order  to  completely  elimi- 
nate any  financial  incentive  either  for  or  against  the  delegation  of 
review  responsibility  and  authority  by  a  PSRO  to  a  hospital,  existing 
medicare  policies  of  the  Bureau  of  Health  Insurance  will  be  modified 
to  provide  that  a  separate  cost  center  be  esiablished  hj  a  hospital  to 
clearly  identify  the  reasonable  costs  of  required  review  activities.  It  is 
expected  that  for  medicare  and  medicaid  reimbursement  purposes 
(whether  such  revicAv  be  conducted  under  a  delegation  by  a  PSRO  to  a 
hospital  review  committee,  or  directly  by  the  PSRO),  100  percent  of 
the  reasonable  costs  incurred  in  the  reasonable  review  of  medicare, 
medicaid,  and  material  and  child  health  patients  admitted  to  the  hos- 
pitals concerned  shall  be  recognized  as  a  direct  cost  of  such  programs 
without  requirement  of  any  apportionment  of  the  review  costs  among 
patients  of  the  institution  for  whom  such  costs  had  not  been  incurred. 

Of  course,  in  the  case  of  the  costs  of  any  review  and  related  activi- 
ties which  have  customarily  been  undertaken  as  a  routine  aspect  of 
medical  staff  privileges  in  a  hospital  any  costs  for  such  work  (such  as 
that  of  hospital  tissue  and  formulary  committees,  etc.)  are  not  in- 
tended to  be  compensated  on  other  than  an  apportionment  basis. 

This  amendment  also  provides  for  the  transfer  of  funds  for  medicaid 
appropriations  to  the  medicare  trust  fund  to  reimburse  the  trust  fund 
for  funds  expended  for  PSRO  nondelegated  review  of  medicaid 
patients. 

MEDICARE  PAYMENTS  TO  ^^TERAXS'  ADMIN:ISTRATI0N  TIOSPITxVLS  IX  CASE  OF 

"good  faith"  error 
(Section  7  of  the  Bill) 

Under  present  law,  payments  may  not  be  made  under  part  A  of 
medicare  to  any  Federal  provider  of  services,  such  as  a  Veterans'  Ad- 
ministration hospital,  where  such  institution  is  otherwise  obligated  by 
law  to  render  care  at  public  expense. 

The  committee  has  had  its  attention  called  to  circumstances  in  which 
an  individual,  entitled  to  part  A  benefits,  was  admitted  to  a  veterans' 
hospital  with  both  the  hospital  and  the  beneficiary  believing  the  pa- 
tient was  eligible  for  such  care  and  v/as  subsequently  found  to  be  in- 
eligible  for  care  as  a  veteran.  Following  such  a  determination,  the  Vet- 
erans' Administration  is  required,  by  law,  to  recover  the  costs  of  such 
care  from  the  patient  (or  his  estate,'if  the  patient  is  deceased). 

The  committee  amendment  would  permit  payment  by  the  medicare 
program  to  VA  hospitals  for  care  rendered  to  a  part  A  beneficiary  in 
certain  circumstances.  Payment  may  be  made  only  when  (1)  the  bene- 
ficiary is  admitted  to  the  VA  facility  in  the  reasonable  belief  that  he 
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is  entitled  to  have  service  furnished  to  him  by  the  VA  free  of  charge; 
(2)  the  authorities  of  such  hospital  and  the  beneficiary  acted  in  good 
faith  in  making  such  admission;  (3)  that  the  beneficiary  is,  in  fact,  not 
entitled  to  care  in  the  facility  free  of  charge;  and  (4)  the  care  was 
provided  while  those  operating  the  facility  remained  unaware  of  the 
fact  that  the  individual  was  not  eligible  for  VA  benefit  or  before  it 
was  medically  feasible  to  arrange  a  transfer  or  discharge. 

Payment  for  services  would  be  in  an  amount  equal  to  the  charge  im- 
posed by  the  Veterans'  Administration  for  such  services,  or  (if  less) 
reasonable  costs  for  such  services  (as  estimated  by  the  Secretary  fol- 
lowing consultation  with  the  Chief  Medical  Director  of  the  Veterans' 
xldministration) . 

UPDATING  OF  THE  LIFE  SAFETY  CODE  REQUIREMENTS  APrLICABLE  TO 
SKILLED   NURSING  FACILITIES 

(Section  8  of  the  Bill) 

Under  present  law,  skilled  nursing  facilities  participating  in  the 
medicaid  and  medicare  programs  must  meet  such  provisions  of  the 
Life  Safety  Code  of  the  National  Fire  Protection  Association  (21st  edi- 
tion, 1967)  as  are  applicable  to  nursing  homes.  The  committee  amend- 
ment would  update  medicare  and  medicaid  requirements  b}^  delet- 
ing the  reference  to  the  1967  edition  of  the  Code  and  adding  the  1973 
edition.  The  amendment  would  also  assure  that  facilities  currently 
qualified  under  the  1967  Code  or  State  codes  which  are  approved  by 
the  Secretary,  would  not  lose  their  certification  status  due  to  any 
changes  in  requirements  imposed  by  the  1973  edition  of  the  Code. 

GRANTS  TO  DEMONSTRATE  APPROPRIATE  MECHANISMS  FOR  CAPITATION 

PAYMENTS 

(Section  9  of  the  Bill) 

Under  present  law  the  various  State  medicaid  programs  can  make 
capitation  payments  to  Health  Maintenance  Organizations  (HiMO's) 
which  contract  in  advance  to  provide  services  to  enrolled  medicaid  re- 
cipients. The  use  of  this  type  of  arrangement  has  occurred  most  preva- 
lently in  the  State  of  California. 

Over  recent  years,  audits  by  the  General  Accounting  Office  and  ex- 
tensive investigative  activities  by  the  Senate's  Government  Operations 
Committee  have  shown  that  the  basis  on  which  j)ayments  have  been 
made  to  these  organizations  is  not  necessarily  reasonable.  Officials  of 
the  State  of  California  have  agreed  with  this  judgment  and  have  ap- 
plied to  the  Department  of  Health,  Education,  and  Welfare  for  a  grant 
in  order  to  support  a  program  to  develop  appropriate  mechanisms  to 
measure  the  true  cost  of  providing  health  care  services  through  H^MO's 
and  to  measure  the  quality  of  services  so  provided.  The  results  of  this 
HEW-grant-supported  project  would  be  used  to  structure  a  reasonable 
payment  mechanism  for  HiMO's  in  California  and  other  States. 

One  key  aspect  of  the  project  for  which  PIEW  grant  support  has 
been  sought  would  include  measuring  the  costs  of  providing  care  in  an 
individual  practice  association — a  type  of  HMO  which,  while  receiv- 
ing prepaid  capitation  payment  from  the  State,  would  continue  to  i^ay 
its  member  physicians  on  a  f  ee-f  or-service  basis. 
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State  officials  maintain  that  cost  data  from  this  type  of  HMO  is 
essential  to  any  valid  study. 

There  is  one  large-scale  operating  independent  practice  association 
in  the  State,  the  Sacramento  Foundation  for  Medical  Care.  This  foun- 
dation involves  over  800  physicians  and  20  hospitals  and  is  providing 
prepaid  health  services  to  more  than  36,000  medicaid  enrollees.  Be- 
cause of  an  unalterable  fixed  payment  rate  set  by  State  law,  the  State 
has  been  unable  to  pay  the  foundation  an  amount  fully  equal  to  the 
costs  of  providing  care  for  the  medicaid  enrollees.  However,  State  of- 
ficials want  to  pay  the  foundation  a  rate  sufficient  to  cover  its  costs  so 
that  it  can  continue  to  operate  and  so  that  its  unique  costs  data  can  be 
used  as  a  part  of  the  overall  study. 

A  problem  has  arisen  in  that  the  General  Counsel  of  HEW  has 
ruled  that  the  section  of  the  social  security  law  which  authorizes  cost 
and  quality  evaluation  studies  does  not  allow  for  any  funding  of  costs 
already  incurred  for  providing  patient  care. 

This  provision  would  clarif;^  existing  law  and  congressional  intent 
so  as  to  specifically  allow  in  this  case  for  the  payment  of  such  retroac- 
tive costs  where  these  payments  are  necessary  to  assure  that  the  in- 
dividual practice  association  can  continue  in  a  study,  carried  out  by  a 
State  agency  aimed  at  developing  a  rate  setting  methodology  for 
HMO's. 

The  total  grant  from  HEW  to  the  State  of  California  would  call 
for  payments  of  approximately  $5.2  million.  Of  this  amount,  approxi- 
mately $1.6  million  will  be  used  for  conducting  the  rate  setting  experi- 
ment with  the  foundation  and  approximately  $700,000  of  this  $1.6 
million  will  be  used  to  reimburse  the  foundation  for  health  services 
provided  from  July  1  to  December  31, 1975. 

OCCUPATIONAL  THERAPY  UNDER  MEDICARE 

(Section  10  of  the  Bill) 

Under  present  law,  occupational  therapy  services  are  covered  under 
part  A  when  provided  to  medicare  beneficiaries  who  are  inpatients  in 
medicare-approved  hospitals  or  skilled  nursing  facilities.  Patients  re- 
ceiving home  health  services  under  part  A  or  part  B  are  entitled  to  oc- 
cupational therapy  services  only  if  they  are  receiving  either  intermit- 
tent skilled  nursing  care  or  physical  or  speech  therapy.  In  addition  to 
coverage  as  part  of  home  health  services,  occupational  therapy  serv- 
ices are  covered  under  part  B  only  when  provided  to  outpatients  in 
medicare-approved  hospitals.  Occupational  therapy  services  provided 
to  outpatients  in  a  clinic,  rehabilitation  agency  or  other  organized  set- 
ting are  not  now  covered. 

The  committee  is  concerned  that  present  law  treats  occupational 
therapy  differently  from  physical  or  speech  therapy  on  two  grounds. 
First,  occupational  therapy  services  are  not  covered  when  outpatient 
services  are  provided  through  clinics  and  organized  health  settings, 
although  physical  and  speech  therapy  services  are  covered  in  such  set- 
tings. Second,  patients  cannot  receive  occupational  therapy  through  a 
home  health  agency  unless  they  also  require  skilled  nursing  services, 
physical  therapy  or  speech  therapy. 

The  committee  bill,  therefore,  eliminates  these  distinctions  between 
occupational  therapy  and  the  other  therapy  groups.  It  expands  the 
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outpatient  physical  therapy  and  speech  patholo<^y  benefit  as  provided 
throiio-h  clinics,  rehabilitation  agencies,  and  other  organized  settings 
to  include  occupational  therapy.  Additionally,  it  amends  the  require- 
ments for  patients  to  qualify  for  home  health  services  to  provide  that 
a  need  for  occupational  therapy  alone  can  qualify  the  homebound 
patient  for  this  iDenefit.  However,  the  need  for  occupational  therapy 
alone  would  not  qualify  a  person  for  the  service  of  a  home  health  aide. 

In  administering  the  occupational  therapy  benefit,  the  committee 
intent  is  to  have  the  Department  of  HEW  apply  the  definition,  guide- 
lines, and  criteria  as  to  covered  and  noncovered  occupational  therapy 
services  included  in  the  "Skilled  Nursing  Facility  Manual"  Revision 
No.  100,  issued  by  the  Social  Security  Administration  in  November, 
1975. 

rOOD  STAMP  PURCHASES  BY  W^ELFAPJ]  RECIPIENTS 

(Section  201  of  Title  II  of  the  Bill) 

Under  a  provision  of  Public  Law  93-86,  State  agencies  were  man- 
dated to  withhold,  at  the  option  of  the  recipient,  the  amount  of  the 
AFDC  grant  needed  to  purchase  the  reciiDient's  food  stamp  allotment 
and  to  distribute  the  food  stamp  coupon  allotment  along  with  the 
reduced  cash  grant  (usually/  by  mail) . 

Although  many  States  do  use  Public  Assistance  Withholding 
(PAW)  issuance  successfully,  some  States  have  found  the  mandatory 
provisions  in  present  law  extremely  difficult  to  implement.  There  is  a 
serious  problem  in  the  mail  issuance  of  food  stamp  coupons  in  urban 
areas  where  the  probability  of  mail  loss  is  high.  Major  design  prob- 
lems are  met  in  attempting  to  coordinate  State-run  AFDC  systems 
with  locally  run  or  contracted-out  food  stamp  issuance  systems.  !Many 
States  even  though  they  utilize  computers  encounter  the  costly  problem 
of  computer  incompatibility  betAveen  the  AFDC  and  food  stani])  sys- 
tems. The  heavy  additional  cost  of  establishing  computer  capability 
to  implement  withholding  or  computer  compatibility  is  a  financial 
burden  with  which  a  number  of  States  cannot  cope.  There  is,  in  addi- 
tion, strong  opposition  in  some  States  to  requiring  that  the  public 
assistance  withholding  (PAW)  issuance  program  operate  in  all  areas 
of  the  State. 

The  committee  believes  the  problems  posed  by  State  agencies  are 
valid.  To  date,  only  21  States  and  one  jurisdiction  have  fully  imple- 
mented PAW  and  mail  issuance  program  of  food  stamp  coupons. 
Eight  other  States  have  implemented  the  program  in  some  of  the 
counties  in  the  State.  However,  21  States  and  3  jurisdictions 
have  not  implemented  the  PAW  and  mail  issuance  program.  The 
following  shows  the  breakdown  by  State. 

States  with  full  implementation 

Alaska,  Arizona,  Arkansas,  Delaware,  Guam,  Hawaii,  Idaho,  Iowa. 
Kansas,  Kentucky,  Mississippi,  New  Mexico,  North  Carolina,  Ohio, 
Oklahoma,  Oregon,  South  Carolina,  Utah,  Vermont,  Virginia,  AVash- 
ington,  and  West  Virginia. 

States  loith  partial  implementation 

California,  Colorado,  Indiana,  Maryland,  JNIinnesota,  New  York, 
Texas,  and  Wisconsin. 
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States  loithout  implementation 

Alabama,  Connecticut,  District  of  Columbia,  Florida,  Georgia, 
Illinois,  Louisiana,  Maine,  Massachusetts,  Michigan,  Missouri,  Mon- 
tana, Nebraska,  Nevada,  New  Hampshire,  New  Jersey,  North  Dakota, 
Pennsylvania,  Puerto  Rico,  Rhode  Island,  South  Dakota,  Tennessee, 
Virgin  Islands,  and  Wyoming. 

Under  current  law,  Agriculture  Department  regulations  mandate 
that  all  States  offer,  statewide,  PAW  food  stamp  issuance  procedures 
to  AFDC  recipients  beginning  J anuary  1, 1976. 

In  response  to  the  problems  encountered  by  some  States,  title  II 
of  the  committee  bill  will  give  States  the  option  of  offering  PAW 
issuance  procedures.  States  could  choose  not  to  offer  PAW  procedures, 
offer  them  statewide,  or  offer  them  only  in  selected  areas  of  the 
State.  For  those  States  choosing  to  offer  PAW  issuance  procedures  to 
AFDC  recipients,  the  administrative  cost  of  the  procedures  would 
continue  to  be  governed  by  the  Federal-State  cost-sharing  provisions 
of  the  Food  Stamp  Act. 

;  ,         III.  Costs  of  Carrying  Out  the  Bill 

In  compliance  with  section  252(a)  of  the  Legislative  Reorganization 
Act  of  1970,  the  following  statement  is  made  relative  to  the  costs  to  be 
incurred  in  carrying  out  this  bill. 

The  provision  allowing  the  Part  B  premium  to  increase  would  result 
in  reduced  general  revenue  outlays  of  $184  million  in  fiscal  1977, 
with  increased  reduction  each  year  to  a  reduction  of  $725  million  in 
fiscal  198L 

The  provision  preventing  rollbacks  in  physicians'  fees  would  cost 
$37  million  in  fiscal  1976.  ^ 

The  provision  broadening  coverage  of  occupational  therapy  services 
would  have  a  cost  of  $1  million  in  fiscal  year  1976  and  $2  million  per 
year  thereafter. 

The  provision  relating  to  food  stamps  will  save  an  estimated  $3 
million  in  Federal  funds  in  fiscal  year  1976. 

The  committee  believes  that  the  other  provisions  have  either  no  cost 
or  have  only  a  nominal  cost. 

IV.  Vote  of  Committee  in  Reporting  the  Bill 

In  compliance  with  section  133  of  the  Legislative  Reorganization 
Act,  as  amended,  the  following  statement  is  made  relative  to  the 
vote  of  the  committee  on  reporting  the  bill.  This  bill  was  ordered 
favorably  reported  by  the  committee  without  a  roUcall  vote  and  with- 
out objection. 

V.  Changes  in  Existing  Law 

In  the  opinion  of  the  committee,  it  is  necessary  in  order  to  expedite 
the  business  of  the  Senate,  to  dispense  with  the"  requirements  of  sub- 
section 4  of  rule  XXIX  of  the  Standing  Rules  of  the  Senate  (relating 
to  tlie  showing  of  changes  in  existing  law  made  by  the  bill,  as 
reported). 
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To  amend  the  Social  Security  Act  to  expedite  the  holding  of  h(^rings  under  titles 
II,  XVI,  and  XVIII  by  establishing  uniform  review  procedures  under  such 
titles,  and  for  other  i>urposes. 

Be  it  enacted  hy  the  Senate  and  House  of  Representatives  of  the 
United  States  of  America  in  Congress  assembled,  That  section  1631  (c) 
of  the  Social  Security  Act  is  amended  to  read  as  follows : 


"(c)(1)  The  Secretary  is  directed  to  make  findings  of  fact,  and 
decisions  as  to  the  rights  of  any  individual  applying  for  payment 
under  this  title.  The  Secretary  shall  provide  reasonable  notice  and 
opportunity  for  a  hearing  to  any  individual  who  is  or  claims  to  be 
an  eligible  individual  or  eligible  spouse  and  is  in  disagreement  with 
any  determination  under  this  title  with  i-espect  to  eligibility  of  such 
individual  for  benefits,  or  the  amount  of  such  individual's  benefits,  if 
such  individual  requests  a  hearing  on  the  matter  in  disagreement 
wdthin  sixty  days  after  notice  of  such  determination  is  received,  and, 
if  a  hearing  is  held,  shall,  on  the  basis  of  evidence  adduced  at  the 
hearing  affirm,  modify,  or  revei-se  his  findings  of  fact  and  such  deci- 
sion. The  Secretary  is  fiu'ther  authorized,  on  his  own  motion,  to  hold 
such  hearings  and  to  conduct  such  investigations  and  other  proceedings 
as  he  may  deem  necessary  or  proper  for  the  administration  of  this  title. 
In  the  course  of  any  hearing,  investigation,  or  other  proceeding,  he 
may  administer  oaths  and  affirmations,  examine  witnesses,  and  receive 
evidence.  Evidence  may  be  received  at  any  hearing  before  the  Secretary 
even  though  inadmissible  under  the  rules  of  evidence  applicable  to 
court  procedure. 

"(2)  Determination  on  the  basis  of  such  hearing,  except  to  the 
extent  that  the  matter  in  disagreement  involves  a  disability  (within 
the  meaning  of  section  1614(a)  (3) ),  shall  be  made  within  ninety  days 
after  the  individual  requests  the  hearing  as  provided  in  pai-agraph  ( 1 ) . 

"  (3)  The  final  determination  of  the  Secretary  after  a  hearing  under 
paragraph  (1)  shall  be  subject  to  judicial  review  as  provided  in  section 
205  (g)  to  the  same  extent  as  the  Secretary's  final  determinations  under 
section  205.". 

Sec.  2.  Section  1631(d)  of  the  Social  Security  Act  is  amended  by 
striking  out  paragraph  (2),  and  by  redesignating  paragraph  (3)  as 
paragraph  (2). 

Sec.  3.  The  persons  appointed  under  section  1631(d)(2)  of  the 
Social  Security  Act  (as  in  effect  prior  to  the  enactment  of  this  Act) 
to  serve  as  hearing  examiners  in  hearings  under  section  1631(c)  of 
such  Act  may  conduct  hearings  under  titles  II,  XVI,  and  XVIII  of 
the  Social  Security  Act  if  the  Secretary  of  Health,  Education,  and 
Welfare  finds  it  will  promote  the  achievement  of  the  objectives  of 
such  titles,  notwithstanding  the  fact  that  their  appointments  were 
made  without  meeting  the  requirements  for  hearing  examiners 
appointed  under  section  3105  of  title  5,  United  States  Code;  but  their 
appointments  shall  terminate  not  later  than  at  the  close  of  the  period 
ending  December  31, 1978,  and  during  that  period  they  shall  be  deemed 
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to  be  hearing  examiners  appointed  under  such  section  3105  and  sub- 
ject as  such  to  subchapter  II  of  chapter  5  of  title  5,  United  States 
Code,  to  the  second  sentence  of  such  section  3105,  and  to  all  of  the 
other  provisions  of  such  title  5  which  apply  to  liearing  examiners 
appointed  under  such  section  3105. 

Sec.  4.  The  third  sentence  of  section  •205(b)  of  tlie  Social  Security 
Act  is  amended  to  read  as  follows :  ''Any  such  request  with  respect  to 
such  a  decision  must  be  filed  within  sixty  days  after  notice  of  such 
decision  is  received  by  the  individual  making  such  request.". 

Sec.  5.  The  amendments  made  by  the  first  two  sections  of  this  Act, 
and  the  provisions  of  section  3,  shall  take  effect  on  the  date  of  the 
enactment  of  this  Act.  The  amendment  made  by  section  4  of  this  Act 
shall  apply  with  respect  to  any  decision  or  determination  of  which 
notice  is  received,  by  the  individual  requesting  the  hearing  involved, 
after  February  29,  1976.  The  amendment  made  by  the  first  section  of 
this  Act,  to  the  extent  that  it  changes  the  period  within  which  hear- 
ings must  be  requested,  shall  ai)ply  with  respect  to  any  decision  or 
determination  of  which  notice  is  received,  by  the  individual  requesting 
the  hearing  involved,  on  or  after  the  date  of  the  enactment  of  tliis  Act. 

Sec.  6.  (a)  Notwithstanding  tlie  provisions  of  subsection  (d)(5)(A) 
of  section  218  of  the  Social  Security  Act  and  the  references  tiiereto  in 
subsections  (d)  (1)  and  (d)  (3)  of  such  section  218,  the  agreement  with 
the  State  of  West  Virginia  heretofore  entered  into  pursuant  to  such 
section  218  may,  at  any  time  prior  to  1977,  be  modified  pursuant  to 
subsection  (c)  (4)  of  such  section  218  so  as  to  apply  to  services  per- 
formed in  policemen's  or  firemen's  positions  covered  by  a  retirement 
system  on  the  date  of  the  enactment  of  this  Act  by  individuals  as 
employees  of  any  class  III  or  class  IV  municipal  corporation  (as 
defined  in  or  under  tlie  laws  of  the  State)  if  the  State  of  West  Virginia 
has  at  any  time  prior  to  the  date  of  the  enactment  of  this  Act  paid  to 
the  Secretary  of  tlie  Treasury,  with  respect  to  any  of  the  services  i:>er- 
formed  in  such  positions  by  individuals  as  employees  of  such  municipal 
corporation,  the  sums  prescribed  pursuant  to  subsection  (e)  (1)  of  such 
section  218.  For  pui-poses  of  this  subsection,  a  retirement  system  which 
covers  positions  of  policemen  or  firemen,  oi-  both,  and  other  positions, 
shall,  if  the  State  of  West  Virginia  so  desires,  be  deemed  to  be  a  sepa- 
rate retirement  system  with  respect  to  the  positions  of  such  policemen 
or  firemen,  or  both,  as  the  case  niay  be. 

(b)  Notwithstanding  the  provisions  of  subsection  (f )  of  section  218 
of  the  Social  Secui'ity  Act,  any  modification  in  the  agreement  with  the 
State  of  West  Virginia  under  subsection  (a)  of  this  section,  to  the 
extent  it  involves  services  performed  by  individuals  as  employees  of 
any  class  III  or  class  IV  municipal  corpoi-ation,  may  be  made  elective 
with  respect  to — 

(1)  all  services  perfonned  by  such  indi\idual.  in  any  police- 
men's or  firemen's  position  to  which  the  modification  I'elates,  on 
or  after  the  date  of  the  enactment  of  this  Act;  and 

(2)  all  services  performed  by  such  individual  in  such  a  position 
before  such  date  of  enactment  with  respect  to  which  the  State 
of  West  Virginia  has  paid  to  tlie  Secretary  of  the  Treasury  the 
sums  prescribed  pursuant  to  subsection  (e)  (1)  of  such  section  218 
at  the  time  or  times  established  pursuant  to  such  subsection 
(e)  (1),  if  and  to  the  extent  that— 

(A)  no  refund  of  the  sums  so  paid  has  been  obtained,  or 

(B)  a  refund  of  part  or  all  of  the  sums  so  paid  has  been 
obtained  but  the  State  of  West  Virginia  repays  to  the  Secre- 
tary of  the  Treasury  the  amount  of  such  refund  within  ninety 
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days  after  the  date  that  tlie  modification  is  agreed  to  by  the 
State  and  the  Secretary  of  Health,  Education,  and  Welfare. 
Sec.  7.  Notwithstanding  any  other  provision  of  law,  no  regulation 
and  no  modification  of  any  regulation,  promulgated  hy  the  Secretary 
of  Health,  Education,  and  Welfare,  after  the  date  of  enactment  of  this 
Act,  shall  become  effective  prior  to  the  end  of  the  eighteen-month 
period  which  begins  Avith  the  fii-st  day  of  the  first  calendar  montli 
which  begins  after  the  date  on  which  such  regulation  or  modification 
of  a  regulation  is  published  in  the  Federal  Register,  if  and  insofar  as 
such  regulation  or  modification  of  a  regulation  peitains,  directly  or 
indirectly,  to  the  frequency  or  due  dates  for  payments  and  reports 
required  under  section  218(e)  of  the  Social  Secui'ity  Act. 

Sec.  8.  (a)  This  section  may  be  cited  as  the  "Combined  Old- Age, 
Survivors,  and  Disability  Insurance-Income  Tax  Reporting  Amend- 
ments of  1975". 

(b)  Title  II  of  the  Social  Security  Act  is  amended  by  adding  after 
section  231  the  following  section : 

"processing  of  tax  data 

"Sec.  232.  The  Secretaiy  of  the  Treasury  shall  make  available  infor- 
mation returns  filed  pursuant  to  part  III  of  subchapter  A  of  chapter  61 
of  subtitle  F  of  the  Internal  Revenue  Code  of  1951,  to  the  Secretar}^ 
for  the  purposes  of  this  title  and  title  XL  The  Secretary  and  the  Sec- 
retary of  the  Treasury  are  authorized  to  enter  into  an  agreement  for 
the  processing  by  the  Secretary  of  information  contained  in  returns 
filed  pursuant  to  pait  III  of  subchapter  A  of  chapter  61  of  subtitle  F 
of  the  Internal  Revenue  Code  of  1954.  Notwithstanding  the  provisions 
of  section  6103(a)  of  the  Internal  Revenue  Code  of  1954,  the  Secretary 
of  the  Treasury  shall  make  available  to  the  Secretary  such  documents 
as  may  be  agreed  upon  as  being  necessary  for  purposes  of  such  proc- 
essing. The  Secretary  shall  process  any  withholding  tax  statements  or 
other  documents  made  available  to  him  by  the  Secretary  of  tlie  Treas- 
ury pursuant  to  this  section.  Any  agreement  made  pursuant  to  this 
section  shall  remain  in  full  force  and  effect  until  m.odified  or  otherwise 
changed  by  mutual  agreement  of  the  Secretaiy  and  the  Secretary  of 
the  Treasury.". 

(c)  Section  232  of  the  Social  Security  Act,  as  added  by  subsection 
(b)  of  this  section,  shall  be  effective  with  respect  to  statements  report- 
ing income  received  after  1977. 

(d)  (1)  Section  201(g)(1)  of  such  Act  is  amended  to  read  as 
follows : 

"(g)  (1)  (A)  The  Managing  Trustee  of  the  Trust  Funds  (which  for 
purposes  of  this  paragraph  shall  include  also  the  Federal  Hospital 
Insurance  Trust  Fund  and  the  Federal  Supplementary  Medical  Insur- 
ance Trust  Fund  established  by  title  XVIII)  is  directed  to  pay  from 
the  Trust  Funds  into  the  Treasury — 

"  (i)  the  amounts  estimated  by  him  and  the  Secretary  of  Health, 
Education,  and  Welfare  which  will  be  expended,  out  of  moneys 
appropriated  from  the  general  fund  in  the  Treasury,  during  a 
three-month  period  by  the  Department  of  Health,  Education,  and 
Welfare  and  the  Treasury  Department  for  the  administration  of 
titles  II,  XVI,  and  XVIII  of  this  Act  and  subchapter  E  of  chap- 
ter 1  and  subchapter  A  of  chapter  9  of  the  Internal  Revenue  Code 
of  1939,  and  chapters  2  and  21  of  the  Internal  Revenue  Code  of 
1954,  less 
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"(ii)  the  amounts  estimated  (pursuant  to  the  method  pre- 
scribed by  the  Board  of  Trustees  under  paragraph  (4)  of  this 
subsection)  by  the  Secretary  of  Health,  Education,  and  Welfare 
which  will  be  expended,  out  of  moneys  made  available  for  expend- 
itures from  the  Trust  Funds,  during  such  three-month  period 
to  cover  the  cost  of  carrying  out  the  functions  of  the  Department 
of  Health,  Education,  and  Welfare,  specified  in  section  232,  which 
relate  to  the  administration  of  provisions  of  the  Internal  Revenue 
Code  of  1954  other  than  those  referred  to  in  clause  (i). 
Such  payments  shall  be  carried  into  the  Treasury  as  the  net  amount  of 
repayments  due  the  general  fund  account  for  reimbursement  of 
expenses  incurred  in  connection  with  the  administration  of  titles  II, 
XVI,  and  XVIII  of  this  Act  and  subchapter  E  of  chapter  1  and  sub- 
chapter A  of  chapter  9  of  the  Internal  Revenue  Code  of  1939,  and 
chapters  2  and  21  of  the  Internal  Revenue  Code  of  1954.  A  final 
accounting  of  such  payments  for  any  fiscal  year  shall  be  made  at  the 
earliest  practicable  date  after  the  close  thereof.  There  are  hereby 
authorized  to  be  made  available  for  expenditure,  out  of  any  or  all  of 
the  Trust  Funds,  such  amounts  as  the  Congress  may  deem  appropriate 
to  pay  the  costs  of  the  part  of  the  administration  of  this  title,  title 
XVI,  and  title  XVIII  for  which  the  Secretary  of  Health,  Education, 
and  Welfare  is  responsible  and  of  carrying  out  the  functions  of  the 
Department  of  Health,  Education,  and  Welfare,  specified  in  section 
232,  which  relate  to  the  administration  of  provisions  of  the  Internal 
Revenue  Code  of  1954  other  than  those  referred  to  in  clause  (i)  of  the 
first  sentence  of  this  subparagraph. 

"(B)  After  the  close  of  each  fiscal  year  the  Secretary  of  Health, 
Education,  and  Welfare  shall  determine  the  portion  of  the  costs, 
incurred  during  such  fiscal  year,  of  administration  of  this  title,  title 
XVI,  and  title  XA^III  and  of  carrying  out  the  functions  of  the  Depart- 
ment of  Health,  Education,  and  Welfare,  specified  in  section  232,  which 
relate  to  the  administration  of  provisions  of  the  Internal  Revenue  Code 
of  1954  (other  than  those  referred  to  in  clauses  (i)  of  the  first  sentence 
of  subparagraph  (A) ),  which  should  have  been  borne  by  the  general 
fund  in  the  Treasury  and  the  portion  of  such  costs  which  should  have 
been  borne  by  each  of  the  Trust  Funds;  except  that  the  determination 
of  the  amounts  to  be  borne  by  the  general  fund  in  the  Treasury  with 
respect  to  expenditures  incurred  in  carrying  out  such  functions  speci- 
fied in  section  232  shall  be  made  pursuant  to  the  method  prescribed 
by  the  Board  of  Trustees  under  paragraph  (4)  of  this  subsection.  After 
such  determination  has  been  made,  the  Secretary  of  Health,  Education, 
and  Welfare  shall  certify  to  the  Managing  Trustee  the  amounts,  if  any, 
which  should  be  transferred  from  one  to  any  of  the  other  of  such  Triist 
Funds  and  the  amounts,  if  any,  which  should  be  transferred  between 
the  Trust  Funds  (or  one  of  the  Trust  Funds)  and  the  general  fund 
in  the  Treasury,  in  order  to  insure  that  each  of  the  Trust  Funds  and 
the  general  fund  in  the  Treasury  have  borne  their  proper  share  of 
the  costs,  incuried  dui-ing  such  fiscal  year,  for  the  part  of  the  admin- 
istration of  this  title,  title  XVI.  and  title  XVIII  for  which  the  Secre- 
tary of  Health,  Education,  and  Welfare  is  responsible  and  of  carrying 
out  the  functions  of  the  Department  of  Health,  Education,  and 
Welfare,  specified  in  section  232,  which  relate  to  the  administration  of 
provisions  of  the  Internal  Revenue  Code  of  1954  (other  than  those 
referred  to  in  clause  (i)  of  the  first  sentence  of  subparaaniph  (A)). 
The  Man  aging  Trustee  is  author  ized  and  directed  to  transfer  anv  such 
amounts  in  accordance  with  any  certification  so  made.''. 
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(2)  Subsection  (g)  of  such  section  is  further  amended  by  adding  at 
the  end  thereof  the  following  new  paragraph  : 

"(4)  The  Board  of  Trustees  shall  prescribe  before  January  1,  1981, 
the  method  of  determining  the  costs  which  should  be  borne  by  the  gen- 
eral fund  in  the  Treasury  of  carrying  out  the  functions  of  the  Depart- 
ment of  Health,  Education,  and  Welfare,  specified  in  section  232, 
which  relate  to  the  administration  of  provisions  of  the  Internal 
Revenue  Code  of  1954  (other  than  those  referred  to  in  clause  (i)  of 
the  first  sentence  of  paragraph  (1)(A)).  If  at  any  time  or  times 
thereafter  the  Boards  of  Trustees  of  such  Trust"  Funds  deem  such 
action  advisable  they  may  modify  the  method  so  determined.''. 

(e)  Any  persons  the  Board  of  Trustees  finds  necessary  to  employ  to 
assist  it  in  performing  its  functions  under  section  201(g)(4)  of  the 
Social  Security  Act  may  be  appointed  without  regard  to  the  civil 
service  or  classification  laws,  shall  be  compensated,  while  so  employed 
at  rntes  fixed  by  the  Board  of  Trustees,  but  not  exceeding  $100  per  day, 
and,  while  away  from  their  homes  or  regular  places  of  business,  they 
may  be  allowed  traveling  expenses,  including  per  diem  in  lieu  of  sub- 
sistence, as  authorized  by  law  for  persons  in  the  Government  service 
employed  intermittently. 

(f )  The  Seci'etary  shall  not  make  any  estimates  pursuant  to  section 
201(g)  (1)  (A)  (ii)  of  the  Social  Security  Act  before  the  Board  of 
Trustees  prescribes  the  method  of  determining  costs  as  provided  in 
section  201  (g)  (4)  of  such  Act.  The  determinations  pursuant  to  section 
201(g)  (1)  (B)  of  the  Social  Security  Act  with  respect  to  the  carrying 
out  of  the  functions  of  the  Department  of  Health,  Education,  and  Wel- 
fare specified  in  section  232  of  such  Act,  whicii  relate  to  the  administra- 
tion of  provisions  of  the  Internal  Ke venue  Code  of  1954  (other  than 
those  referred  to  in  clause  (i)  of  the  first  sentence  of  section  201  (g)  (1) 
(A)  of  the  Social  Security  Act),  during  fiscal  years  ending  before  the 
Board  of  Trustees  prescribes  the  method  of  making  such  determina- 
tions, shall  be  made  after  the  Board  of  Trustees  has  prescribed  such 
method.  The  Secretary  of  Health.  Education,  and  A\'elfare  shall  certify 
to  the  Managing  Trustee  the  amounts  that  should  be  transfei'red  from 
the  general  fimd  in  the  Ti'easury  to  the  Trust  Funds  (as  referred  to 
in  section  201(g)  (1)  (A)  of  the  Social  Security  Act)  to  insure  that  the 
general  fuiul  in  the  Treasury  bears  its  proper  share  of  the  costs  of 
can-ying  out  such  functions  in  such  fiscal  years.  The  Managing  Trustee 
is  authorized  and  directed  to  transfer  any  such  amounts  in  accordance 
with  any  certification  so  made. 

(g)  Section  6103  of  the  Internal  Revenue  Code  of  1954  is  amended 
by  adding  at  the  end  thei-eof  the  following  new  subsection  : 

"(g)  DrscLosuKE  OF  Infokmation  to  Secretary  of  IlEAi/ni,  Educa- 
tion, AND  Welfare. — The  Secretary  or  his  delegate  is  authorized  to 
make  available  to  the  Secretary  of  Health,  Education,  and  Welfare 
information  returns  filed  pursuant  to  part  III  of  subchapter  A  of 
chapter  61  of  subtitle  F  for  the  purpose  of  carrying  out,  in  accordance 
with  an  agreement  entered  into  pursuant  to  section  232  of  the  Social 
Security  Act,  an  effective  information  return  processing  program. ". 

(h)  (1)  Section  230(1))  (2)  of  the  Social  Security  Act  is  amended  to 
read  as  follows : 

''(2)  the  ratio  of  (A)  the  average  of  the  wages  of  all  employees 
as  reported  to  the  Seci-etarv  of  the  Treasury  for  the  calendar 
year  preceding  the  calendar  year  in  which  the  determination 
under  subsection  (a)  with  respect  to  such  particular  calendar 
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year  was  made  to  (B)  the  average  of  the  wages  of  all  employees 
as  reported  to  the  Secretary  of  the  Treasury  for  the  calendar  year 
1973  or,  if  later,  the  calendar  year  preceding  the  most  recent  calen- 
dar year  in  which  an  increase  in  the  contribution  and  benefit  base 
was  enacted  or  a  determination  resulting  in  such  an  increase  was 
made  under  subsection  (a),". 
42  use  430.  (2)  Section  230(b)  of  such  Act  is  further  amended  by  adding  at 

the  end  thereof  the  following  new^  sentence:  "For  purposes  of  this 
subsection,  the  average  of  the  wages  for  the  calendar  year  1978  (or 
any  prior  calendar  year)  shall,  in  the  case  of  determinations  made 
under  subsection  (a)  prior  to  December  31,  1979,  be  deemed  to  be  an 
amount  equal  to  400  per  centum  of  the  amount  of  the  average  of  the 
taxable  wages  of  all  employees  as  reported  to  the  Secretary  for  the 
first  calendar  quarter  of  such  calendar  year." 
42  use  403.  (i)(l)  Section  203(f)  (8)  (B)  (ii)  of  the  Social  Security  Act  as 

amended — 

(A)  in  clause  (I)  thereof,  by  striking  out  "taxable  wages  of  all 
employees  as  reported  to  the  Secretary  for  the  first  calendar  quar- 
ter of  the  calendar  year",  and  inserting  in  lieu  thereof  "wages  of 
all  employees  as  reported  to  the  Secretary  of  the  Treasury  for 
the  calendar  year  preceding  the  calendar  year",  and 

(B)  in  clause  (II)  thereof,  by  striking  out  "taxable  wages  of 
all  employees  as  reported  to  the  Secretary  for  the  first  calendar 
quarter  of  1973,  or,  if  later,  the  first  calendar  quarter  of  the  most 
recent  calendar  year",  and  inserting  in  lieu  thereof  "wages  of  all 
employees  as  reported  to  the  Secretary  of  the  Treasury  for  the 
calendar  year  1973,  or,  if  later,  the  calendar  year  preceding  the 
most  recent  calendar  year". 

(2)  Section  203(f)  (8)  (B)  (ii)  of  such  Act  is  further  amended  by 
adding  at  the  end  thereof  the  following  new  sentence :  "For  purposes 
of  this  clause  (ii),  the  average  of  the  wages  for  the  calendar  year  1978 
(or  any  prior  calendar  year)  shall,  in  the  case  of  determinations  made 
under  subparagraph  (A)  prior  to  December  31,  1979,  be  deemed  to  be 
an  amount  equal  to  400  per  centum  of  the  amount  of  the  average  of  the 
taxable  wages  of  all  employees  as  reported  to  the  Secretary  for  the 
first  calendar  quarter  of  such  calendar  year.". 
42  use  424a.  (j)  Section  224(f)  (2)  of  the  Social  Security  Act  is  amended,  in  the 

first  sentence  thereof,  by — 

(1)  inserting  "before  the  calendar  year"  immediately  after 
"calendar  year",  and 

(2)  inserting  "before  the  calendar  year"  immediately  after 
"taxable  year". 

42  use  418  (k)  Notwithstanding  the  provisions  of  section  218 (i)  of  the  Social 

note.  Security  Act,  nothing  contained  in  the  amendments  made  by  the  pre- 

42  use  418.  ceding  provisions  of  this  section  shall  be  construed  to  authorize  or 
require  the  Secretary,  in  promulgating  regulations  or  amendments 
thereto  under  such  section  218  (i),  substantially  to  modify  the  pro- 
cedures, as  in  effect  on  December  1, 1975,  for  the  reporting  by  States  to 
the  Secretary  of  the  vrages  of  individuals  covered  by  social  security 
pursuant  to  Federal-State  agreements  entered  into  pursuant  to  sec- 
tion 218  of  the  Social  Security  Act. 
42  use  1382a.  Sec.  9.  Section  1612(b)  (2)  of  the  Social  Security  Act  (as  enacted  by 
section  301  of  the  Social  Security  Amendments  of  1972)  is  amended 
(1)  by  inserting  (A)  immediately  after  (2),  and  (2)  by  adding  at  the 
end  thereof  the  following  new  subparagraph : 
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"(B)  Monthly  (or  other  periodic)  payments  received  by  any  indi- 
vidual, under  a  program  established  prior  to  July  1, 1973,  if  such  pay- 
ments are  made  by  the  State  of  which  the  individual  receiving  such 
payments  is  a  resident,  and  if  eligibility  of  any  individual  for  such 
payments  is  not  based  on  need  and  is  based  solely  on  attainment  of  age 
65  and  duration  of  residence  in  such  State  by  such  individual.". 

Sec.  10.  (a)  Section  7652(b)  (3)  of  the  Internal  Kevenue  Code  of  Shipments 
1954  is  amended—  to  the  U.  S. 

(1)  by  striking  out  the  first  sentence  and  inserting  in  lieu     26  USC  7652. 
thereof  the  following :  "Beginning  with  the  calendar  quarter  end- 
ing September  30, 1975,  and  quarterly  thereafter,  the  Secretary'  or 

his  delegate  shall  determine  the  amount  of  all  taxes  imposed  by, 
and  collected  during  the  quarter  under,  the  internal  revenue  law^s 
of  the  United  States  on  articles  produced  in  the  Virgin  Islands  and 
transported  to  the  United  States." ; 

(2)  by  amending  the  first  sentence  of  subparagraph  (A)  to  read 
as  follows :  "There  shall  be  transferred  and  paid  over,  as  soon  as 
practicable  after  the  close  of  the  quarter,  to  the  Government  of  the 
Virgin  Islands  from  the  amounts  so  determined  a  sum  equal  to  the 
total  amount  of  the  revenue  collected  by  the  Government  of  the 
Virgin  Islands  during  the  quarter,  as  certified  by  the  Government 
Comptroller  of  the  Virgin  Islands." ;  and 

(3)  by  amending  the  sentence  immediately  following  subpara- 
graph (C)  by  striking  out  "at  the  beginning"  and  inserting  in  lieu 
thereof  the  following :  "with  respect  to  the  four  calendar  quarters 
immediately  preceding  the  begmning". 

(b)  The  amendments  made  by  paragraphs  (1)  and  (2)  of  subsection     26  USC  7652 
(a)  shall  apply  with  respect  to  all  taxes  imposed  by,  and  collected  after  note. 
June  30, 1975,  under,  the  internal  revenue  laws  of  the  United  States  on 
articles  produced  in  the  Virgin  Islands  and  transported  to  the  United 
States. 

Approved  January  2,  1976. 
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Mr.  Ullmax,  from  the  Committee  on  Ways  and  Means, 
submitted  the  following 

REPORT 

[To  accompany  H.R.  10727] 

The  Committee  on  Ways  and  eMans,  to  whom  was  referred  the  bill 
(H.R.  10727)  to  amend  the  Social  Security  Act  to  expedite  the  hold- 
ing of  hearings  under  titles  II,  XVI,  and  XVIII  by  establishing  uni- 
form review  procedures  under  such  titles,  having  considered  the  same, 
report  favorably  thereon  without  amendment  and  recommend  that 
the  bill  do  pass. 

Purpose  and  Scope 

The  purpose  of  H.E.  10727  is  to  expedite  the  holding  of  hearings  for 
social  security  claimants  whose  applications  for  benefits  have  been 
denied.  This  is  an  emergency  bill  designed  to  take  the  most  effective 
action  that  can  be  taken  immediately  to  help  reduce  the  enormous 
backlog  of  social  security  appeals  cases  new  pending  within  the  Social 
Security  Administration.  At  the  present  time,  there  are  approximately 
105,000  cases  before  the  Bureau  of  Hearings  and  Appeals  of  the  Social 
Security  Administration,  including  social  security  disability  and  re- 
tirement cases.  Supplemental  Security  Income  (SSI)  cases.  Medi- 
care cases,  and  black  lung  cases. 

The  appeals  procedures  under  the  SSI  program  (title  XVI  of  the 
Act)  differ  from  those  that  apply  to  hearings  conducted  under  the 
Old- Age,  Survivors  and  Disability  Insurance  program  (title  II)  and 
the  Medicare  program  (title  XVIII).  In  addition,  SSI  appeals  are 
heard  by  social  security  hearing  examiners  whose  appointment  is  pro- 
vided for  in  title  XVI  of  the  Act,  while  social  security  and  medicare 
appeals  are  heard  by  Administrative  Law  Judges  appointed  under 
the  Administrative  Procedure  Act. 

H.R.  10727  would  eliminate  the  distinctions  between  hearings  under 
title  XVI  and  those  that  are  conducted  under  title  II  and  title  XVIII 
of  the  Act.  The  bill  also  provides  for  the  more  effective  use  of  hear- 
ing officers  within  the  Social  Security  Administration  by  giving  the 
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authority  to  persons  who  have  been  appointed  as  SSI  hearing  ex- 
aminers to  hear  cases  under  title  II  and  title  XVIII  for  a  temporary 
period  of  time  terminating  December  31,  1978.  They  will,  unlike  cur- 
rent SSI  hearing  examiners,  operate  under  the  provisions  of  the  Ad- 
ministrative Procedure  Act  which  are  designed  to  assure  independence 
of  hearings  officers  from  agency  control. 

General  Discussion 

Need  for  Legislation 

There  is  currently  a  tremendous  backlog  of  hearings  cases  before 
the  Bureau  of  Hearings  and  Appeals  and  every  Member  of  Congress 
has  heard  from  constituents  concerning  cases  where  claimants  have 
had  to  wait  many  months  and  even  years  for  a  hearing  and  decision 
in  their  case.  Within  recent  months  the  Bureau  of  Hearings  and  Ap- 
peals has  made  significant  gains  in  increasing  the  productivity  of 
Administrative  Law  Judges  (ALJs)  with  the  result  that  the  current 
case  backlog  is  being  reduced  by  1,000  cases  a  month.  If  the  authority 
in  this  bill  is  enacted  it  has  been  estimated  that  the  hearing  backlog 
will  be  reduced  by  3,000  a  month  so  that  in  18  months  cases  can  be 
adjudicated  within  90  days. 

At  the  request  of  73  Members  of  Congress,  the  Subcommittee  on 
Social  Security  held  extensive  hearings  on  this  subject  in  September 
and  October  and  heard  from  43  witnesses  including  some  of  the  fore- 
most experts  in  administrative  law  and  social  security.  The  Subcom- 
mittee also  heard  from  the  various  associations  of  hearing  examiners 
and  Administrative  Law  Judges.  Many  suggestions  were  made  for 
changes  in  the  hearings  procedures  and  the  administration  of  the  dis- 
ability programs  ranging  from  minor  amendments  to  massive  struc- 
tural changes. 

In  this  regard,  the  Committee  recommends  that  the  Social  Security 
Administration  authorize  the  Center  for  Administrative  Justice  to 
make  a  study  of  the  Social  Security  appeals  procedures  and  make 
recommendations  for  any  structural  changes  relating  to  improving 
both  the  speed  and  quality  of  Social  Security  adjudications.  Although 
most  witnesses  appearing  before  the  Subcommittee  agreed  that  the 
current  appeals  system  under  the  Administrative  Procedure  Act  is 
in  the  public  interest,  some  witnesses,  including  the  Civil  Service 
Commission,  expressed  a  contrary  view.  Thus,  the  reconmiended  study 
should  address  this  broad  issue  together  with  such  subjects  as  the 
appropriate  qualifications,  method  of  appointment,  and  position  and 
grade  classification  of  Social  Security  ALJs. 

Although  it  intends  to  consider  the  appeals  process  in  depth  when 
it  takes  up  comprehensive  Social  Security  legislation  next  session,  the 
Committee  now  recommends  a  relatively  limited  bill  which  could  be 
enacted  into  law  this  year.  Additional  amendments  might  have  the 
effect  of  complicating  and  making  the  bill  more  subject  to  controversy. 

Provisions  of  the  Bill 

The  bill  eliminates  the  distinction  in  the  nature  of  hearings  and 
hearing  officers  under  the  Social  Security  and  SSI  programs,  thus 
resulting  in  a  common  corps  of  hearing  officers  authorized  to  conduct 
hearings  under  both  programs  with  common  procedural  safeguards 
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provided  under  the  Social  Security  Act  and  the  Administrative  Pro- 
cedure Act. 

The  first  provision  of  the  bill  would  amend  Section  1631(c)  ot  the 
Social  Security  Act  to  provide  the  same  rights  to  hearing  and  ad- 
ministrative and  judicial  review  with  respect  to  claims  under  title 
XVI  (SSI)  of  the  Act  as  to  apply  to  title  II  (Social  Security)  and 
title  XVIII  (Medicare)  claims  under  Section  205(b)  and  205(g) 
of  the  Act.  This  is  necessary  to  override  an  interpretation  of  the  Civil 
Service  Commission  that  the  Administrative  Procedure  Act  was  not 
applicable  to  SSI  hearings  and  which  required  the  appointment  of 
non-APA  hearings  officers  who  could  not  hear  Social  Security  and 
Medicare  cases.  This  action  greatly  exacerbated  the  current  hearing 
crisis  and  the  validity  of  the  SSI  hearings  has  been  challenged  in  the 
Courts  as  second  class  justice.  The  Committee  bill  will  put  this  matter 
to  rest  by  clearly  providing  on-the-record  administrative  hearings  and 
judicial  review  of  a  parallel  nature  for  Social  Security,  SSI  and  Medi- 
care claimants. 

The  principal  modifications  to  Section  1631(c),  which  presently 
provides  general  authority  to  the  Secretary  to  conduct  hearings  on 
SSI  appeals,  would  be : 

(1)  the  specfic  requirement  that  decisions  after  a  hearing  must 
be  on  the  basis  of  evidence  adduced  at  the  hearing ; 

(2)  an  increase  in  the  period  during  which  requests  for  review 
must  be  filed  from  30  days  to  60  days ; 

(3)  the  addition  of  specific  authority  for  the  Secretary  to  hold 
hearings  and  make  findings  of  fact,  administer  oaths,  examine 
witnesses  and  receive  evidence ;  and  authority  to  receive  evidence 
at  a  hearing  even  though  inadmissible  under  the  rules  of  evidence 
applicable  to  court  procedure ; 

(4)  to  make  the  final  determinations  of  the  Secretary  subject 
to  the  "substantial  evidence  rule"  upon  judicial  review  by  elimi- 
nating language  presently  in  Section  1631(c)  (3)  whch  provides 
that  the  determinations  of  the  Secretary  "as  to  any  fact  shall  be 
final  and  conclusive  and  not  subject  to  review  by  any  court". 

The  principal  effect  of  this  last  modification  is  to  apply  the  same 
rules  of  judicial  review  of  title  XVI  cases  as  apply  to  title  II  cases. 
By  removing  this  language  from  title  XVI,  findings  of  fact  of  the 
Secretary  in  SSI  cases,  if  supported  by  substantial  evidence,  shall  be 
conclusive  as  are  such  findings  under  title  11.  Your  Committee  believes 
that  both  programs  should  be  under  the  "substantial  evidence  rule", 
but  that  this  should  not  be  interpreted  by  the  courts  as  a  license  to 
vary  from  strict  adherence  to  its  principles.  With  over  4,000  social 
security  disability  cases  now  pending  in  the  United  States  District 
Courts,  and  the  possibility  of  a  similar  caseload  developing  in  the  SSI 
program,  when  its  appeals  are  fully  felt,  the  practice  of  certain  courts 
to  make  de  novo  factual  determinations  would  result  in  very  serious 
problems  for  the  federal  judiciary  and  the  social  security  program. 

Your  Committee  bill  would  repeal  section  1631(d)  (2)  of  the  Social 
Security  Act.  This  is  the  section  of  the  law  under  which,  pursuant  to 
Civil  Service  Commission  interpretation,  non-APA  hearing  examiners 
have  been  appointed.  The  continuation  of  this  authority  is  inappropri- 
ate inasmuch  as  title  XVI  cases  in  the  future  will  require  APA  hear- 
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ing  officers.  The  Committee  believes  that  an  adequate  supply  of  APA 
hearing  officers  can  be  obtained  from  the  current  pool  of  SSI  hearing 
examiners  and  Black  Lung  ALJs  who  meet  or  will  meet  the  require- 
ments for  regular  appointments  and  through  the  on-going  recruitment 
by  the  Civil  Service  Commission  of  ALJs  in  the  private  and  govern- 
mental sectors. 

The  Committee  bill  also  grants  authority  for  those  SSI  hearing 
examiners  (who  have  been  appointed  under  section  1631(d)(2))  to 
hear  cases  under  titles  II,  XVI,  and  XVIII  until  December  31,  1978 
as  temporary  Administrative  Law  Judges  if  the  Secretary  of  HEW 
finds  it  will  promote  the  achievement  of  the  objectives  of  these  titles. 
It  is  the  Committee's  understanding  that  the  Secretary  will  make  this 
finding  as  to  all  SSI  hearing  examiners  who  have  been  appointed.  The 
Committee  also  understands  that  now  virtually  all  the  temporary 
Black  Lung  judges  hold  SSI  hearing  examiner  appointments  and  this 
would  provide  tiie  Bureau  of  Hearings  and  Appeals  the  200  judges  it 
needs  to  reduce  the  backlog.  Furthermore,  by  the  end  of  1978,  all  SSI 
examiners  will  have  acquired  sufficient  adjudication  experience  to 
meet  the  experience  requirement  for  appointment  as  regular  ALJs. 
They  would,  as  they  met  the  experience  requirement,  be  afforded  the 
opportunity  to  be  placed  on  the  register  for  regular  AL J  appointment 
on  a  merit  basis  under  the  regular  Civil  Service  procedures. 

It  is  hoped  that  these  requirements  and  procedures  will  be  applied 
in  a  manner  to  effectively  serve  the  needs  of  the  Social  Security  Act 
programs.  The  Committee  is  not  convinced  that  these  needs  have  been 
adequately  served  in  the  past  by  the  Office  of  Administrative  Law 
Judges,  Civil  Service  Commission.  The  performance  of  this  office  in 
overruling  the  administering  agency  (HEW)  in  its  legal  opinion  that 
SSI  was  under  the  APA  and  in  downgrading  title  II  social  security 
adjudications  as  bearing  "little  resemblance  to  the  full-blown  adver- 
sarial proceedings  conducted  by  Administrative  Law  Judges,  under 
the  Administrative  Procedure  Act,  in  regulatory  agencies"  does  not 
reflect  the  will  of  Congress. 

The  Office  of  Administrative  Law  eludges  should  be  mindful  of  its 
ministerial  responsibilities  in  supplying  registers  from  which  ade- 
quate numbers  of  ALJs  can  be  hired  by  HEW  to  adjudicate  social 
security  claims.  There  are  indications  that  in  the  past  these  registers 
have  not  been  supplied  with  the  speed  and  with  the  number  of  candi- 
dates thereon  which  HEW  needed  to  get  better  control  over  the  hear- 
ings backlog.  In  evaluating  current  SSI  hearings  examiners  for  regu- 
lar ALJ  appointments  great  w^eight  should  be  given  to  experience  in 
actually  adjudicating  Social  Security  and  Black  Lung  cases  and  road- 
blocks should  not  be  created  in  unduly  lengthy  and  bureaucratic  ap- 
pointment procedures.  Recent  statistics  show  that  of  the  55  applica- 
tions of  SSI  hearing  examiners  for  the  regular  ALJ  registers  which 
have  been  acted  upon  by  the  Civil  Service  Commission,  only  5  hearing 
examiners  have  been  found  eligible.  This  suggests  to  the  Committee 
that  the  Office  of  Administrative  Law  Judges  is  applying  its  stand- 
ards unrealistically.  Now  that  a  majority  of  the  ALJ  corps  in  the 
Federal  Government  are  working  under  Social  Security  Act  pro- 
grams, the  Civil  Service  Commission  should  reexamine  its  ALJ  ap- 
pointment standards  to  assure  that  they  are  relevant  to  the  positions 
that  have  to  be  filled. 
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To  avoid  any  possible  misinterpretation,  the  bill  specifically  pro- 
vides that  the  temporary  hearing  officers  authorized  to  conduct  hear- 
ings under  the  bill  would  be  subject  to  all  the  provisions  of  the  Ad- 
ministrative Procedure  Act  that  assure  independence  from  agency 
control.  These  provisions  would  include:  Subchapter  II  of  chapter  5 
of  title  5  of  the  United  States  Code  (the  substantive  provisions  relating 
to  APA  adjudications) ;  the  second  sentence  of  section  3105,  of  title 
5  U.S.C.  (assignment  of  cases  in  rotation  and  the  prohibition  of 
assignment  to  duties  inconsistent  with  their  responsibilities  as  hear- 
ing officers)  ;  and  the  deeming  of  them  as  hearing  examiners  appointed 
under  section  3105  so  that,  among  other  things,  they  would  be  exempt 
from  agency  performance  rating  requirements  (5  U.S.C.  4301(2)  (E) ) 
and  agency  determination  of  performance  acceptability  for  in-grade 
increases  (5  U.S.C.  5335(a)  (3)  (B) )  and  making  Civil  Service  respon- 
sible for  determining  their  pay  levels  (5  U.S.C.  5362),  removal  for 
cause  (5  U.S.C.  7521),  and  general  administration  (5  U.S.C.  1305). 
The  Committee  is  unaware  of  any  prejudicial  "agency  control"  exer- 
cised by  HEW  under  the  parallel  provisions  it  has  established  for  SSI 
hearing  examiners.  However,  the  specific  application  of  these  pro- 
visions of  the  APA,  together  with  the  provisions  of  the  bill  applving 
the  same  procedural  safeguards  to  review  proceedings  under  title  XVI 
as  apply  under  title  II,  will  eliminate  the  possibility  of  the  courts  deter- 
mining that  SSI  review  procedures  do  not  comply  with  the  Adminis- 
trative Procedure  Act  or  due  process. 

Moreover,  the  specific  enumeration  of  these  provisions  of  the  APA 
as  applicable  to  the  temporary  ALJs  should  not  be  interpreted  to 
make  these  adversarv  proceedinsfs  or  otherwise  "judicialize"  proce- 
dures under  title  11.  XVL  and  XVIII.  The  enumeration  of  these  pro- 
visions also  should  in  no  way  suggest  that  they  are  not  applicable  to 
the  regular  Social  Security  AI>ts.  Your  Committee  and  the  Depart- 
ment of  HEW  consistentlv  over  the  years  have  declared  that  the  lan- 
guage in  title  II  (and  under  the  provisions  of  this  bill,  title  XVI)  of 
the  Social  Security  Act  call  for  "on-the-record"  hearings  which  invoke 
the  provisions  of  the  Administrative  Procedure  Act. 

Although  the  bill  is  silent  on  the  grade  level  of  temporary  ALJs, 
the  Administration's  proposal  made  at  the  hearing  before  the  Sub- 
committee envisioned  a  GS-14  for  such  officers  who  would  have  been 
allowed  to  hear  concurrent  cases  (applications  for  SSI  and  Social 
Security)  in  addition  to  those  solely  for  SSI  benefits.  Your  Com- 
mittee's bill  authorizes  broader  authority  for  these  temporary  ALJs 
so  that  the  Bureau  of  Hearings  and  Appeals  will  have  the  maximum 
amount  of  flexibility  in  eliminating  the  appeals  backlog.  These  tem- 
porary ALJs,  therefore,  would  also  be  able  to  hear  Social  Security 
and  Medicare  cases.  For  these  reasons  and  also  because  the  Black 
Lung  ALJs  who  will  be  included  in  the  temporary  corps  have  already 
been  classified  at  the  GS-14  level,  the  Committee  believes  that  GS-14 
would  be  an  appropriate  classification  for  those  holding  authority 
provided  for  by  the  bill.  The  fact  that  the  Committee  does  not  susfgest 
or  mandate  by  law  a  GS-15  for  these  indi^dduals  does  not  indicate 
that  it  believes  that  a  lower  grade  is  appropriate  for  regular  Social 
Security  ALJs.  In  fact,  the  Committee  was  not  impressed  wi^h  the 
rationale  of  the  Civil  Service  Commission  which  emphasized  the  non- 
adversary  aspect  of  the  Social  Security  hearing  in  justifying  the  dif- 
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ferential  in  grade  level  between  regulatory  agency  ALJs  (GS-16)  and 
the  Social  Security  ALJs  (GS-15). 

The  final  provision  in  the  bill  will  reduce  the  period  for  which 
Social  Security  and  Medicare  appeals  may  be  taken  at  both  the  re- 
consideration and  hearing  level  from  six  months  to  60  days. 

The  Committee  believes  that  a  6-month  time  period  is  unnecessarily 
long  for  a  claimant  to  appeal  a  title  II  or  title  XVIII  decision  of  his 
claim.  In  fact,  because  a  mandatory  reconsideration  has  been  adopted 
administratively  under  this  authority,  a  double  period  may  result.  An 
individual  whose  claim  has  been  initially  denied  has  a  full  six  months 
to  decide  whether  to  request  a  reconsideration  and  then  another  6 
months  to  decide  whether  to  appeal  to  an  Administrative  Law  J udge. 

More  than  65  percent  of  the  hearings  requested  are  filed  within  60 
days  after  the  claimants  receive  notification  that  their  reconsideration 
had  not  resulted  in  the  decision  being  overturned.  If  the  time  limit  was 
reduced  to  60  days,  there  may  be  a  decrease  in  the  number  of  hearing 
requests  filed.  Those  individuals  who  have  not  filed  for  review  within 
60  days  may  file  a  new  application  for  benefits  on  the  basis  of  new 
evidence  or  changed  condition  which  in  most  instances  can  be  adjudi- 
cated more  speedily  at  the  initial  determination  level.  Also,  reducing 
the  time  limit  would  result  in  a  reduction  in  administrative  costs  and, 
perhaps  most  importantly  would  be  beneficial  in  that  less  case  devel- 
opment would  be  needed  at  the  hearing  level.  This  situation  has  played 
a  major  role  in  delaying  decisions  in  appealed  cases.  Often  hearings 
filed  in  the  4th,  5th,  or  6th  months  following  the  reconsideration  deter- 
mination are  virtually  new  cases  and  call  for  extensive  medical  and 
vocational  development  which  takes  the  ALJ  away  from  his  primary 
role  of  deciding  cases.  In  order  to  assure  that  the  rights  of  individuals 
are  not  adversely  alffected,  your  Committee  has  instructed  the  Social 
Security  Administration  to  undertake  an  extensive  public  information 
program  which  will  advise  social  security  applicants  of  the  shortened 
length  of  time  for  filing  an  appeal. 

Extending  the  time  limit  for  requesting  SSI  hearings  would  make 
the  limit  generally  consistent  with  the  time  limit  applicable  to  Social 
Security,  Black  Lung,  and  most  -Medicare  claims  and  would  be  bene- 
ficial from  a  procedural  and  administrative  standpoint  particularly  in 
concurrent  benefit  cases.  The  Social  Security  Administration  informed 
the  Committee  that  currently  it  is  granting  many  waivers  for  late 
filing  of  SSI  appeals,  and  extending  the  present  30  day  period  will 
give  more  reality  to  present  procedures. 

Other  Matters  Required  To  Be  Discussed  Under  House  Rules 

In  compliance  with  clause  2(1)(2)(B)  of  rule  XI  of  the  Rules  of 
the  House  of  Representatives,  the  following  statement  is  made  rela- 
tive to  the  vote  by  your  committee  on  the  motion  to  report  the  bill. 
The  bill  was  ordered  reported  by  a  unanimous  voice  vote. 

In  compliance  with  clause  2(1)  (3)  (A)  of  rule  XI  of  the  Rules  of 
the  House  of  Representatives,  the  following  statement  is  made  rela- 
tive to  oversight  findings  by  your  committee.  As  a  result  of  hearings 
conducted  in  September  and  October  of  this  year  by  the  Subcommittee 
on  Social  Security  your  committee  concluded  that  it  would  be  desir- 
able to  enact  legislation  to  expedite  the  holding  of  hearings  for  social 
security  claimants  as  is  provided  in  H.R.  10727. 
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In  compliance  with  clause  2(1)  (3)  (B)  of  rule  XI  of  the  Rules  of 
the  House  of  Representatives  your  committee  states  that  this  bill  will 
involve  no  new  budgetary  authority  or  new  or  increased  tax  expendi- 
tures. 

With  respect  to  clause  2(1)  (3)  (C)  and  clause  2(1)  (3)  (D)  of  rule 
XI  of  the  Rules  of  the  House  of  Representatives  your  committee  ad- 
vises that  no  estimate  or  comparison  has  been  submitted  to  your  com- 
mittee by  the  Director  of  the  Congressional  Budget  Office  relative 
to  H.R.  10727,  nor  have  any  oversight  findings  or  recommendations 
been  submitted  to  your  committee  by  the  Committee  on  Government 
Operations  with  respect  to  the  subject  matter  contained  in  the  bill. 

In  compliance  with  clause  2(1)  (4)  of  rule  XI  of  the  Rules  of  the 
House  of  Representatives  your  committee  states  that  this  bill  would 
not  have  any  inflationary  impact  on  prices  and  costs  in  the  operation 
of  the  national  economy. 

In  compliance  with  clause  7  of  rule  XIII  of  the  Rules  of  the  House 
of  Representatives,  the  following  statement  is  made  relative  to  the 
cost  of  the  bill :  Your  Committee  estimates  that  there  will  be  no  addi- 
tional program  costs  and  possibly  a  slight  savings  in  administrative 
costs  this  fiscal  year  and  each  of  the  following  five  fiscal  years,  as  a 
result  of  the  enactment  of  this  legislation.  The  Department  of  HEW 
agrees  with  the  Committee's  estimate. 

SECTIOX-BY-SECnON  ANALYSIS  OF  H.R.  10727 

Section  1  of  the  bill  would  revise  Section  1631(c)  of  the  Social 
Security  Act  to  provide  to  an  applicant  for  benefits  under  title  XYI 
of  that  Act  the  same  rights  to  administrative  and  judicial  review  that 
Section  205(b)  of  that  Act  provides  with  respect  to  claims  for  benefits 
under  titles  II  and  XVIII  of  the  Social  Security  Act. 

The  principal  modifications  to  Section  1631(c) — which  provides 
general  authority  to  the  Secretary  of  Health,  Education,  and  Welfare 
to  conduct  hearings — would  be : 

(1)  to  include  a  specific  requirement  that  decisions  after  a 
hearing  must  be  on  the  basis  of  evidence  adduced  at  the  hearing ; 

(2)  to  make  the  final  determination  of  the  Secretary  subject  to 
the  substantial  evidence  rule  upon  judicial  review ;  the  provision 
in  current  law  (Sec.  1631(c)  (3))  which  provides  that  the  deter- 
minations of  the  Secretary  "as  to  any  fact  shall  be  final  and 
conclusive  and  not  subject  to  review  by  any  court"  would  be 
repealed ; 

(3)  to  increase  the  period  during  which  requests  for  review 
may  be  filed  from  30  days  to  60  days ; 

(4)  to  provide  specific  authority  for  the  Secretary  to  hold 
hearings  and  make  findings  of  fact,  administer  oaths,  examine 
witnesses  and  receive  evidence ;  and 

(5)  to  authorize  the  Secretary  to  receive  evidence  at  a  hearing 
even  though  inadmissible  under  the  rules  of  evidence  applicable 
to  court  procedure. 

Section  2  would  repeal  Section  1631(d)(2),  thus  terminating  the 
authority  of  the  Secretary  of  Health,  Education,  and  Welfare  to 
appoint  individuals  as  hearing  examiners  to  conduct  hearings  under 
title  XYI. 
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Section  3  would  authorize  individuals  who  were  appointed  under 
Section  1631(d)  (2)  of  the  Social  Security  Act  prior  to  enactment  of 
the  bill  to  conduct  hearings  under  titles  II  (Social  Security),  XVI 
(SSI)  and  XVIII  (Medicare)  of  the  Social  Security  Act  when  the 
Secretary  of  Health,  Education,  and  Welfare  finds  that  it  will  pro- 
mote the  achievement  of  the  objectives  of  those  titles  and  notwith- 
standing the  fact  that  these  individuals  were  not  appointed  as 
Administrative  Law  Judges  under  the  Administrative  Procedure  Act 
(5  U.S.C.  section  3105).  The  appointments  made  prior  to  enactment 
under  Section  1631(d)  (2)  may  be  continued  until  December  31, 1978. 
Until  such  date  these  individuals  shall  be  deemed  hearing  examiners 
(ALJs)  appointed  under  such  section  3105  of  title  V  and  subject  to 
subchapter  II  of  Chapter  5  of  such  title,  to  the  second  sentence  of  such 
section  3105,  and  to  all  of  the  other  provisions  of  such  title  5  which 
apply  to  hearing  examiners  appointed  under  such  section  3105. 

Section  4  would  amend  Section  205(b)  of  the  Social  Security  Act 
to  specify  that  a  request  for  a  hearing  under  title  II  may  not  be  filed 
later  than  sixty  days  after  an  individual  receives  notice  of  an  adverse 
decision  with  respect  to  his  rights  to  benefits.  Under  existing  law, 
such  requests  may  be  filed  within  such  time  period  as  the  Secretary 
specifies  by  regulation  but  the  period  cannot  be  less  than  six  months 
after  notice  is  mailed. 

Section  5  would  provide  that  the  provisions  of  the  bill  take  effect 
on  enactment,  except  that  the  provisions  which  would  reduce  the  pe- 
riod in  which  a  request  for  a  hearing  may  be  filed  would  be  effective 
only  with  respect  to  an  adverse  decision  notice  of  which  is  received 
on  or  after  the  date  of  enactment. 

Changes  in  Existing  Law  Made  by  the  Bill,  as  Reported 

In  compliance  with  clause  3  of  rule  XIII  of  the  Rules  of  the  House 
of  Representatives,  changes  in  existing  law  made  by  the  bill,  as  re- 
ported, are  shown  as  follows  (existing  law  proposed  to  be  omitted  is 
enclosed  in  black  brackets,  new  matter  is  printed  in  italic,  existing  law 
in  which  no  change  is  proposed  is  shown  in  roman)  : 

SOCIAL  SECURITY  ACT 

*  *  «  «  *  4: 

TITLE  II— FEDERAL  OLD-AGE,  SURVIVORS,  AND 
DISABILITY  INSURANCE  BENEFITS 

*  *  *  *  ^ 
evidence,  procedure,  and  certification  for  payment 

Sec.  205.  (a)  *  *  * 

*  *  *  *  *  H«  * 

(b)  The  Secretary  is  directed  to  make  findings  of  fact,  and  decisions 
as  to  the  rights  of  any  individual  applying  for  a  payment  under  this 
title.  Upon  request  by  any  such  individual  or  upon  request  by  a  wife, 
divorced  wife,  widow,  surviving  divorced  wife,  surviving  divorced 
mother,  husband,  widower,  child,  or  parent  who  makes  a  showing  in 
writing  that  his  or  her  rights  may  be  prejudiced  by  any  decision  the 
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Secretary  has  rendered,  he  shall  give  such  applicant  and  such  other 
individual  reasonable  notice  and  opportunity  for  a  hearing  with  re- 
spect to  such  decision,  and,  if  a  hearing  is  held,  shall,  on  the  basis  of 
evidence  adduced  at  the  hearing,  affirm,  modify,  or  reverse  his  findings 
of  fact  and  such  decision.  Any  such  request  with  respect  to  such  de- 
cision must  be  filed  within  [such  period  after  such  decision  as  may  be 
prescribed  in  regulations  of  the  Secretary,  except  that  the  period  so 
prescribed  may  not  be  less  than  six  months  after  notice  of  such  de- 
cision is  mailed  to]  sixty  days  after  notice  of  such  decision  is  received 
hy  the  individual  making  such  request.  The  Secretary  is  further  au- 
thorized, on  his  own  motion,  to  hold  such  hearings  and  to  conduct 
such  investigations  and  other  proceedings  as  he  may  deem  necessary 
or  proper  for  the  administration  of  this  title.  In  the  course  of  any 
hearing,  investigation,  or  other  proceeding,  he  may  administer  oaths 
and  affirmations,  examine  witnesses,  and  receive  evidence.  Evidence 
may  be  received  at  any  hearing  before  the  Secretary  even  though  in- 
admissable  under  rules  of  evidence  applicable  to  court  procedure. 

TITLE  XYI— SUPPLEMENTAL  SECUKITY  INCOME  FOR 
THE  AGED,  BLIND,  AND  DISABLED 

******* 

Part  B — Procedural  and  General  Provisions  Payments  and 

Procedures 

payment  of  benefits 

Sec.  1631.  (a)  (1)  *  *  * 
******* 

Hearings  and  Review 

(c)  (1)  The  Secretary  is  directed  to  make  flvdings  of  fax;t^  and  deci- 
sions as  to  the  rights  of  any  individual  applying  for  payment  under 
this  title.  The  Secretary  shall  provide  reasonable  notice  and  oppor- 
tunity for  a  hearing  to  any  individual  who  is  or  claims  to  be  an  eligible 
individual  or  eligible  spouse  and  is  in  disagreement  with  any  deter- 
mination under  this  title  with  respect  to  eligibility  of  such  individual 
for  benefits,  or  the  amount  of  such  individual's  benefits,  if  such  individ- 
ual requests  a  hearing  on  the  matter  in  disagreement  within  [thirty] 
sixty ^  days  after  notice  of  such  determination  is  received,  arid^  if  a 
hearing  is  held^  shall^  on  the  basis  of  evidence  adduced  at  the  hearing^ 
affirm^  modify^  or  reverse  his  findings  of  fact  and  such  decision.  The 
Secretary  is  further  authorized^  on  his  own  motion,  to  hold  such  hear- 
ings and  to  conduct  such  investigations  and  other  proceedings  as  he 
may  deem  necessary  or  proper  for  the  administration  of  this  title.  In 
the  course  of  any  hearing,  investigation,  or  other  proceeding,  he  may 
administer  oaths  and  affii^Tnations,  examine  witnesses,  and  receive  evi- 
dence. Evidence  may  he  received  at  any  hearing  before  the  Secretary 
even  though  inadmissible  under  the  rules  of  evidence  applicahle  to 
court  procedure. 

(2)  Determination  on  the  basis  of  such  hearing,  except  to  the  extent 
that  the  matter  in  disagreement  involves  [the  existence  of]  a  disability 
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(within  the  meaning  of  section  1614(a)  (3) ),  shall  be  made  within 
ninety  days  after  the  individual  requests  the  hearing  as  provided  in 
paragraph  (1). 

(3)  The  final  determination  of  the  Secretary  after  a  hearing  under 
paragraph  (1)  shall  be  subject  to  judicial  review  as  provided  in  sec- 
tion 205(g)  to  the  same  extent  as  the  Secretary's  final  determinations 
under  section  205[;  except  that  the  determination  of  the  Secretary 
after  such  hearing  as  to  any  fact  shall  be  final  and  conclusive  and  not 
subject  to  review  by  any  court]. 

Procedures;  Prohibitions  of  Assignments;  Representation  of 

Claimants 

(d)  (1)  The  provisions  of  section  207  and  subsections  (a),  (d),  (e), 
and  (f )  of  section  205  shall  apply  with  respect  to  this  part  to  the 
same  extent  as  they  apply  in  the  case  of  title  11. 

[(2)  To  the  extent  the  Secretary  finds  it  will  promote  the  achieve- 
ment of  the  objectives  of  this  title,  qualified  persons  may  be  appointed 
to  serve  as  hearing  examiners  in  hearings  under  subsection  (c)  with- 
out meeting  the  specific  standards  prescribed  for  hearing  examiners 
by  or  under  subchapter  II  of  chapter  5  of  title  5,  United  States  Code.  J 

[(3)](^)  The  Secretary  may  prescribe  rules  and  regulations  govern- 
ing the  recognition  of  agents  or  other  persons,  other  than  attorneys,  as 
hereinafter  provided,  representing  claimants  before  the  Secretary 
under  this  title,  and  may  require  of  such  agents  or  other  persons,  before 
being  recognized  as  representatives  of  claimants,  that  they  shall  show 
that  they  are  of  good  character  and  in  good  repute,  possessed  of  the 
necessary  qualifications  to  enable  them  to  render  such  claimants  valu- 
able service,  and  otherwise  competent  to  advise  and  assist  such  claim- 
ants in  the  presentation  of  their  cases.  An  attorney  in  good  standing 
who  is  admitted  to  practice  before  the  highest  court  of  the  State, 
Territory,  District,  or  insular  possession  of  his  residence  or  before  the 
Supreme  Court  of  the  United  States  or  the  inferior  Federal  courts, 
shall  be  entitled  to  represent  claimants  before  the  Secretary.  The  Sec- 
retary may,  after  due  notice  and  opportunity  for  hearing,  suspend  or 
prohibit  from  further  practice  before  him  any  such  person,  agent,  or 
attorney  who  refuses  to  comply  with  the  Secretary's  rules  and  regula- 
tions or  who  violates  any  provision  of  this  paragraph  for  which  a 
penalty  is  prescribed.  The  Secretary  may,  by  rule  and  regulation, 
prescribe  the  maximum  fees  which  may  be  charged  for  services  per- 
formed in  connection  with  any  claim  before  the  Secretary  under  this 
title,  and  any  agreement  in  violation  of  such  rules  and  regulations 
shall  be  void.  Any  person  who  shall,  with  intent  to  defraud,  in  any 
manner  willfully  and  knowingly  deceive,  mislead,  or  threaten  any 
claimant  or  prospective  claimant  or  beneficiary  under  this  title  by 
word,  circular,  letter,  or  advertisement,  or  who  shall  knowingly  charge 
or  collect  directly  or  indirectly  any  fee  in  excess  of  the  maximum  fee, 
or  make  any  agreement  directly  or  indirectly  to  charge  or  collect  any 
fee  m  excess  of  the  maximum  fee,  prescribed  by  the  Secretary,  shall  be 
deemed  guilty  of  a  misdemeanor  and,  upon  conviction  thereof,  shall 
for  each  offense  be  punished  by  a  fine  not  exceeding  $500  or  by  im- 
prisonment not  exceeding  one  year,  or  both. 

******* 
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Mr.  Loxg,  from  the  Committee  on  Finance, 
submitted  the  following 

REPORT 

[To  accompany  H.R.  10727] 

The  Committee  on  Finance,  to  which  was  referred  the  bill  (H.R. 
10727)  to  amend  the  Social  Security  Act  to  expedite  the  holding  of 
hearings  under  titles  II,  XVI,  and  XVIII  by  establishing  uniform 
review  procedures  under  such  titles,  having  considered  the  same,  re- 
ports favorably  thereon  with  an  amendment  and  an  amendment  to  the 
title  and  recommends  that  the  bill  as  amended  do  pass. 

I.  SUMMARY  OF  THE  BILL 

The  bill  as  passed  by  the  House  of  Representatives  made  certain 
modifications  in  the  provisions  of  the  Social  Security  Act  dealing  with 
the  appeals  process  under  programs  administered  by  the  Social  Se- 
curity Administration.  The  committee  modified  the  effective  date  of 
one  of  the  provisions  in  the  House  bill  and  added  to  the  bill  a  number 
of  amendments  as  described  below. 

Social  Security  Hearings  and  Appeals 

The  programs  administered  by  the  Social  Security  Administration 
presently  have  a  huge  backlog  of  some  103,000  cases  awaiting  a  hear- 
ing. The  committee  bill  would  attempt  to  alleviate  this  problem  by 
making  certain  changes  in  the  social  security  hearings  and  appeals 
processes.  The  bill  would  make  the  provisions  of  law  governing  hear- 
ings and  judicial  review  under  the  supplemental  security  income 
(SSI)  program  virtually  identical  to  those  of  the  social  seciirity  cash 
benefit  and  medicare  programs.  It  would  permit  the  Social  Security 
Administration  to  use  existing  SSI  hearing  examiners  to  also  hear 
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social  securit}^  and  medicare  cases  between  now  and  the  end  of  1978. 
In  addition,  tlie  bill  would  change  the  time  in  which  a  person  could 
request  a  hearing  after  a  claim  had  been  disallowed.  For  both  social 
security  cases  and  SSI  cases,  the  time  would  be  60  days — an  increase 
from  30  days  for  SSI  claims  and  a  decrease  from  6  months  for  social 
security  claims.  The  bill  as  passed  by  the  House  and  as  approved  by 
the  committee  is  effective  on  enactment  except  that  the  effective  date 
of  the  reduction  in  the  time  for  filing  a  request  for  hearings  in  social 
security  cases  would  be  ]March  1, 1976. 

POLICEMEX  AXD  FiREMEX  IX  "\YeST  ViEGIXIA 

The  Social  Security  Amendments  of  1972  included  a  provision  which 
allowed  the  State  of  West  Virginia  to  modify  its  social  securit}'  cov- 
erage agreements  so  as  to  provide  social  security  protection  to  certain 
policemen  and  firemen  who  had  erroneously  paid  social  security  taxes 
in  the  belief  that  they  were  covered.  Under  the  1972  amendments, 
the  State  of  West  Virginia  had  to  amend  its  agreemxcnt  with  the 
Social  Security  Administration  before  1974.  The  State,  however,  has 
not  made  the  necessarj^  amendment  in  its  agreement,  and  the  com- 
mittee bill  provides  an  extension  through  1977  of  the  time  in  which 
the  agreement  may  be  changed. 

Deposit  of  Social  Secueity  Coxtributioxs  by  State  axd  Local 

Go^TERXMEXTS 

Under  the  committee  bill,  the  Secretary  of  Health,  Education,  and 
Welfare  would  be  required  to  give  notice  at  least  18  months  in  advance 
of  any  changes  he  proposes  to  make  in  the  way  in  which  social  secu- 
rity contributions  are  paid  by  State  and  local  governments.  This  would 
assure  that  States  would  be  given  ample  leadtime  to  implement  any 
changes  and  would  also  give  Congress  an  opportunity  to  review  any 
changes  which  the  Secretaiy  might,  propose. 

AxxuAL  Reportixg  of  Social  Security  Wages 

The  committee  bill  includes  a  provision  which  is  designed  to  reduce 
the  tax  reporting  burdens  of  the^  nation's  employers.  Under  the  pro- 
vision, the  Secretaries  of  the  Treasury  and  of  Health,  Education,  and 
Welfare  would  be  given  the  authority  needed  to  exchange  informa- 
tion so  that  social  security  reports  of  individual  earnings  could  be 
made  once  each  year  rather  than  once  each  quarter. 

The  provision  would  not  affect  the  responsibility  of  employers  for 
collection  and  payment  of  social  security  taxes  nor  would  it  change 
the  requirements  as  t,o  when  these  payments  are  due.  It  would  not 
have  any  effect  on  the  way  in  which  State  and  local  Governments 
pay  or  report  social  security  contributions  to  the  Social  Security  Ad- 
ministration. Payments  by  both  private  employers  and  State  and  local 
Government  units  would  continue  to  be  made  in  the  same  way  that 
they  are  made  under  existing  law. 
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II.  GEXErvAL  EXPLAXATIOX  OF  THE  BILL 
A.  Social  Security  Hearings  axd  Appeals 

XEED  FOR  I-EGISLATIOX 

The  proo:rams  administered  bv  the  Social  Security  Administration 
now  have  a  huge  backlog  of  some  103,000  cases  awaiting  hearing.  Half 
of  all  hearings^ take  more  than  seven  months  to  process,  and  the  aver- 
ao-e  processing  time  from  initial  application  to  hearing  decision  is 
soiiie  months.  A  rnaior  barrier  to  reducing  the  backlog  is  the  in- 
ability to  use  the  hearing  examinei^  appointed  for  the  supplemental 
security  income  progTam  for  cases  involving  eligibility  under  Title 
II  of  the  Social  Security  Act.  Although  the  major  factor  in  both  SSI 
and  title  II  heariuii's  is'tlie  title  II  derinition  of  disability,  the  Ci^'il 
Service  Cornn]i--inn  overruled  the  Deparrment  of  Health.  Education, 
and  AVcifare  and  refused  to  allow  that  agency  to  employ  administra- 
tive law  judges  to  conduct  SSI  heariuQ-s. 

Within  recen:  months  the  Social  Security  Administration  I>ureaii 
of  PIearin.'is  an^l  Appeals  has  made  significant  gains  in  hicreasing  the 
pr(:>ductivity  of  administrative  law  judges  ( ALJs  )  with  the  result  that 
the  current  ca^e  backlo-o;  is  being  reduced  by  1.000  crises  a  month.  If 
the  authority  in  this  bill  is  enacted  it  has  been  estimated  that  the  hear- 
ing Ij-ackloo-  will  be  reduced  by  3.000  a  month  so  that  in  18  months  cases 
can  l-'e  adjudicated  within  90  days. 

AVliile  tlie  committee  thus  expe^-ts  that  this  bill  will  significantly 
alleviate  the  current  cri-i-  situaririri  wiih  ve-'  -  ■  -ial  sectirity 
hearings,  it  is  aware  rliat  suggi\~ii';)n-  Lave  bc', _  .  more  basic 
structural  changes  in  the  hearings  procedures  a]_/!  irie  administration 
of  the  disability  programs.  The  committee  note:-  that  the  report  of  the 
Hou>e  of  Eepresentatives  on  this  bill  indicates  an  intent  to  tmdertake 
comprehensive  social  security  legislation  in  1976  in  connection  with 
which  such  changes  could  be  considered.  The  House  report  also  rec- 
ommends that  the  Social  Security  Administration  authorize  the  Center 
for  Administrative  Justice  to  make  a  study  of  the  social  security 
appeals  procedures  and  make  reconnnendations  for  any  structural 
changes  relatino-  to  improvin.q-  both  the  speed  and  quality  of  social 
security  adjudications.  This  study  would  a  ■  '  :  -  ri.  -  i-sue  of  whether 
the  current  appeals  system  under  the  Adini]ii-:tra;i^"e  Procedure  Act 
(APA)  is  in  the  puldic  interest  together  with  such  subjects  as  the 
appropriate  qualihcations.  method  of  appointment,  and  position  and 
grade  classification  of  social  security  ALJ s. 

C0XF0R:^IIXG  SSI  AXD  S0CE\L  SECTRITT  APPEALS  PROCEDinRES 

(Section  1  of  the  BilD 

The  first  provision  of  the  bill  would  amend  Section  1631  (  c")  of  the 
Social  Security  Act  to  provide  the  same  rights  to  hearinir  and  admin- 
istrative and  judicial  review  with  respect  to  claims  under  title  XVI 
(Supplemental  Security  Income)  of  the  Act  as  apply  to  title  II 
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(social  security)  and  title  XVIII  (medicare)  claims  under  section 
205(b)  and  205(g)  of  the  Act.  This  is  necessary  to  override  an  inter- 
i:>retation  of  the  Civil  Service  Commission  that  the  Administrative 
Procedure  Act  was  not  applicable  to  SSI  hearings  and  which  required 
the  appointment  of  non-APA  hearings  officers  who  could  not  hear 
social  security  and  medicare  cases.  This  action  greatly  exacerbated  the 
current  hearing  crisis  and  the  validity  of  SSI  hearings  has  been  chal- 
lenged in  the  courts  as  second  class  justice.  The  committee  bill  will 
put  this  matter  to  rest  by  clearly  providing  on-the-record  administra- 
tive  hearings  and  judicial  review  of  a  parallel  nature  for  social  secu- 
rity, SSI,  and  medicare  claimants. 

The  principal  modifications  to  section  1631(c),  which  now  provides 
general  authority  to  the  Secretar}^  of  Health,  Education,  and  Welfare 
to  conduct  hearings  on  SSI  appeals,  would  be : 

(1)  the  specific  requirement  that  decisions  after  a  hearing  must 
be  on  the  basis  of  evidence  adduced  at  the  hearing ; 

(2)  an  increase  in  the  period  during  which  requests  for  review 
must  be  filed  from  30  days  to  60  days  ; 

(3)  the  addition  of  specific  authority  for  the  Secretary  to  hold 
hearings  and  make  findings  of  fact,  administer  oaths,  examine 
Avitnesses  and  receive  evidence ;  and  authority  to  receive  evidence 
at  a  hearing  even  though  inadmissible  under  the  rules  of  evidence 
applicable  to  court  procedure ; 

(4)  to  make  the  final  determinations  of  the  Secretary  subject 
to  the  "substantial  evidence  rule"  upon  judicial  review  by  elimi- 
nating language  now  in  section  1631(c)  (3)  which  provides  that 
the  determinations  of  the  Secretary  "as  to  any  fact  shall  be  final 
and  conclusive  and  not  subject  to  review  by  any  court". 

The  principal  effect  of  this  last  modification  is  to  apply  the  same 
rules  of  judicial  review  to  title  XVI  cases  as  apply  to  title  II  cases. 
By  removing  this  language  from  title  XVI,  findings  of  fact  of  the 
Secretary  in  SSI  cases,  if  supported  by  substantial  evidence,  shall  be 
conclusive  as  are  such  findings  under  title  II.  The  committee  believes 
that  both  programs  should  be  under  the  "substantial  evidence  rule", 
but  that  this  should  not  be  interpreted  by  the  courts  as  a  license  to 
Tary  from  strict  adherence  to  its  principles.  With  over  4,000  social 
security  disability  cases  now  pending  in  the  United  States  District 
Courts,  and  the  possibility  of  a  similar  caseload  developing  in  the  SSI 
program,  when  its  appeals  are  fully  felt,  making  de  novo  factual  deter- 
minations at  the  judicial  level  could  result  in  very  serious  problems 
for  the  federal  judiciary  and  the  social  security  program. 

REPEAL  OF  SPECIAL  APPOINTMENT  AUTHORITY 

(Section  2  of  the  Bill) 

The  committee  bill  would  repeal  section  1631(d)  (2)  of  the  Social 
Security  Act. 

This  is  the  section  of  the  law  under  which,  pursuant  to  Civil  Serv- 
ice Commission  interpretation,  non-APA  hearing  examiners  have  been 
appointed.  The  continuation  of  this  authority  is  inappropriate  inas- 
much as  title  XVI  cases  in  the  future  will  require  APA  hearing 
officers.  The  committee  believes  that  an  adequate  supply  of  APA 
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hearing  officers  can  be  obtained  from  the  current  pool  of  SSI  hearin^^ 
examiners  and  Black  Lung  ALJs  who  meet,  or  will  meet,  the  re{iuire- 
ments  for  regular  appointments  and  through  the  on-going  recruitment 
by  the  Civil  Service  Commission  of  ALJs  in  the  private  and  govern- 
mental sectors. 

USE  OF  SSI  HEARING  EXAMINERS  FOR  SOCIAL  SECURITY  AND  MEDICARE  CASES 

(Section  3  of  the  Bill) 

The  committee  bill  also  grants  authority  for  those  SSI  hearing 
examiners  (who  have  been  appointed  under  section  1631  (d)  (2)  to  hear 
cases  under  titles  II,  XVI,  and  XVIII  until  December  31,  1978 
as  temporary  administrative  law  judges  if  the  Secretary  of  HEW 
finds  it  will  promote  the  achievement  of  the  objectives  of  these  titles. 
It  is  the  committee's  understanding  that  the  Secretary  will  make  this 
finding  as  to  all  SSI  hearing  examiners  who  have  been  appointed.  The 
committee  also  understands  that  now  virtually  all  the  temporary 
Black  Lung  judges  hold  SSI  hearing  examiner  appointments  and  this 
would  provide  the  Bureau  of  Hearings  and  Appeals  the  200  judges  it 
needs  to  reduce  the  backlog.  Furthermore,  by  the  end  of  1978,  all  SSI 
examiners  will  have  acquired  sufficient  adjudicative  experience  to 
meet  the  experience  requirement  for  appointment  as  regular  ALJs. 
They  would,  as  they  met  the  experience  requirement,  be  afforded  the 
opportunity  to  be  placed  on  the  register  for  regular  AL J  appointment 
on  a  merit  basis  under  the  regular  Civil  Service  procedures. 

It  is  hoped  that  these  requirements  and  procedures  will  be  applied 
in  a  manner  to  effectively  serve  the  needs  of  the  Social  Security  Act 
programs.  The  performance  of  the  Civil  Service  Commission  Office  of 
Administrative  Law  Judges  in  overruling  the  administering  agency 
(HEW)  in  its  legal  opinion  that  SSI  was  under  the  APA  does  not 
reflect  the  will  of  Congress. 

The  Office  of  Administrative  Law  Judges  should  be  mindful  of  its 
ministerial  responsibilities  in  suppl^dng  registers  from  which  adequate 
numbers  of  ALJs  can  be  hired  by  HEW  to  adjudicate  social  security 
claims.  There  are  indications  that  in  the  past  these  registers  have  not 
been  supplied  with  the  speed  and  with  the  number  of  candidates 
thereon  which  HEW  needed  to  get  better  control  over  the  hearings 
backlog.  In  evaluating  current  SSI  hearings  examiners  for  regular 
ALJ  appointments  great  weight  should  be  given  to  experience  in  ac- 
tually adjudicating  social  security  and  Black  Lung  cases  and  road- 
blocks should  not  be  created  through  unduly  lengthy  and  bureaucratic 
appointment  procedures. 

To  avoid  any  possible  misinterpretation,  the  bill  specifi.callv  pro- 
vides that  the  temporary  hearing  officers  authorized  to  conduct  hear- 
ings under  the  bill  would  be  subject  to  all  the  provisions  of  the  Ad- 
ministrative Procedure  Act  that  assure  independence  from  agency 
control.  These  provisions  would  include :  Subchapter  II  of  chapter  5 
of  title  5  of  the  United  States  Code  \  he  substantive  provisions  relatino: 
to  APA  adjudications)  ;  the  second  ntence  of  section  3105,  of  title 
5  U.S.C.  (assignment  of  cases  in  roi.ition  and  the  prohibition  of 
assignment  to  duties  inconsistent  with  .I.oir  responsibilities  as  hear- 
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ing  officers)  ;  and  the  deeming  of  them  as  hearing  examiners  appointed 
mider  section  3105  so  that,  among  other  things,  they  would  be  exempt 
from  agency  performance  rating  requirements  (5  U.S.C.  4301(2)  (E) ) 
and  agency  determination  of  performance  acceptability  for  in-grade 
increases  (5  U.S.C.  5335  (a)  (3)  (B) )  and  making  Civil  Service  respon- 
sible for  determining  their  pay  levels  (5  U.S.C.  5362),  removal  for 
cause  (5  U.S.C.  T521),  and  general  administration  (5  U.S.C.  1305). 
The  committee  is  unaware  of  any  prejudicial  "agenc}^  control''  exer- 
cised by  HEW  under  the  parallel  provisions  it  has  established  for  SSI 
hearing  examiners.  How^ever,  the  specific  application  of  these  pro- 
visions of  the  APA,  together  with  the  provisions  of  the  bill  applying 
the  same  procedural  safeguards  to  review  proceedings  under  title  XYI 
as  apply  under  title  II,  should  eliminate  the  possibility  of  the  courts 
determining  that  SSI  review  procedures  do  not  comply  with  the 
Administrative  Procedure  Act  or  due  process. 

Moreover,  the  specific  enumeration  of  these  provisions  of  the  APA 
as  applicable  to  the  temporary  ALJs  should  not  be  interpreted  to 
make  these  adversary  proceedings  or  otherwise  "judicialize"  proce- 
dures under  title  II,  XA^I,  and  XVIII.  The  enumeration  of  these  pro- 
visions also  should  in  no  way  suggest  that  they  are  not  applicable  to 
the  regular  Social  Security  ALJs.  The  committee  and  the  Depart- 
ment of  HEW  consistently  over  the  years  have  declared  that  the  lan- 
guage in  title  II  (and  under  the  provisions  of  this  bill,  title  XVI)  of 
the  Social  Security  Act  call  for  "on-the-record"  hearings  which  invoke 
the  provisions  of  the  Administrative  Procedure  Act. 

Although  the  bill  is  silent  on  the  grade  level  of  temporary  Adminis- 
trative Law  fludges,  the  committee  notes  that  the  report  on  this  legisla- 
tion received  from  the  Department  indicates  agreement  with  tlie  view 
expressed  in  the  report  of  the  House  of  Eepresentatives  on  the  bill 
that  a  grade  level  of  GS-14  would  be  appropriate. 

REDUCTION  OE  APPEAL  PERIOD  FOR  SOCIAE  SECURITY  CLAIMS 

(Section  4  of  the  Bill) 

The  Committee  bill  would  reduce  the  period  within  which  social 
security  and  medicare  apj^eals  may  be  taken  at  both  the  reconsideration 
and  hearing  level  from  six  months  to  60  days. 

The  committee  believes  that  a  6-month  time  period  is  unnecessai'ily 
long  for  a  claimant  to  appeal  a  title  II  or  title  XVIII  decision  on  his 
claim.  In  fact,  because  a  mandatory  reconsideration  has  been  adopted 
administratively  under  this  authority,  a  double  period  may  result.  An 
indmdual  whose  claim  has  been  initially  denied  has  a  full  six  months 
to  decide  whether  to  request  a  reconsideration  and  then  another  6 
months  to  decide  whether  to  appeal  to  an  administrative  law  judge. 

More  than  65  percent  of  the  hearings  requested  are  filed  within  60 
days  after  the  claimants  receive  notification  that  their  reconsideration 
had  not  resulted  in  the  decision  being  overturned.  If  the  time  limit  is 
reduced  to  60  days,  there  may  be  a  decrease  in  the  number  of  liearing 
requests  filed.  Those  individuals  who  do  not  file  for  review  within 
60_  days  may  file  a  new  application  for  benefits  on  the  basis  of  new 
evidence  or  changed  condition  which  in  most  instances  can  be  adjudi- 
cated more  speedily  at  the  initial  determination  level.  Also,  reducing 
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the  time  limit  would  result  in  a  reduction  in  adminis'trative  costs  and, 
])erhaps  most  importantly  would  be  beneficial  in  that  less  case  devel- 
opment would  be  needed  "at  the  hearing  level._  The  need  for  additional 
development  has  played  a  major  role  in  delaying  decisions  in  appealed 
cases.  Often  hearings  filed  in  the  4th,  5th,  or  6th  months  following 
the  reconsideration  determination  are  virtually  new  cases  and  call 
for  extensive  medical  and  vocational  development  which  takes  the 
AL J  away  from  his  primary  role  of  deciding  cases. 

In  order  to  assure  that  the  rights  of  individuals  are  not  adversely 
affected,  the  committee  has  provided  that  this  change  not  be  effective 
until  IMarch  1,  1976.  This  will  allow  the  Social  Security  Administra- 
tion time  to  advise  social  security  applicants  of  the  shortened  length 
of  time  for  filing  an  appeal. 

B.  West  Yirgixia  Policemen  axd  Firemex 
(Section  6  of  the  Bill) 

The  committee  has  been  informed  that  certain  policemen  and  fire- 
men in  West  Virginia  have  been  paying  social  security  contributions 
but  that  the  Social  Security  Administration  ruled  (and  the  courts 
have  agreed)  that  the  law  does  not  provide  for  this  coverage.  Under 
the  law,  policemen  in  West  Virginia  are  not  allowed  coverage  if  they 
are  also  covered  under  a  State  or  local  retirement  program  and  fire- 
men under  a  State  or  local  retirement  program  are  not  allowed  cov- 
erage unless  certain  specified  conditions  are  met.  The  laws  of  West 
Virginia  require  certain  local  governments  to  provide  a  retirement 
program  for  their  employees,  including  policemen  and  firemen,  but 
some  of  the  local  governments  have  not  provided  the  programs  and 
instead  have  relied  on  social  security  coverage  to  provide  retirement, 
disability,  and  survivor  insurance  for  their  employees.  Because  this 
coverage  for  policemen  and  fi.remen,  but  not  for  other  emploj'ees  has 
been  determined  to  be  in  conflict  with  the  present  law,  the  committee 
bill  includes  a  provision  which  will  permit  the  State  of  West  Virginia 
to  modify  its  social  security  coverage  agreements  to  provide  retro- 
active coverage  for  the  policemen  and  firemen  who  have  paid  social 
security  contributions  in  the  past  and  to  continue  this  coverage  in  the 
future  for  those  police  and  fire  departments  affected. 

A  similar  provision  was  included  in  the  Social  Security  Amend- 
ments of  1972  but  the  State  did  not  make  the  necessary  modifications 
in  its  social  security  coverage  agreements  within  the  time  limits  speci- 
fied in  that  legislation.  The  present  bill  will  extend  the  time  when  such 
a  change  may  be  made  to  1977. 

C.  Deposit  of  Social  Security  Coxtributioxs  by  State  ax^d  Local 

GOVERXMEXTS 

(Section  7  of  the  Bill) 

Employees  of  State  and  local  governments  are  not  mandatorily 
covered  under  the  social  security  program.  Under  legislation  enacted 
in  1950,  however.  States  are  permitted  on  a  voluntary  basis  to  enter 
into  agreements  with  the  Department  of  Health,  Education,  and  Wel- 
fare for  the  corerage  under  the  program  of  State  and  local  employees. 
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The  extent  of  such  coveraoe  varies  from  State  to  State  and  the  agree- 
ments under  which  each  State  covers  certain  of  its  employees  and  the 
employees  of  political  subdivisions  are  quite  complex.  Under  these 
coverage  agreements,  States  are  required  to  pay  to  the  Social  Security 
Administration  contributions  which  are  the  equivalent  of  the  social 
security  taxes  which  the  Internal  Ke venue  Service  collects  from  pri- 
vate employers. 

The  Social  Security  Act  provides  that,  insofar  as  practicable,  the 
Social  Security  Administration  should  require  States  to  deposit  these 
contributions  in  a  manner  consistent  with  the  requirements  for  deposit- 
ing social  security  taxes  imposed  on  private  employers.  Up  to  the 
present,  however,  the  requirements  imposed  upon  the  States  with 
respect  to  the  frequency  of  deposit  have  been  quite  different  from  the 
requirements  imposed  upon  private  employers.  Large  private  employ- 
ers are  required  to  deposit  social  security  taxes  withheld  as  often  as 
weekly,  and  moderate-sized  employers  must  make  these  deposits 
monthly.  Quarterly  deposits  are  permitted  for  employers  with  quite 
small  payrolls.  In  the  case  of  State  and  local  Government  employees, 
however,  the  present  regulations  of  the  Department  of  Health,  Educa- 
tion, and  Welfare  require  that  deposits  be  made  by  the  middle  of  the 
second  month  after  the  end  of  each  quarter. 

The  Social  Security  Administration  has  indicated  that  it  is  consider- 
ing the  promulgation  of  a  regulation  which  would  require  the  States 
to  deposit  social  security  contributions  more  frequently.  The  agency 
believes  that  such  a  change  would  result  in  significantly  higher  interest 
earnings  for  the  social  security  trust  funds  and  that  the  change  would 
be  consistent  with  the  provision  of  law  requiring  that  the  State  proce- 
dures be  comparable  with  the  procedures  used  by  private  employers. 
State  social  security  administrators  have  expressed  doubts  that  such 
a  change  is,  in  fact,  practicable  since  many  local  governments  have 
relatively  unsophisticated  accounting  arrangements.  Moreover,  the 
argument  is  made  that  such  a  change  represents  a  unilateral  revocation 
of  the  voluntary  agreements  under  which  the  State  coverage  was  estab- 
lished many  years  ago. 

The  Committee  is  advised  that  the  Social  Security  Administration 
and  the  State  social  security  administrators  are  jointly  undertaking  a 
study  designed  to  develop  more  adequate  information  as  to  the  actual 
implications  of  a  change  in  existing  deposit  procedures.  To  assure  that 
this  information  will  be  available  before  any  change  is  made  and  to 
assure  that  no  change  in  deposit  procedures  will  be  abruptly  instituted, 
the  committee  bill  would  prohibit  the  Department  of  Health,  Educa- 
tion, and  Welfare  from  making  any  significant  changes  in  the  deposit 
requirements  without  allowing  lead  time  of  at  least  18  months  from 
the  time  of  publication  in  the  Federal  Kegister  of  the  final  regulations 
making  such  a  change. 

The  committee  believes  that  this  amendment  will  permit  the  De- 
partment to  develop  whatever  proposal  with  respect  to  the  deposit  of 
State  and  local  contributions  it  may  feel  is  justified  on  the  basis  of  in- 
formation obtained  from  the  current  study  while  at  the  same  time 
assuring  that  Congress  will  have  adequate  notice  of  any  such  proposed 
change  and  will  be  able  to  enact  further  legislation  as  may  appear 
appropriate. 
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D.  Annual  Reporting  of  Social  Security  Wages 
(Section  8  of  the  Bill) 

The  committee  added  a  provision  to  the  House-passed  bill  which 
is  designed  to  reduce  the  tax  reporting  burden  of  the  Nation's  em- 
ployers. Under  the  committee  provision,  the  Secretaries  of  the  Treasury 
ancl  of  Health,  Education,  and  Welfare  would  be  provided  with  the 
authority  they  need  to  exchange  information  on  a  basis  which  would 
make  it  possible  to  change  social  security  tax  reporting  from  a  quar- 
terly basis  to  an  annual  basis.  The  committee  provision  originated  in 
the  \*ecommendations  of  several  Governmental  study  groups  and  its 
adoption  would  conclude  approximately  two  decades  of  study  and 
negotiation  between  the  two  departments  involved. 

Under  existing  Treasury  department  reguhitions,  employers  are  re- 
quired to  submit  quarterly  reports  of  the  wages  paid  to  their  em- 
ployees which  are  subject  co  social  securiry  taxes.  These  reports,  on 
Treasury  Form  941-A,  must  list  each  employee  by  name,  social 
security  account  number,  and  total  wages  paid  to  the  employee  with 
respect  to  which  social  securit}'  taxes  are  payable.  The  preparation 
and  filing  of  this  quarterly  report  involves  considerable  effort  and 
expense  on  the  part  of  employers  particularly  in  the  case  of  small 
and  medium-sized  companies  which  do  not  have  the  advantage  of 
computerized  payroll  systems.  An  April  17.  1973  report  issued  by 
the  Select  Committee  on  Small  Business  stated  that  its  Subcommittee 
on  Government  Regulation  had  found  studies  indicating  that  the 
annual  cost  to  small  employers  of  submitting  this  form  might  total 
as  much  as  $235  million  (Senate  Report  No.  93-125,  p.  49) . 

The  conunittee  provision  would  make  possible  the  elimination  of 
quarterly  reports  by  changing  certain  technical  requirements  of  the 
social  security  program  which  currently  depend  on  data  from  the 
Form  9-l:l-A  and  by  providing  the  Internal  Revenue  Service  and  the 
Social  Security  Administration  authority  which  would  enable  them  to 
enter  into  an  agreement  for  cooperative  processing  of  a  revised  annual 
wage  reporting  form  (i.e.  Form  W-2)  in  a  manner  which  will  most 
effectively  and  efficiently  provide  each  agency  with  the  information  it 
requires.  Thus,  in  place  of  the  present  requirement  that  each  employer 
submit  5  reports  per  year  with  respect  to  each  employee  (4  quarterly 
reports  on  Form  941-A  and  1  annual  report  on  Forni  W-2).  the  coni- 
mittee  provision  makes  possible  a  revision  in  Treasury  Department 
regulations  to  permit  employers  to  file  a  single  consolidated  annual 
wage  report  for  each  employee  which  will  show  hoth  liis  total  earnings 
for  the  year  and  the  quarterly  breakdown  of  his  social  security 
earnings. 

The  present  Form  941-A  provides  for  wage  information  used  bv  the 
Social  Security  Administration  as  the  source  of  data  for  computing  the 
autornatic  increases  in  the  amount  of  annual  earnings  subject  to  social 
security  taxes  (the  social  security  "wage  base")  and  in  the  amount  of 
annual  earnings  which  a  beneficiary  may  have  without  any  reduction  in 
his  social  security ^  benefits  (the  "exempt  amount.")  Under  existing 
law,  whenever  an  increase  in  the  cost  of  living  triggei^s  an  automatic 
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social  security  benefit  increase,  the  Secretary  of  Health,  Education, 
and  Welfare  is  required  to  promulgate  regulations  increasing  the  wage 
base  and  the  exempt  amount. 

Under  current  law  these  increases  are  based  on  the  percentage  rise 
in  the  average  amount  of  taxable  wages  up  to  the  first  quarter  of  the 
year  in  which  the  determination  of  the  amount  of  the  increase  is  made, 
and  the  increases  become  effective  as  of  the  start  of  the  following  year. 
If  employee  wages  are  reported  annually  rather  than  quarterly,  how- 
ever, the  necessary  data  to  compute  the  increase  in  wage  base  and 
exempt  amount  would  not  be  available  until  well  after  the  beginning 
of  the  year  in  which  the  increases  are  to  be  effective.  The  committee 
provision,  therefore,  moves  back  by  one  year  the  base  period  to  be 
used  for  determining  the  amount  of  increases  in  taxable  wages  so  that 
the  Secretary  of  Health,  Education,  and  Welfare  will  have  sufficient 
time  to  make  his  determinations  on  the  basis  of  an  annual  wage  report. 
(However,  no  change  is  made  in  the  benefit  increase  provisions  of 
present  law.)  Thus,  for  example,  the  increase  in  the  wage  base  and 
exempt  amount  which  is  to  be  effective  as  of  J anuary  1, 1977  would  be 
computed  according  to  the  growth  rate  in  average  taxalDle  wages  from 
the  first  quarter  of  1974  to  the  first  quarter  of  1975  rather  than  ac- 
cording to  the  growth  rate  from  the  first  quarter  of  1975  to  the  first 
quarter  of  1976. 

Current  law  bases  the  automatic  increases  in  the  wage  base  and 
exempt  amount  on  the  rise  in  average  taxable  wages  from  the  first 
quarter  of  one  year  to  the  first  quarter  of  the  next  year  rather  than  on 
the  annual  increase  in  wage  levels  generally  because  the  Social  Security 
Administration  does  not  now  receive  the  information  necessary  to 
make  a  determination  based  on  average  annual  wages  in  all  employ- 
ment. Wlien  the  revised  reporting  regulations  made  possible  by  the 
committee  provision  are  implemented,  this  information  will  become 
available.  Accordingly,  the  committee  bill  provides  that,  starting 
in  1978,  determinations  as  to  the  amount  of  future  automatic  increases 
in  the  annual  amount  of  earnings  subject  to  social  security  taxes  and 
in  the  amount  of  annual  earnings  a  beneficiary  can  have  without 
reduction  in  benefits  will  be  based  on  the  growth  from  year  to  year 
in  average  annual  wages  in  all  employment  rather  than  on  the  growth 
of  the  amount  of  wages  subject  to  social  security  taxes  in  the  first 
quarter  of  each  year.  As  a  practical  matter,  it  is  estimated  that  there 
will  be  negligible  impact  on  the  way  in  which  the  automatic  increase 
provisions  will  operate,  since  the  annual  rate  of  growth  is  approxi- 
mately the  same  for  average  first  quarter  taxable  wages,  average 
annual  wages  in  employment  covered  by  social  security,  and  average 
annual  wages  in  the  national  economy. 

The  committee  provision  would  not  affect  the  responsibility  of 
employers  for  the  collection  and  payment  of  social  security  taxes  nor 
would  it  alter  in  any  way  the  requirements  as  to  the  dates  on  which 
payments  of  these  taxes  are  due.  The  provisison  would  make  no  change 
in  the  amount  of  work  required  in  order  to  qualify  for  social  security 
benefits  and  no  change  would  be  made  in  the  way  benefits  are  com- 
puted. Moreover,  it  would  not  have  any  impact  on  the  financial  status 
of  the  social  security  program. 
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In  addition,  the  committee  amendment  provides  that  the  amend- 
ment would  have  no  effect  on  the  way  in  which  State  and  local  govern- 
ments report  earnings  to  the  Social  Security  Administration.  The  situ- 
ation with  respect  to  State  and  local  government  employment  covered 
by  social  security  is  different  than  the  situation  with  respect  to  private 
employment,  and  the  procedures  for  reporting  wages  are  governed  by 
agreements  between  the  States  and  the  Secretary  of  Health,  Educa- 
tion, and  Welfare.  A  wide  variety  of  patterns  exists  with  respect  to 
the  types  of  State  and  local  employment  which  are  or  are  not  covered 
under  a  multiplicity  of  agreements  between  the  States  and  the  Federal 
government  and,  in  turn,  between  the  States  and  local  governmental 
entities.  The  existing  reporting  procedures,  therefore,  serve  not  only 
the  requirements  of  the  Social  Security  Administration  but  also  the 
requirements  of  the  State  agencies  which  are  responsible  for  co- 
ordinating the  activities  with  respect  to  social  security  of  the  various 
governmental  employers  within  each  State.  Accordingly,  the  Com- 
mittee bill  would  not  authorize  the  Secretary  of  Health,  Education,  and 
Welfare  to  modify  the  regulations  and  procedures  with  respect  to  the 
reporting  of  social  security  wages  in  the  case  of  State  and  local  em- 
ployees except  to  the  extent  that  modifications  may  be  agreed  upon 
between  him  and  the  States  involved. 

III.  COST  OF  CAERYIXG  OUT  THE  BILL 

In  compliance  with  section  252 (a)  of  the  Legislative  Reorganiza- 
tion Act  of  1970,  the  following  statement  is  made  relative  to  the  costs 
to  be  incurred  in  carrying  out  the  bill. 

The  committee  estimates  that  this  legislation  would  have  virtually 
no  impact  on  Federal  expenditures.  The  provision  authorizing  certain 
coverage  for  West  Virginia  policemen  and  firemen  could  have  a  negli- 
gible impact  on  social  security  benefit  payments.  The  provisions  relat- 
ing to  the  social  security  hearing  process,  according  to  estimates  re- 
ceived from  the  Department  of  Health,  Education,  and  Welfare, 
would  not  affect  benefit  costs  but  could  reduce  administrative  ex- 
penses by  $16.3  million  in  fiscal  years  1977  through  1981.  The  other 
provisions  of  the  bill  have  no  cost  impact. 

IV.  VOTE  OF  THE  COMMITTEE  IX  REPORTING  THE  BILL 

In  compliance  with  section  133  of  the  Legislative  Reorganization 
Act  of  1946.  the  following  statement  is  made  relative  to  the  vote  by 
the  committee  to  report  the  bill.  The  bill  was  ordered  reported  by 
voice  vote. 

V.  CHANGES  IN  EXISTING  LAW  MADE  BY  THE  BILL. 
AS  REPORTED 

In  compliance  with  subsection  (4)  of  Rule  XXIX  of  the  Standing 
Rules  of  the  Senate,  changes  in  existing  law  made  by  the  bill,  as 
reported,  are  shown  as  follows  (existing  law  proposed  to  be  omitted 
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is  enclosed  in  black  brackets,  new  matter  is  printed  in  italic,  existing 
law  in  which  no  change  is  proposed  is  shown  in  roman)  : 

TITLE  II— FEDEEAL  OLD-AGE,  SUKVIYOES,  AND  DIS- 
ABILITY INSURANCE  BENEFITS 

FEDERAL  OLD-AGE  AND  SURVIVORS  INSURANCE  TRUST  FUND  AND  FEDERAL 
DISABILITY  INSURANCE  TRUST  FUND 

SEC.20L  (a)  *  *  =^ 

******* 

(g)  (1)  (A)  [There  are  authorized  to  be  made  available  for  expendi- 
ture, out  of  any  or  all  of  the  Trust  Funds  (which  for  purposes  of  this 
paragraph  shall  include  also  the  Federal  Hospital  Insurance  Trust 
Fund  and  the  Federal  Supplementary  Medical  Insurance  Trust  Fund 
established  by  title  XVIII) ,  such  amo'unts  as  the  Congress  may  deem 
appropriate  to  pay  the  costs  of  the  part  of  the  administration  of  this 
title,  title  XVI  and  title  XVIII  for  which  the  Secretary  of  Health, 
Education,  and  Welfare  is  responsible.  During  each  fiscal  year  or  after 
the  close  of  such  fiscal  year  (or  at  both  times) ,  the  Secretary  of  Health, 
Education,  and  Welfare  shall  analyze  the  costs  of  administration  of 
this  title,  title  XVI  and  title  XVIII  during  the  appropriate  part  or 
all  of  such  fiscal  j^ear  in  order  to  determine  the  portion  of  such  costs 
vrhich  should  be  borne  by  each  of  the  Trust  Funds  and  (with  respect 
to  title  XVI)  by  the  general  revenues  of  the  United  States  and  shall 
certify  to  the  Managing  Trustee  the  amount,  if  any,  which  should  be 
transferred  among  such  Trust  Funds  in  order  to  assure  that  (after 
appropriations  made  pursuant  to  section  1601,  and  repayment  to  the 
Trust  Funds  from  amounts  so  appropriated)  each  of  the  Trust  Funds 
and  the  general  revenues  of  the  United  States  bears  its  proper  share 
of  the  costs  incurred  during  such  fiscal  year  for  the  part  of  the  ad- 
ministration of  this  title,  title  XVI,  and  title  XVIII  for  which  the 
Secretary  of  Health,  Education,  and  Welfare  is  responsible.  The 
Managing  Trustee  is  authorized  and  directed  to  transfer  any  such 
amount  (determined  under  the  preceding  sentence)  among  such  Trust 
Funds  in  accordance  with  any  certification  so  made. 

[(B)  The  Managing  Trustee  is  directed  to  pay  from  the  Trust  Funds 
into  the  Treasury  the  amounts  estimated  by  him  which  will  be  ex- 
pended, out  of  moneys  appropriated  from  the  general  funds  in  the 
Treasury,  during  each  calendar  quarter  by  the  Treasury  Department 
for  the  part  of  the  administration  of  this  title  and  title  XVIII  for 
which  the  Treasury  Department  is  responsible  and  for  the  administra- 
tion of  chapters  2  and  21  of  the  Internal  Eevenue  Code  of  1954.  Such 
payments  shall  be  covered  into  the  Treasury  as  repayment  to  the 
account  for  reimbursement  of  expenses  incurred  in  connection  with 
such  administration  of  this  title  and  title  XVIII  and  chapters  2  and 
21  of  the  Internal  Eevenue  Code  of  1954.] 

The  Managing  Trustee  of  the  Trust  Funds  {which  for  purposes  of 
this  paragraph  shall  include  also  the  Federal  Hospital  Insurance 
Trust  Fund  and  the  Federal  Supplementary  Medical  Insurance  Trust 
Fund  established  hy  title  XVIII)  is  directed  to  pay  from  the  Trust 
Funds  into  the  Treasury — 
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(^)  the  amounts  estimated  hy  him  and  the  Secretary  of  Healthy 
Education^  and  Welfare  which  loill  he  expended^  out  of  moneys 
appropriated  from  the  general  fund  in  the  Treasury^  during  a 
three-month  period  hy  the  Department  of  Healthy  Education,  amd 
Welfare  and  the  Treasury  Department  for  the  administration  of 
titles  11^  XVI  and  XVIII  of  this  Act  and  subchapter  E  of  chap- 
ter 1  and  subchapter  A  of  chapter  9  of  the  Intemial  Revenue  Code 
of  1939^  and  chapters  2  and  21  of  the  Internal  Revenue  Code  of 
195/4,  less. 

(ii)  the  amounts  estimated  {pursuant  to  the  method  prescribed 
by  the  Board  of  Trustees  under  paragraph  (4)  of  this  subsection) 
by  the  Secretai-^  of  Health,  Education,  and  Welfare  which  will 
be  expended,  out  of  moneys  made  availahle  for  exp>enditures  from 
the  Trust  Funds,  during  such  three-month  period  to  cover  the  cost 
of  carrying  out  the  functions  of  the  Department  of  Healthy  Edu- 
cation, and  Welfare  specified  in  section  232,  tohich  relate  to  the 
administration  of  provisions  of  the  Internal  Revenue  Code  of 
195J-f  other  than  those  referred  to  in  clause  (^) . 
Such  payments  shall  be  carried  into  the  Treasury  as  the  net  amount  of 
repayments  due  the  general  fund  account  for  reimbursement  of  ex- 
penses incurred  in  connection  loith  the  administration  of  titles  II,  XVI, 
and  XVIII  of  this  Act  and  suhchapter  E  of  chapter  1  and  subchapter 
A  of  chapter  9  of  the  Internal  Revenue  Code  of  1939,  and  chapters  2 
and  21  of  the  Internal  Revenue  Code  of  19oJ^.  A  final  accounting  of 
such  payments  for  any  fiscal  year  shall  be  made  at  the  earliest  prac- 
ticahle  date  after  the  close  thereof.  There  are  hereby  authorized  to  be 
made  avadlable  for  expenditure,  out  of  any  or  all  of  the  Trust  Funds, 
such  amounts  as  the  Congress  may  deem  appropriate  to  pay  the  costs 
of  the  part  of  the  administration  of  this  title,  title  XVI  and  title 
XVIII  for  which  the  Secretary  of  Health,  Education,  and  Welfare  is 
responsible  and  of  carrying  out  the  functions  of  the  Department  of 
Health,  Education,  and  Welfare,  specified  in  section  232,  which  relate 
to  the  administration  of  provisions  of  the  Internal  Revenue  Code  of 
1951^,  other  than  those  referred  to  in  clause  (i)  of  the  first  sentence  of 
this  subparagraph, 

(B)  After  the  close  of  each  fiscal  year  the  Secretary  of  Healthy  Edu- 
cation, and  Welfare  shall  determine  the  portion  of  the  costs,  incurred 
during  such  fiscal  year,  of  administration  of  this  title,  title  XV I,  and 
title  XVIII  and  of  carrying  out  the  functions  of  the  Department  of 
Health,  Education,  and  Welfare,  specified  in  section  232,  which  relate 
to  the  administration  of  provisions  of  the  Internal  Revenue  Code  of 
195^  {other  than  those  referred  to  in  clause  (i)  of  the  first  sentence 
of  subparagraph  {A)),  %ohich  should  have  been  borne  by  the  general 
fund  in  the  Treasury  and  the  portion  of  such  costs  which  should  have 
been  borne  by  each  of  the  Trust  Funds;  except  that  the  deterniination 
of  the  amounts  to  be  borne  by  the  general  fund  in  the  Treasury  with 
respect  to  expenditures  incurred  in  carrying  out  such  f  u7ictlons  specl- 
fied  in  section  232  shall  be  made  pursuant  to  the  method  prescribed  by 
the  Board  of  Trustees  under  paragraph  (4)  of  this  subsection.  After 
such  determination  has  been  made,  the  Secretary  of  Health,  Education, 
and  W  elf  are  shall  certify  to  the  M  anaging  Trustee  the  amounts,  if  any, 
luhich  should  be  transferred  from  one  to  any  of  the  other  of  such  Trust 
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Funds^  and  the  ojuounts^  if  any^  lohich  should  he  transferred  teticeen 
the  Trust  Fwids  {or  one  of  the  Trust  Funds)  and  the  general  fund  in 
the  Treasury^  in  order  to  insure  that  each  of  the  Trust  Funds  and  the 
general  fund  in  the  Treasury  have  home  their  proper  share  of  the  costs, 
incurred  during  such  fiscal  year,  for  the  part  of  the  administration  of 
this  title,  title  XVI,  and  title  XVIII  for  lohich  the  Secretary  of 
Health,  Education,  and  Welfare  is  responsihle  and  of  carrying  out 
the  functions  of  the  Department  of  Health,  E  ducation,  and  ~W  elf  are, 
specified  in  section  232,  ivhich  relate  to  the  administration  of  provi- 
sions of  the  Internal  Revenue  Code  of  1951^  {other  than  those  referred 
to  in  clause  (i)  of  the  first  sentence  of  suhparagraph  {A)).  The  Man- 
aging Ti^stee  is  authorized  and  directed  to  transfer  any  such  amounts 
in  accovdjance  loith  any  certification  so  made.'\ 

(2)  The  Managing  Trustee  is  directed  to  pay  from  time  to  time 
from  the  Trust  Funds  into  the  Treasury  the  amount  estimated  by  him 
as  taxes  imposed  under  section  3101(a)  which  are  subject  to  refund 
under  section  61:13  (c)  of  the  Internal  Revenue  Code  of  1954  with  re- 
spect to  wages  ( as  defined  in  section  1426  of  the  Internal  Revenue  Code 
of  1939  and  section  3121  of  the  Internal  Revenue  Code  of  1954)  paid 
after  December  31,  1950.  Such  taxes  shall  be  determined  on  the  basis 
of  the  records  of  wages  established  and  maintained  by  the  Secretary 
of  Health,  Education,  and  Welfare  in  accordance  with  the  wages  re- 
ported to  the  Commissioner  of  Internal  Revenue  pursuant  to  section 
1420(c)  of  the  Internal  Revenue  Code  of  1939  and  to  the  Secretary  of 
the  Treasury  or  his  delegate  pursuant  to  subtitle  F  of  the  Internal 
Revenue  Code  of  1954,  and  the  Secretary  shall  furnish  the  Managing- 
Trustee  such  information  as  may  be  required  by  the  Trustee  for  such 
purpose.  The  payments  b}^  the  Managing  Trustee  shall  be  covered  into 
the  Treasury  as  repayments  to  the  account  for  refunding  internal 
revenue  collections.  Payments  pursuant  to  the  first  sentence  of  this 
paragraph  shall  be  made  from  the  Federal  Old-Age  and  Survivors 
Insurance  Trust  Fund  and  the  Federal  Disability  Insurance  Trust 
Fund  in  the  ratio  in  which  amounts  were  appropriated  to  such  Trust 
Funds  under  clause  (3)  of  subsection  (a)  of  this  section  and  clause  (1) 
of  subsection  (b)  of  this  section. 

(3)  Repayments  made  under  paragraph  (1)  or  (2)  shall  not  be 
available  for  expenditures  but  shall  be  carried  to  the  surplus  fund  of 
the  Treasury.  If  it  subsequently  appears  that  the  estimates  under  either 
such  paragraph  in  any  particular  period  were  too  high  or  too  low,  ap- 
propriate adjustments  shall  be  made  by  the  Managing  Trustee  in  fu- 
ture payments. 

(4)  The  Board,  of  Trustees  shall  prescribe  hefore  January  1,  1981, 
the  method  of  determining  the  costs  lohich  should  he  home  hy  the 
gpveral  fund  in  the  Treasury  of  carrying  out  the  functions  of  the 
Department  of  Health,  Education,  and  Vi  elf  are,  specified  in  section 
9^32.  whirh  relate  to  the  administration  of  provisions  of  the  Internal 
Revenue  Code  of  195 li.  (other  than  those  referred  to  in  clause  (i)  of 
the  first  so-itence  of  paragraph  {1)  (A)).  If  at  any  tim-e  or  times  there- 
after the  Boards  of  Trustees  of  such  Trust  Funds  deem  such  action 
advisahle  they  may  modify  the  method  so  detei^^nined. 

******* 
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KEDUCTION  OF  IXSUEANCE  BENEFITS 

MAXIMUM  BENEFITS 

Sec.  203.  (a)  *  *  * 

Jj:  ❖  ^  *  ^ 

(f)  For  purposes  of  subsection  (b)  — 
^-^^  *  *  ❖ 

(8)  (A)  Whenever  the  Secretary  pursuant  to  section  215 (i)  in- 
ceases  benefits  effective  with  the  month  of  June  folloAving  a  cost-of- 
living-  computation  quarter  he  shall  also  determine  and  publish  in 
the  Federal  Register  on  or  before  November  1  of  the  calendar  year 
in  which  such  quarter  occurs  a  new  exempt  amount  which  shail  be 
effective  (unless  such  ]iew  exempt  amount  is  prevented  from  becom- 
ing effective  by  subparagraph  (C)  of  this  paragraph)  with  respect 
to  any  individual's  taxable  year  which  ends  after  the  calendar  year 
ni  which  such  benefit  increase  is  effective  (or,  in  the  case  of  an  indi- 
vidual who  dies  during  tlie  calendar  year  after  the  calendar  year  in 
which  the  benefit  increase  is  eff'ective.  with  respect  to  such  individual's 
taxable  year  which  ends,  upon  his  death,  during  such  year) . 

(B)  The  exem])t  amount  for  each  month  of  a  particular  taxable 
year  shall  be  whicheA'er  of  the  following  is  the  larger — 

(i)  the  exempt  amount  which  was  in  effect  with  respect  to 
months  in  the  taxable  year  in  which  the  determination  under 
subparagraph  (A)  was  made,  or 

(ii)  the  product  of  the  exempt  amount  described  in  clause  (i) 
and  the  ratio  of  (I)  the  average  of  the  [taxable]  wages  of  all 
employees  as  reported  to  the  Secretary  of  the  Treasury  for  [the 
first  calendar  quarter  of]  the  calendar  year  pi^eceding  the  calen- 
dar year  in  which  the  determination  under  subparagraph  (A) 
was  made  to  (II)  the  average  of  the  [taxable]  wages  of  all  em- 
ployees as  reported  to  the  Secretary  of  the  Treasury  for  the  [first 
calendar  quarter  of  1^)73]  calendar  year  1973^  or,  if  later,  the 
[first  calendar  quaiter  of  ]  calendar  year  f  recedmg  the  most  re- 
cent calendar  3'ear  in  which  an  increase  in  the  contribution  and 
benefit  base  was  enacted  or  a  determination  resulting  in  such  an 
increase  Avas  made  under  section  230(a),  with  such  product,  if 
not  a  multiple  of  $10,  being  rounded  to  the  next  higher  nudtiple 
of  $10  Avhere  such  product  is  a  multiple  of  $5  but  not  of  $10  and 
to  the  nearest  multiple  of  $10  in  aiw  other  case. 

For  purpose  of  this  cla.iisc  (//) .  the  average  of  the  xrages  for  the 
calendar  year  1077  {or  any  prior  calendar  year)  shall,  in  the  case 
of  d£fernii nations  made  under  suh paragraph  (^4)  prior  to  De- 
cember 31,  197S.  he  deemed  to  he  an  amount  equal  to  JfOO  per 
centinn  of  the  amovnt  of  the  average  of  the  taxcdde  wages  of  all 
employees  as  reported  to  the  Secretary  for  the  first  calendar 
quarter  of  such  calendar  year. 

*  *  *  :f:  *  *  * 
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EVIDENCE,  PROCEDUEE,  AND  CERTIFICATION  FOR  PAYMENT 

Sec.  205.  (a)  *  *  * 
******* 

(b)  The  Secretary  is  directed  to  make  findings  of  fact,  and  decisions 
as  to  the  rights  of  any  individual  applying  for  a  payment  under  this 
title.  Upon  request  by  any  such  individual  or  upon  request  by  a  wife, 
divorced  wife,  widow,  surviving  divorced  wife,  surviving  divorced 
mother,  husband,  widower,  child,  or  parent  ^\ho  makes  a  showing  in 
writing  that  his  or  her  rights  may  be  prejudiced  by  any  decision  the 
Secretary  has  rendered,  he  shall  give  such  applicant  and  such  other 
individual  reasonable  notice  and  opportunity  for  a  hearing  with  re- 
spect to  such  decision,  and,  if  a  hearing  is  held,  shall,  on  the  basis  of 
evidence  adduced  at  the  hearing,  affirm,  modify,  or  reverse  his  findings 
of  fact  and  such  decision.  Any  such  request  with  respect  to  such  de- 
cision must  be  filed  within  [such  period  after  such  decision  as  may  be 
prescribed  in  regulations  of  the  Secretary,  except  that  the  period  so 
prescribed,  may  not  be  less  than  six  months  after  notice  of  such  de- 
cision is  mailed  to]  sixty  days  after  notice  of  such  decision  is  received 
hy  the  individual  making  such  request.  The  Secretary  is  further  au- 
thorized, on  his  own  motion,  to  hold  such  hearings  and  to  conduct 
such  investigations  and  other  proceedings  as  he  may  deem  necessary 
or  proper  for  the  administration  of  this  title.  In  the  course  of  any 
hearing,  investigation,  or  other  proceeding,  he  may  administer  oaths 
and  affirmations,  examine  witnesses,  and  receive  evidence.  Evidence 
may  be  received  at  any  hearing  before  the  Secretary  even  though  in- 
admissable  under  rules  of  evidence  applicable  to  the  court  procedure. 
******* 

REDUCTION  OF  BENEFITS  BASED  ON  DISABILITY  ON  ACCOUNT  OF  RECEIPT  OF 
workmen's  COMPENSATION 

Sec  224.  (a)  *  *  * 

*  *  *  *  *  *  * 

(f )  (1)  In  the  second  calendar  year  after  the  year  in  which  reduction 
under  this  section  in  the  total  of  an  individual's  benefits  under  section 
223  and  any  benefits  under  section  202  based  on  his  wages  and  self- 
employment  income  was  first  required  (in  a  continuous  period  of 
months),  and  in  each  third  3^ear  thereafter,  the  Secretary  shall  re- 
determine the  amount  of  such  benefits  which  are  still  subject  to  reduc- 
tion under  this  section;  but  such  redetermination  shall  not  result  in 
any  decrease  in  the  total  amount  of  benefits  payable  under  this  title  on 
the  basis  of  such  individual's  wages  and  self-employment  income.  Such 
redetermined  benefit  shall  be  determined  as  of,  and  shall  become  effec- 
tive with,  the  January  following  the  year  in  which  such  redetermina- 
tion was  made. 

(2)  In  making  the  redetermination  required  by  paragraph  (1),  the 
individual's  average  current  earnings  (as  defined  in  subsection  (a)) 
shall  be  deemed  to  be  the  product  of  his  average  current  earnings  as 
initially  determined  under  subsection  (a)  and  the  ratio  of  (i)  the 
average  of  the  taxable  wages  of  all  persons  for  vrliom  taxable  wages 
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were  reported  to  the  Secretary  for  the  first  calendar  quarter  of  tlie 
calendar  year  hefore  the  calendar  year  in  which  such  redetermination 
is  made,  to  (ii)  the  average  of  the  taxable  wages  of  such  persons  re- 
ported to  the  Secretary  for  the  first  calendar  quarter  of  the  taxable 
year  hefore  the  calendar  year  in  which  the  reduction  was  first  com- 
puted (but  not  counting  any  reduction  made  in  benefits  for  a  previous 
period  of  disability).  Any  amount  determined  under  the  preceding 
sentence  which  is  not  a  multiple  of  $1  shall  be  reduced  to  the  next 
lower  multiple  of  $1. 

******* 

ADJUSTMENT   OF  THE   CONTRIBUTIOX  AND  BENEFIT  BASE 

Sec.  230.  (a)  'VVlienever  the  Secretary  pursuant  to  section  215 (i) 
increases  benefits  effective  with  the  Jime  following  a  cost-of-living 
computation  quarter,  he  shall  also  determine  and  publish  in  the 
Federal  Register  on  or  before  November  1  of  the  calendar  year  in 
which  such  quarter  occurs  the  contribution  and  benefit  base  de- 
termined under  subsection  (b)  which  shall  be  effective  with  respect 
to  remuneration  paid  after  the  calendar  year  in  which  such  quarter 
occurs  and  taxable  years  beginning  after  such  year. 

(b)  The  amount  of  such  contribution  and  benefit  base  shall  be  the 
amount  of  the  contribution  and  benefit  base  in  effect  in  the  year  in 
which  the  determination  is  made  or,  if  larger,  the  product  of — 

(1)  the  contribution  and  benefit  base  which  was  in  effect  with 
respect  to  remuneration  paid  in  (and  taxable  years  beginning  in) 
the  calendar  year  in  which  the  determination  under  subsection 
(a)  with  respect  to  such  particular  calendar  year  was  made,  and 

(2)  the  ratio  of  (A)  the  average  of  the  [taxable]  wages  of  all 
employees  as  reported  to  the  Secretary  of  the  Treasury  for  the 
[first  calendar  quarter  of  thej  calendar  year  preceding  the  cal- 
endar year  in  which  the  determination  under  subsection  (a)  with 
respect  to  such  particular  calendar  year  was  made  to  [the  latest 
of  J  (B)  the  average  of  the  [taxable]  wages  of  all  employees  as 
reported  to  the  Secretary  of  the  Treasury  [for  the  first  calendar 
quarter  of  1973  or  the  first  calendar  quarter  of]  for  the  calendar 
year  1973  or^  if  later ^  the  calendar  year  preceding  the  most  recent 
calendar  year  in  which  an  increase  in  the  contribution  and  bene- 
fit base  was  enacted  or  a  determination  resulting  in  such  an 
increase  was  made  under  subsection  (a). 

with  such  product,  if  not  a  multiple  of  $300,  being  rounded  to  the 
next  higher  multiple  of  $300  where  such  product  is  a  multiple  of  $150 
but  not  of  $300  and  to  the  nearest  multiple  of  $300  in  any  other  case. 

For  purposes  of  this  subsection^  the  average  of  the  loages  for  the  cal- 
endar year  1977  {or  any  pnor  calendar  year)  shall  in  the  case  of  deter- 
minations made  under  subsection  {a)  prior  to  Deceniber  31^  1978,  he 
deemed  to  he  an  amount  equal  to  IfiO  per  centum  of  the  amount  of  the 
average  of  the  taxable  wages  of  all  employees  as  reported  to  the  Sec- 
retary for  the  first  calendar  quarter  of  such  calendar  year. 

******* 
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PROCESSING  OF  TAX  DATA 

Sec.  232.  The  Secretary  of  the  Treasury  shall  make  available  infor- 
mation returns  filed  pursuant  to  part  III  of  subchapter  A  of  chapter 
61  of  subtitle  F  of  the  Internal  Revenue  Code  of  195%.,  to  the  Secretary 
for  the  purposes  of  this  title  and  title  XI.  The  Secretary  and  the  Sec- 
retary of  the  Treasury  are  authorized  to  enter  into  an  agreement  for 
the  processing  by  the  Secretary  of  information  contained  m  returns 
filed  pursuant  to  part  III  of  subchapter  A  of  chapter  61  of  subtitle  F 
of  the  Internal  Revenue  Code  of  lOdlj..  Notwithstanding  the  provisions 
o  f  section  6103 {a)  of  the  Internal  Revenue  Code  of  195 J^^  the  Secretary 
of  the  Treasury  shall  make  available  to  the  Secretary  such  documerits 
as  may  be  agreed  upon  as  being  necessary  for  purposes  of  such  pr ceas- 
ing, the  Secretary  shall  process  any  toithholding  tax  statements  or 
other  documents  made  available  to  him  by  the  Secretary  of  the  Treas- 
ury pursuant  to  this  section.  Any  agreement  made  pursuant  to  this 
section  sliall  remain  in  full  force  and  effect  until  modified  or  othevioise 
changed  by  mutual  agreement  of  the  Secretary  and  the  Secretary  of 
the  treaswy. 

******* 

TITLE  XVI— SUPPLEMENTAL  SECUEITY  ^  ^  OME  FOE 
THE  AGED,  BLIND,  AND  DIS A  Bf . : : !) 

*  *  *  *  *  V  * 

Part  B — Procedural  and  General  Provisions  Payments  and 

Procedures 

payment  op  benefits 
Sec.  1631.  (a)  (1)  *  *  * 

*****  ^  ^ 

Hearings  and  Review 

(c)  (1)  The  Secretary  is  directed  to  make  findings  of  fact.,  and  deci- 
sions as  to  the  rights  of  any  individual  applying  for  payment  under 
this  title.  The  Secretary  shall  provide  reasonable  notice  and  oppor- 
tunity for  a  hearing  to  any  individual  who  is  or  claims  to  be  an  eligible 
individual  or  eligible  spouse  and  is  in  disagreement  with  any  deter- 
mination under  this  title  with  respect  to  eligibility  of  such  individual 
for  benefits,  or  the  amount  of  such  individual's  benefits,  if  such  individ- 
ual requests  a  hearing  on  the  matter  in  disagreement  within  [thirty! 
sixty  days  after  notice  of  such  determination  is  received,  and.,  if  a 
hearing  is  held.,  shall.,  on  the  basis  of  evidence  adduced  at  the  hearing., 
affirm^  modify^  or  reverse  his  findings  of  fact  and  such  decision.  The 
Secretary  is  further  authorized.,  on  his  own  motion.^  to  hold  such  hear- 
ings and  to  conduct  such  investigations  and  other  proceedings  as  he 
may  deem  necessary  or  proper  for  the  administration  of  this  title.  In 
the  course  of  any  hearing.^  investigation.,  or  other  proceeding.,  he  may 
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administer  oaths  and  a^fftrmatiorts^  examine  nrifneskfR.  nml  v^ffrrf  r-v- 
dence.  Evidence  may  he  received  at  any  licni  hu/  joir  /Ik  S>  r,  -  '"/  // 
even  though  inadmlssable  under  the  rvles  of  evidence  a/ppllcahle  to 
court  procedure. 

(2)  Determination  on  the  basis  of  such  heariiiii'.  ('x.-opt  to  tho  cxt  fnt 
that  the  matter  in  disagreement  involves  [the  exi^  leii  -c  of]  a  dis;'l>i]it  v 
(within  the  meaning  of  section  1614(a)(3)),  shall  be  made  vvithin 
ninety  days  after  the  individual  requests  the  hearing  as  provided  in 
paragraph  (1). 

(3)  The  final  determination  of  the  Secretary  after  a  hearing  imder 
paragraph  (1)  shall  be  subject  to  judicial  review  as  provided  in  sec- 
tion 205(g)  to  the  same  extent  as  the  Secretary's  final  determinations 
under  section  205  [:  except  that  the  determination  of  the  Secretary 
after  such  hearing  as  to  any  fact  shall  be  final  and  conclusive  and  not 
subject  to  review  by  any  courtj  . 

Procedures;  Prohibitions  of  Assignments;  Kepresentation  of 

Claimants 

(d)  (1)  The  provisions  of  section  207  and  subsections  (a),  (d),  (e), 
and  (f)  of  section  205  shall  apply  with  respect  to  this  part  to  the 
same  extent  as  they  apply  in  the  case  of  title  11. 

[(2)  To  the  extent  the  Secretary  finds  it  will  promote  the  achieve- 
ment of  the  objectives  of  this  title,  qualified  persons  may  l^e  appointed 
to  serve  as  hearing  examiners  in  hearings  uiider  subsection  (c)  Avith- 
out  meeting  the  specific  standards  prescribed  for  hearing  examiners 
by  or  under  subchapter  II  of  chapter  5  of  title  5,  United  States  Code.] 
*  [(3)]  (^)  The  Secretary  may  prescribe  rules  and  regulations  govern- 
ing the  recognition  of  agents  or  other  persons,  other  than  attorneys,  as 
hereinafter  provided,  representing  claimants  before  the  Secretary 
under  this  title,  and  may  require  of  such  agents  or  other  persons,  before 
being  recog-nized  as  representatives  of  claimants,  that  they  shall  sliow 
that  they  are  of  good  character  and  in  good  repute,  possessed  of  the 
necessary  qualifications  to  enable  them  to  render  such  claimants  ^'alu- 
able  service,  and  otherwise  competent  to  advise  and  assist  such  claim- 
ants in  the  presentation  of  their  cases.  An  attorney  in  good  standing 
Avho  is  admitted  to  practice  before  the  highest  couit  of  the  State, 
Territory,  District,  or  insular  possession  of  his  residence  or  before  the 
Supreme  Court  of  the  United  States  or  the  inferior  Federal  corirts, 
shall  be  entitled  to  represent  claim_ants  before  the  Secretary.  The  Sec- 
retan^  may,  after  due  notice  and  opportunity  for  hearing,  suspend  or 
prohibit  from  further  practice  before  him  any  such  person,  agent,  or 
attorney  who  refuses  to  comply  with  the  Secretary's  rules  and  regula- 
tions or  who  violates  any  provision  of  this  paragraph  for  which  a 
penalty  is  prescribed.  The  Secretary  ma^',  by  rule  and  regulation, 
prescribe  the  maximum  fees  which  may  be  charged  for  service?  ]ier- 
formed  in  connection  with  any  claim  before  the  Secretaiw  under  this 
title,  and  any  agreement  in  violation  of  such  rules  and  regulations 
shall  be  void.  Any  person  who  shall,  with  intent  to  defraud,  in  any 
manner  willfully  and  knowingly  deceive,  mislead,  or  threaten  any 
claimant  or  prospective  claimant  or  beneficiary  under  this  title  by 
word,  circular,  letter,  or  advertisement,  or  who  shall  knowingly  charge 
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or  col  loot  direc'tly  or  indirectly  any  fee  in  excess  of  the  maximum  fee, 
or  make  any  n«]^reement  directly  or  indirectly  to  charge  or  collect  any 
h\v>  \n  excess  ol"  1  he  maximum  fee,  pi'escribed  by  the  Secretary,  shall  be 
deemed  ^^uilty  of  a  misdemeanor  and,  upon  conviction  thereof,  shall 
foi'  v'dch  oiFense  be  punished  by  a  line  not  ex(^eeding  $500  or  by  im- 
pi  isonnient  not  exceedino-  one  year,  or  both. 

******* 

INTERNAL  REVENUE  CODE  OF  1954 

iti  *  *  *  *  *  * 

Subtitle  F — Procedure  and  Administration 

Ht  4(  *  *  *  *  * 

Chapter  61 — Information  and  Returns 
******* 

subchapter  b — miscellaneous  provisions 

9(1  *  *  *  *  *  * 

Sec.  GIO;].  PuBiiicrrY  or  Returns  and  Disclosure  or  Information  as 
to  Persons  Filing  Income  Tax  Returns 

(a)    *  * 

******* 

^  .|!^    *   *  * 

(g)  Disci.osriri':  of  J moiui ation  to  Secretary  of  JIk altii^  Educa- 
tion^ AND  Wi  l  l  Ah'F. — Tlie  Secretary  or  his  delegate  is  autliorized  to 
onake  avail  able  to  the  Secretary  of  Healthy  Education^  and  Welfare  in- 
forvhafion  rciin  ns  filed  pursuant  to  part  III  of  subchapter  A  of  chap- 
ter 61  of  suhtilic  F  for  the  purpose  of  cixm/mg  out^  in  accordance  loith 
an  agreement  entered  into  pursuant  to  section  2S2  of  the  Social  Secu- 
rity Act^  an  effective  information  return  processing  program. 

*  *  *  *  *  9|C  * 
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Public  Law  91+-2U1  (H.J.  Res.  5U9), 
March  21;,  1976,  Joint  Resolution 
to  approve  the  "Covenant  To 
Establish  a  Commonwealth  of  the 
Northern  Mariana  Islands  in  Political 
Union  with  the  United  States  of 
America," 


Public  Law  94-241 
94th  Congress,  H.  J.  Res.  549 
March  24,  1976 

^mt  toolution 

To  approve  the  "Covenant  To  Establish  a  Coiniuonwealf h  of  fJie  Xortlicrn 
Mariana  Islaiub;  in  Tolilical  I  nion  with  the  I'nited  Staffs  of  America  ',  and 
for  oflier  i)\irp(»ses. 


Wliercas  the  United  States  is  tlie  administering  authority  of  tlie 
Trust  Territory  of  the  Pacific  Islands  under  the  terms  of  the 
trusteeship  agreement  for  tlie  former  Japanese-mandated  islands 
cnte!-ed  into  by  the  United  States  with  the  Security  Council  of 
the  United  Nations  on  April  2,  1947,  and  appioved  by  the  United 
States  on  July  18,  1947;  and 

Whereas  the  United  States,  in  accordance  with  the  trusteeship  agree- 
ment and  the  Charter  of  the  United  Nations,  has  assumed  the 
obligation  to  pmmote  the  development  of  the  peoples  of  the  trust 
territoiy  toward  self-government  or  independence  as  may  be 
api)ropriate  to  the  particular  circumstances  of  the  trust  territory 
and  its  peoples  and  the  fi-eely  expressed  wishes  of  the  peoples 
concerned;  and 

Whereas  the  United  States,  in  response  to  the  desires  of  the  people  of 
thfe  Northern  Mariana  Islands  clearly  expressed  over  the  past 
twenty  years  through  public  petition  and  referendum,  and  in 
response  to  its  own  obligations  under  the  trusteeship  agreement 
to  promote  self-determination,  entered  into  political  status  nego- 
tiations with  representatives  of  the  people  of  the  Northern 
Mariana  Islands;  and 

Whereas,  on  February  15, 1975,  a  "Covenant  to  Establish  A  Common- 
wealth of  the  Northern  Mariana  Islands  in  Political  Union  with 
the  United  States  of  America"  was  signed  by  the  Marianas  Politi- 
cal Status  Commission  for  the  people  of  the  Northern  Mariana 
Islands  and  by  the  President's  Personal  Kepresentative,  Ambas- 
sador F.  Haydn  Williams  for  the  United  States  of  America, 
following  which  the  covenant  was  approved  by  the  unanimous 
vote  of  the  Mariana  Islands  District  Legislature  on  February  20, 
1975  and  by  78.8  per  centum  of  the  people  of  the  Northern  Mariana 
Islands  voting  in  a  plebiscite  held  on  June  17,  1975:  Now  be  it 

Resolved  by  the  Senate  and  House  of  Representatives  of  the  United 
States  of  America  in  Congress  a^-semhled^  That  the  Covenant  to  Estab- 
lish a  Commonwealth  of  the  Northern  Mariana  Islands  in  Political 
Union  with  the  United  States  of  America,  the  text  of  which  is  as 
follows,  is  hereby  approved. 

"Cox'ENANT  To  Establish  a  Commonwealth  of  the  NonTHERX 
Mariana  Islands  in  Political  Union  With  the  United  States 
OF  America 

"Whereas,  the  Charter  of  the  United  Nations  and  the  Trusteeship 
Agreement  between  the  Security  Council  of  the  United  Nations  and 
the  United  States  of  America  guarantee  to  the  people  of  the  Northern 
Mariana  Islands  the  right  freely  to  express  their  wishes  for  self- 
government  or  independence;  and 
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"Whereas,  the  United  States  supports  tlie  de^sire  of  the  peoi>le  of  tlic 
Northern  Mariana  Islands  to  exercise  their  inalienable  rijrht  of  self- 
determination ;  and 

"Whereas,  the  people  of  the  Northern  Mariana  Islands  and  the 
people  of  the  United  States  share  the  goals  and  values  found  in  the 
American  system  of  govei  nment  based  upon  the  principles  of  govern- 
ment by  the  consent  of  the  governed,  individual  freedom  and  democ- 
racy; and 

"Whereas,  for  over  twenty  years,  the  people  of  the  Northern 
Mariana  Islands,  through  public  petition  and  referendum,  have  clearly 
expressed  their  desire  for  political  union  with  the  United  States; 

"Now,  therefore,  the  Marianas  Political  Status  Commission,  being 
the  duly  appointed  representative  of  the  people  of  the  Northern 
Mariana  Islands,  and  the  Personal  Representative  of  the  President 
of  the  United  States  have  enteied  into  this  Covenant  in  order  to  estab- 
lish a  self-governing  commonwealth  for  the  Noithern  Mariana  Islands 
within  the  American  political  system  and  to  define  the  future  relation- 
ship between  the  Northern  Mariana  Islands  and  the  United  States. 
This  Covenant  w^ill  be  mutually  binding  when  it  is  apj)roved  by  the 
United  States,  by  the  Mariana  islands  District  Legislature  and  by  the 
people  of  the  Northern  Mariana  Islands  in  a  plebiscite,  constituting 
on  their  part  a  sovereign  act  of  self-determination. 

"Article  I 

"political  relationship 

"Section  101.  The  Northern  ^fariana  Islands  upon  termination  of 
the  Trusteeship  Agreement  will  become  a  self-governing  common- 
wealth to  be  known  as  the  'Commonwealth  of  the  Noi-thern  Mariana 
Islands',  in  political  union  with  and  under  the  sovei-eignty  of  the 
United  States  of  America. 

"Section  102.  The  relations  between  the  Northern  Mariana  Islands 
and  the  United  States  will  be  governed  by  this  Covenant  wliich, 
together  with  those  provisions  of  the  Constitution,  treaties  and  laws 
of  the  United  States  applicable  to  the  Northem  Mariana  Islands,  will 
be  the  supreme  law  of  the  Northern  Mariana  Islands. 

"Section  103.  The  people  of  the  Northern  Mariana  Islands  will 
have  the  right  of  local  self-government  and  will  govern  themselves 
with  respect  to  internal  affaii-s  in  accordance  with  a  Constitution  of 
their  own  adoption. 

"Section  104.  The  United  States  will  have  complete  responsibility 
for  and  authority  with  r^pect  to  matters  relating  to  foreign  affairs 
and  defense  affecting  the  Northem  Mariana  Islands. 

"Section  105.  The  United  States  mav  enact  legislation  in  accord- 
ance with  its  constitutional  processes  which  will  be  applicable  to  the 
Northem  Mariana  Islands,  but  if  such  legislation  cannot  also  be  made 
applicable  to  the  several  States  the  Northem  Mariana  Islands  must 
tbe  specifically  named  therein  for  it  to  become  effective  in  the  Northem 
Mariana  Islands.  In  order  to  respect  the  right  of  self-government 
guaranteed  by  this  Covenant  the  United  States  agrees  to  limit  the 
exercise  of  that  authority  so  that  the  fundamental  provisions  of  this 
Covenant,  namely  Articles  I,  II  and  III  and  Sections  501  and  80."), 
may  be  modified  only  with  the  consent  of  the  Government  of  the 
United  States  and  the  Government  of  the  Northem  Mariana  Islands. 
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"Article  II 

"gONSTITI'TION  of  the  NORTHEKN   MARIANA  IHLANDS 

"Section  201.  The  people  of  the  NoTtheni  Mariana  Islands  will 
foiniulato  and  approve  -a  Constitution  and  may  amend  tlieir  Consti- 
tution pursuant  to  the  proceduies  pi-ovided  therein. 

"Section  202.  The  Constitution  will  be  submitted  to  the  Govern-  Submittal 
ment  of  the  United  States  for  aj)proval  on  the  ba.sis  of  its  consistency    to  U.S. 
j   witli  this  Covenant  and  those  provisions  of  the  Constitution,  treaties    for  approval. 
I  and  laws  of  the  United  States  to  be  applicable  to  the  Northern  Mariana 
'    Islands.  The  Constitution  will  b<>  deemed  to  have  been  approved  six 
months  after  its  submission  to  the  Pre.sident  on  behalf  of  the  Govern- 
ment of  the  United  States  unless  earlier  approved  or  disapproved. 
!    If  disapproved  tlio  Constitution  will  be  returned  and  will  be  resub- 
I    mitted  in  ^iccordance  with  this  Section.  Amendments  to  the  Const  it  u- 
'    tion  may  be  made  by  tlie  people  of  the  Xorthorn  Mariana  Islands 
j    without  api)roval  by  the  Goveiiiment  of  the  United  States,  but  the 
!    couj-ts  established  by  the  Constitution  or  laws  of  the  United  States 
will  be  competent  to  deteiinine  whether  the  Constitution  and  subse- 
quent  amendments  thei-eto  are  consistent  with  this  Covenant  and  with 
tnose  provisions  of  the  Constitution,  treaties  and  laws  of  the  United 
States  applicable  to  the  Northern  Mariana  Islands. 

"Section  203.  (a)  The  Constitution  will  provide  for  a  republican 
form  of  government  with  separate  executive,  legislative  and  judicial 
j-  branches,  and  will  contain  a  bill  of  rights. 

"(b)  The  executive  power  of  the  Northern  Mariana  Islands  will 
be  vested  in  a  popularly  elected  Governor  and  such  other  officials  as 
the  Constitution  or  laws  of  the  Noi-thei-n  Mariana  Islands  may  provide. 

"(c)  The  legislative  power  of  the  Northern  Mariana  Islands  will 
be  vested  in  a  popularly  elected  legislature  and  will  extend  to  all 
rightful  subjects  of  legislation.  The  Constitution  of  the  Northern 
Mariana  Islands  will  provide  for  equal  representation  for  each  of 
the  chartered  municipalities  of  the  Northern  Mariana  Islands  in  one 
house  of  a  bicameral  legislature,  notwithstanding  other  provisions  of 
this  Covenant  or  those  provisions  of  the  Constitution  or  laws  of  the 
United  States  applicable  to  the  Noi-thern  Mariana  Islands. 

"(d)  The  judicial  power  of  the  Northern  Mariana  Islands  will  be 
vested  in  such  courts  as  the  Constitution  or  laws  of  the  Northern 
Mariana  Islands  may  provide.  The  Constitution  or  laws  of  the 
Northern  Mariana  Islands  may  vest  in  such  courts  jurisdiction  over 
all  causes  in  the  Northern  Mariana  Islands  over  which  any  couil  estab- 
lished by  the  Constitution  or  laws  of  the  United  States  does  not  have 
exclusive  jui'isdiction. 

"Section  204.  All  members  of  the  legislature  of  the  Northern  Mari- 
ana Islands  and  all  officers  and  employees  of  the  Government  of  the 
Northern  ^lariana  Islands  will  take  an  oath  or  affirmation  to  support 
this  Covenant,  those  provisions  of  the  Constitution,  treaties  and  laws 
of  the  United  States  applicable  to  the  Noi-them  Mariana  Islands,  and 
the  Constitution  and  laws  of  the  Northern  Mai  iana  Islands. 

"Article  III 

"crnZENSIIIP  AND  NATIONALTTY 

"Section  301.  The  following  persons  and  their  children  under  the 
age  of  18  years  on  the  effective  date  of  this  Section,  who  are  not  citizens 
or  nationals  of  the  United  States  under  any  other  provision  of  law, 
and  who  on  that  date  do  not  owe  allegiance  to  any  foreign  state,  are 
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declared  to  be  citizens  of  the  United  Sitates,  except  as  othei-Avise  pro- 
vided in  Section  302 : 

"(a)  all  persons  l)orn  in  the  Northern  Mariana  Islands  who  are 
citizens  of  the  Tnist  Territory  of  the  Pacific  Islands  on  the  day 
preceding  tlie  efi'ective  date  of  this  Section,  and  who  on  that  date 
are  domiciled  in  the  Xoi-thern  Mariana  Islands  or  in  the  Ignited 
States  or  any  territory  or  posse^ssion  tliereof ; 

"(b)  all  persons  who  are  citizens  of  the  Tnist  Territory  of  the 
Pacific  Islands  on  the  day  preceding  the  effective  date  of  this  Sec- 
tion, who  have  been  domiciled  continuously  in  the  Noii:hern  Mari- 
ana Islands  for  at  least  five  years  immediately  prior  to  that  date, 
and  who.  unless  under  age,  registei^d  to  vote  in  elections  for  the 
Marianas  Islands  District  I^egislature  or  for  any  municipal  elec- 
tion in  the  Northern  Mariana  Islands  prioi-  to  January  1,  1975; 
and 

"(c)  all  persons  domiciled  in  the  Northern  ^fariana  Islands  on 
the  day  preceding  the  effective  date  of  this  Section,  who,  although 
not  citizens  of  the  Trust  Ten  itory  of  the  Pacific  Islands,  on  that 
date  have  been  domiciled  continuously  in  the  Northern  Mai  iana 
Islands  beginning  prior  to  January  1,  1974. 
"Section  302.  Any  person  who  becomes  a  citizen  of  the  United 
States  solely  by  virtue  of  the  provisions  of  Section  301  may  within 
six  months  after  the  effective  date  of  that  Section  or  within  six  months 
after  reaching  the  age  of  18  years,  whichever  date  is  the  later,  become 
a  national  but  not  a  citizen  of  the  United  States  by  making  a  declara- 
tion under  oath  before  any  court  established  by  the  Constitution  or 
laws  of  the  United  States  or  any  court  of  record  in  the  Commonwealth 
in  the  form  as  follows: 

"  *I   being  duly  sworn,  hereby  declare  my  intention 

to  be  a  national  but  not  a  citizen  of  the  United  States.' " 

"Section  303.  All  persons  born  in  the  Commonwealth  on  or  after 
the  effective  date  of  this  Section  and  subject  to  the  jurisdiction  of  the 
United  States  will  be  citizens  of  the  United  States  at  birth. 

"Section  304.  Citizens  of  the  Northern  Mariana  Islands  will  be 
entitled  to  all  privileges  ind  immunities  of  citizens  in  the  several 
States  of  the  United  States. 

"Article  IV 

"judicial  AI'THORn  y 

District  Court  "Section  401.  The  United  States  will  establish  for  and  within  the 
for  the  North-  Northern  Mariana  Islands  a  court  of  record  to  be  known  as  the 
^District  C/Ourt  for  the  Northern  Mariana  Islands'.  The  Northern 
Mariana  Islands  will  constitute  a  part  of  the  same  judicial  circuit  of 
the  United  States  as  Guam. 

"Section  402.  (a)  The  District  Coui-t  for  the  Noi-thern  Mariana 
Islands  will  have  the  jurisdiction  of  a  district  coui-f  of  the  United 
•State.s,  except  that  in  all  causes  £  rising  under  the  Constitution,  treaties 
or  laws  of  the  United  States  it  will  have  jurisdiction  regardless  of  the 
sum  or  value  of  the  matter  in  controversy. 

"(b)  The  District  Court  will  have  original  jurisdiction  in  all  causes 
in  the  Northern  Mariana  Islands  not  described  in  Subsection  (a) 
jurisdiction  over  which  is  not  vested  by  the  Constitution  or  laws  of 
the  Northern  Mariana  Islands  in  a  court  or  courts  of  the  Northern 
Mariana  Islands.  In  causes  brought  in  the  District  Court  solely  on 
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tlie  basis  of  this  subsection,  the  District  (youit  will  be  considered  a 
court  of  the  Noi  theru  Mariana  Islands  for  the  pur|)oses  of  determining,^ 
the  requireiiienls  of  indictment  by  grand  jury  or  trial  by  jury. 

"(c)  The  District  ('ouit  will  have  such  appellate  jurisdictio)i  as 
the  Constitution  or  laws  of  the  Northern  Mariana  Islands  may  pro- 
vide. When  it  sits  as  an  apj)ellate  court,  the  District  Court  will  consist 
of  three  judges,  at  least  one  of  whom  will  be  a  judge  of  a  court  of 
record  of  the  Noi-theiii  Mariana  Islands. 

"Section  403.  (a)  The  relations  between  the  courts  established  by 
the  Constitution  or  laws  of  the  United  States  and  the  courts  of  the 
Northern  Mariana  Islands  with  respect  to  appeals,  certiorari,  removal 
of  causes,  the  issuance  of  writs  of  habeas  cor])us  and  other  matters  or 
proceedingr.  will  be  g  )verned  by  the  laws  of  the  ITnited  States  pertain- 
ing to  the  relations  between  tlie  courts  of  the  United  States  and  the 
courts  of  the  several  States  in  such  matters  ajid  proceedings,  except 
as  otherwise  provided  in  this  Article;  provided  that  for  the  first 
fifteen  yeai-s  following  the  establishment  of  an  appellate  court  of  the 
Northern  Mariana  Islands  the  United  States  Court  of  Appeals  for 
the  judicial  cii'cuit  which  includes  the  Northern  Maiiana  Islands  will 
have  jurisdiction  of  appeals  from  all  final  decisions  of  the  highest 
couH  of  the  Northern  Mariana  Islands  from  which  a  decision  could 
be  had  in  all  cases  involving  the  Constitution,  treaties  or  laws  of  the 
United  States,  or  any  authoiity  exercised  thereunder,  unless  those 
cases  arc  reviewable  in  the  District  Couil  for  the  Northern  Mariana 
Islands  pursuant  to  Subsection  402 (c). 

"(b)  Those  portions  of  Title  28  of  the  Unit<^d  States  Code  which 
apply  to  Guam  or  the  District  Couit  of  Guam  will  be  applicable  to 
the  Northern  Mariana  Islands  or  the  District  Court  for  the  Northern 
Mariana  Islands,  respectively,  except  as  otherwise  provided  in  this 
Article. 

"Articlk  V 
"applicability  of  laws 

"Section  501.  (a)  To  the  extent  that  they  are  not  applicable  of 
their  own  force,  the  following  provisions  of  the  Constitution  of  the 
United  States  will  be  applicable  within  the  Northern  Mariana  Islands  USC  prec. 
as  if  the  Northern  Mariana  Islands  were  one  of  the  several  States:  title  1. 
Article  I,  Section  9,  Clauses  2,  3,  and  8;  Article  I,  Section  10,  Clauses 
1  and  8;  Article  IV,  Section  1  and  Section  2,  Clauses  1  and  2;  Amend- 
ments 1  through  9,  inclusive;  Amendment  13;  Amendment  14,  Section 
1;  Amendment  15;  Amendment  19;  and  Amendment  26;  provided, 
however,  that  neither  trial  by  juiy  nor  indictment  by  grand  jury  shall 
be  required  in  any  civil  action  oi-  criminal  prosecution  based  on  local 
law^,  except  where  required  by  local  law.  Other  provisions  of  or  amend- 
ments to  the  Constitution  of  the  United  States,  which  do  not  apply  of 
their  own  force  w^ithin  the  Noithern  ^lariana  Islands,  will  be  appli- 
cable within  the  Northern  Mariana  Islands  only  with  approval  of  the 
Government  of  the  Northern  Mariana  Islands  and  of  the  Govei  nmcnt 
of  the  United  States. 

"(b)  The  applicability  of  certain  provisions  of  the  Constitution  of 
the  United  States  to  the  Northern  Mariana  Islands  will  be  without 
prejudice  to  the  validity  of  and  the  power  of  the  Congress  of  the 
United  States  to  consent  to  Sections  203,  506  and  805  and  the  pi  oviso 
in  Subsection  (a)  of  this  Section. 
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"Section  502.  (a)  The  following  laws  of  the  United  States  in 
existence  on  the  effective  date  of  this  Section  and  subsequent  amend- 
ments to  such  laws  will  apply  to  the  Northern  Mariana  Islands,  except 
as  otherwise  provided  in  this  Covenant: 

those  laws  whicli  provide  federal  services  and  financial 
assistance  programs  and  the  federal  banking  laws  as  thev  apply 
to  Guam;  Section  228  of  Title  II  and  Title  XVI  of  the  Social 
Security  Act  as  it  applies  to  the  several  States;  the  Public  Healtli 
Service  Act  as  it  applies  to  the  Vir^n  Islands;  and  the  Micronc- 
sian  Claims  Act  as  it  applies  to  the  Trust  Territory  of  the  Pacific 
Islands; 

"(2)  those  laws  not  described  in  paragraph  (1)  which  are 
applicable  to  Guam  and  which  are  of  general  application  to  the 
several  States  as  they  are  applicable  to  tlie  several  States ;  and 

"(3)  those  laws  not  described  in  paragraph  (1)  or  (2)  wliich 
are  applicable  to  the  Trust  Territory  of  the  Pacific  Islands,  but 
not  tneir  subsequent  amendments  unless  specifically  made  appli- 
cable to  the  Northern  Mariana  Islands,  as  they  apply  to  the  Trust 
Territory-  of  the  Pacific  Islands  until  termination  of  the  Trustee- 
ship Agreement,  and  will  thereafter  be  inapplicable. 
"(b)  The  laws  of  the  United  States  regarding  coastal  shipments  and 
the  conditions  of  employment,  including  the  wages  and  houi-s  of 
employees,  will  apply  to  the  activities  of  the  United  States  Govern- 
ment and  its  contractors  in  the  Northern  Mariana  Islands. 

"Section  503.  The  following  laws  of  the  United  States,  presently 
inapplicable  to  the  Trust  Tenitory  of  the  Pacific  Islands,  will  not 
apply  to  the  Northern  Mariana  Islands  except  in  the  manner  and  to 
the  extent  made  applicable  to  them  by  the  Congress  by  law  after 
termination  of  the  Trusteeship  Agi-eement : 

'*(a)  except  as  otherwise  provided  in  Section  506,  the  immigra- 
tion and  naturalization  laws  of  the  United  States; 

"(b)  except  as  otherwise  provided  in  Subsection  (b)  of  Sec- 
tion 502,  the  coastwise  laws  of  the  United  States  and  any  prohi- 
bition in  tlic  laws  of  the  United  States  against  foreign  vessels 
landing  fish  or  unfinished  fish  products  in  the  United  States:  and 
"(c)  the  minimum  wage  provisions  of  Section  6,  Act  of  June  25, 
1938,  52  Stat.  1062,  as  amended. 
"Section  504.  The  President  will  appoint  a  Conunission  on  Federal 
Laws  to  survey  the  laws  of  the  United  States  and  to  make  recom- 
mendations to  the  United  States  Congress  as  to  wliich  laws  of  the 
United  States  not  applicable  to  the  Northern  Mariana  Islands  sliould 
be  made  applicable  and  to  what  extent  and  in  what  manner,  and  whicli 
applicable  laws  should  be  made  inapplicable  and  to  what  extent  and  in 
what  manner.  The  Commission  will  consist  of  seven  pei-sons  (at  least 
four  of  whom  will  be  citizens  of  the  Trust  Territory  of  the  Pacific 
Islands  who  are  and  have  been  for  at  least  five  years  domiciled  con- 
tinuously in  the  Northern  Mariana  Islands  at  the  time  of  their  appoint- 
ments) who  will  be  representative  of  the  federal,  local,  private  and 
public  interests  in  the  applicability  of  laws  of  the  United  States  to  tlie 
Northern  Mariana  Islands.  The  Commission  will  make  its  final  repoi  t 
and  recommendations  to  the  Congress  within  one  year  after  tlie  ter- 
mination of  the  Trusteeship  Agreement,  and  before  tliat  time  will 
make  such  interim  reports  and  recommendations  to  the  Congress  as  it 
considers  appropriate  to  facilitate  the  transition  of  the  Northern  Mari- 
ana Islands  to  its  new  political  status.  In  formulating  its  recommenda- 
tions the  Commission  will  take  into  consideration  the  potential  effect 
of  each  law  on  local  conditions  witliin  the  Nortl.ern  Mariana  Islands, 
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tlie  policies  omlKidiod  in  tlio  law  nncl  the  provisions  nnd  purposes  of 
this  Covenant.  Tlic  United  States  will  l)car  the  cost  of  the  work  of  the 
Commission. 

"Skctiox  505.  The  laws  of  the  Ti  nst  Tcrrit/^iy  of  the  Pacific  Islands, 
of  the  Mariana  Islands  Disti  ict  nnd  its  local  mnnici])alit ics,  and  all 
other  Executive  and  District  oiders  of  a  locnl  nature  applicable  to 
the  Northern  Mariana  Islands  on  the  efl'ective  date  of  this  Section 
and  not  inconsistent  witli  this  Covenant  or  with  those  j)rovisions  of 
the  Const  it  ution,  ti'entios  oj-  laws  of  the  United  States  a])j)lical>le  to  the 
Xoitheiii  Mai'innn  Islands  will  remain  in  foice  and  etlect  until  and 
unless  alteied  hv  the  Government  '  f  the  Noithern  Mariaiia  Islands. 

"Skctiox  500.  (a)  Notwithstanding  the  provisions  of  Subsection 
50:] (a),  upon  the  etlect ive  date  of  this  Section  the  Northern  Mariana 
Ishuids  will  be  deemed  to  be  a  i)art  of  the  United  States  under  the 
Immigration  and  Nationality  Act,  as  amended  for  the  folloAving  pur-  8  USC  lioi 
poses  only,  and  the  said  Act  will  apply  to  the  Northern  Mariana  note. 
Islands  to  the  extent  indicated  in  each  of  the  following  Subsections 
of  this  Section. 

"(b)  With  respect  to  children  born  abroad  to  United  States  citizen 
or  non-citizen  national  parents  permanently  residing  in  the  Northern 
Mariana  Islands  the  provisions  of  Sections  801  and  308  of  the  said 
Act  will  ai)ply.  8  USC  1401, 

"(c)  AVith  respect  to  aliens  who  are  'immediate  relatives'  (as  defined  140S. 
in  Subsection  201(b)  of  the  said  Act)  of  United  States  citizens  who  "Immediate 
are  permanently  residing  in  the  Northern  Mariana  Islands  all  the  relatives." 
provisions  of  the  said  Act  will  api)ly,  commencing  when  a  claim  is   ^  1151. 
made  to  entitlement  to  'immediate  relative'  status.  A  person  who  is 
certified  by  the  Government  of  the  Northern  Mariana  Islands  both 
to  have  been  a  lawful  peiTnanent  resident  of  the  Northern  Mariana 
Islands  and  to  have  had  the  'immediate  relative'  relationship  denoted 
herein  on  the  effective  date  of  this  Section  will  be  presumed  to  have 
been  admitted  to  the  United  States  for  lawful  permanent  residence 
as  of  that  date  without  the  requirement  of  any  of  the  usual  procedures 
set  forth  in  the  said  Act.  For  the  purpose  of  the  requirements  of 
judicial  naturalization,  the  Northern  Mariana  Islands  will  be  deemed 
to  constitute  a  State  as  defined  in  Subsection  101(a)  paragraph  (3G) 
of  the  said  Act.  The  Courts  of  record  of  the  Northern  Mariana  Islands    8  USC  llOl. 
and  the  District  Court  for  the  Northeni  Mariana  Islands  will  be 
included  among  the  courts  specified  in  Subsection  310(a)  of  the  said 
Act  and  will  have  jurisdiction  to  naturalize  persons  who  become  8  USC  1421. 
eligible  under  this  Section  and  who  reside  within  their  respective 
jurisdictions. 

"(d)  With  respect  to  persons  who  will  become  citizens  or  nationals 
of  the  United  States  under  Article  III  of  this  Covenant  or  under  this 
Section  the  loss  of  nationality  provisions  of  the  said  Act  will  apply. 

"Article  VI 


"revexue  and  taxation 


"Section  601.  (a)  The  income  tax  laws  in  force  in  the  United  States 
will  come  into  force  in  the  Northern  Mariana  Islands  as  a  local  terri- 
torial income  tax  on  the  first  day  of  January  following  the  effective 
date  of  this  Section,  in  the  same  manner  as  those  laws  are  in  force  in 
Guam. 

"(b)  Any  individual  who  is  a  citizen  or  a  resident  of  the  United 
States,  of  Guam,  or  of  the  Northern  Mariana  Islands  (including  a 
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national  of  the  Uiiitod  States  who  is  not  a  citizen),  will  file  only  one 
income  tax  return  with  respect  to  his  income,  in  a  manner  similar  to 
the  provisions  of  Section  9;]5  of  Title  20,  United  States  Code. 

"(c)  References  in  the  Internal  Revenue  Code  to  Guam  will  be 
deemed  also  to  refer  to  the  Northern  ^Mariana  Islands,  where  not  other- 
wise distinctly  expiessed  or  mnnifestly  incomi)atible  with  the  intent 
thereof  or  of  this  Covenant. 

"Section  002.  The  Government  of  the  Northern  ^fariana  Islands 
may  by  local  law  impose  such  taxes,  in  addition  to  those  imposed  under 
Section  001.  as  it  deems  appropriate  and  provide  for  the  rebate  of 
any  taxes  received  by  it,  except  that  the  power  of  the  Government  of 
the  Northern  Mariana  Islands  to  rebate  collections  of  the  local  terri- 
torial income  tax  received  by  it  will  be  limited  to  taxes  on  income 
derived  from  sources  within  the  Northern  Mariana  Islands. 

"SErxiox  003.  (a)  The  Northern  Mariana  Islands  will  not  be 
included  within  the  customs  territors'  of  the  United  States. 

"(b)  The  Government  of  the  Northern  lilariana  Islands  may,  in  a 
manner  consistent  with  the  international  oblijrations  of  the  United 
States.  le^-;\'  duties  on  ^oods  imported  into  its  territory-  from  any  area 
outside  the  customs  territory  of  the  United  States  and  impose  duties 
on  expoT-ts  from  its  territory. 

"(c)  Imports  from  the  IS^orthem  Mariana  Islands  into  the  customs 
teiritory  of  the  United  States  will  be  subject  to  the  same  treatment 
as  imports  from  Guam  into  the  customs  territory  of  the  United  States. 

"(d)  The  Government  of  the  United  States  will  se-ek  to  obtain  from 
forei<rn  countries  favorable  treatment  for  exports  from  the  Northern 
Mariana  Islands  and  will  encourage  other  countries  to  consider  the 
Northern  Mariana  Islands  a  developing  territory. 

"Sectiox  604.  (a)  The  Government  of  the  United  States  may  levy 
excise  tfixes  on  goods  manufactured,  sold  or  used  or  services  rendered 
in  the  Northern  Maiiana  Islands  in  the  same  manner  and  to  the  same 
extent  as  such  taxes  are  applicable  within  Guam. 

"(b)  The  Government  of  the  Northern  Mariana  Islands  will  have 
the  authority  to  impose  excise  taxes  upon  goods  manufactured,  sold  or 
used  or  services  rendered  within  its  territory  or  upon  goods  imported 
into  its  territory,  provided  that  such  excise  taxes  imposed  on  goods 
imported  into  its  territory  will  be  consistent  with  the  international 
obligations  of  the  United  States. 

"Section-  605.  Nothing  in  this  Article  will  be  deemed  to  authorize 
the  Government  of  the  Northern  Mariana  Islands  to  impose  any  cus- 
toms duties  on  the  property  of  the  United  States  or  on  the  personal 
property  of  military  or  civilian  personnel  of  the  United  States  Govern- 
ment or  their  dependents  entering  or  leaving  the  Northern  Mariana 
Islands  pursuant  to  their  contract  of  employment  or  orders  assign- 
ing them  to  or  from  the  Northern  Mariana  Islands  or  to  impose  any 
taxes  on  the  property,  activities  or  instrumentalities  of  the  United 
States  which  one  of  the  several  States  could  not  impose ;  nor  will  any 
provision  of  this  Article  be  deemed  to  affect  the  operation  of  the 
Soldiers  and  Sailors  Ci\'il  Relief  Act  of  1940,  as  amended,  which  will 
be  applicable  to  the  Northern  Mariana  Islands  as  it  is  applicable  to 
Guam. 

"Section  606.  (a)  Not  later  than  at.  the  time  this  Covenant  is 
approved,  that  portion  of  the  Trust  Territory  Social  Security  Retire- 
ment Fund  attributable  to  the  Northern  Mariana  Islands  will  be  trans- 
ferred to  the  Treasury  of  the  United  States,  to  be  held  in  trust  as  a 
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!  separate  fund  to  ])C  known  as  tlic  'Noi'tlicrn  Mariana  Islands  Social 
i  Security  Kotireniont  Fund'.  This  fund  will  be  administered  by  the  Administration. 
!  United  States  in  accordance  with  the  social  sex^urity  laws  of  the  Trust 
I  Territory  of  the  Pacific  Islands  in  eliect  at  the  time  of  such  transfer, 
I  which  may  l)e  mmlified  by  the  Government  of  the  Northern  Mariana 
I  Islands  only  in  a  manner  which  does  not  create  any  additional  difter- 
I  ences  between  the  social  security  laws  of  the  Trust  Territory  of  the 
I  Pacific  Islands  and  the  laws  descrilmd  in  Sul)section  (b).  The  United 
i  States  will  supplejnent  such  fund  if  necessaj-y  to  assui-e  that  persons 
receive  beneiits  therefrom  comparable  to  those  they  would  have 
received  from  the  Trust  Territor}'  Social  Security  Ketirement  Fund 
1  under  the  laws  applicable  thereto  on  the  day  preceding  the  establish- 
t  ment  of  the  Noi-thern  Mariana  Islands  Social  Secuiity  Retirement 
j  Fund,  so  long  as  the  rate  of  contributions  thereto  also  remains 
ij  comparable. 

I  "(b)  Those  laws  of  the  United  States  which  impose  excise  and  self- 
I  employment  taxes  to  support  or  which  provide  benefits  from  the 
I  United  States  Social  Security  System  will  upon  termination  of  the 
I  Trusteeship  Agreement  or  such  earlier  date  as  may  be  agreed  to  by 
i  the  Government  of  the  Northern  Mariana  Islands  and  the  Govern- 
ment of  the  United  States  becom.e  applicable  to  the  Northern  Mariana 
Islands  as  they  apply  to  Guam. 

"(c)  At  such  time  as  the  laws  described  in  Subsection  (b)  become 
applicable  to  the  Northern  Mariana  Islands: 

"(1)  the  Northern  Mariana  Islands  Social  Security  Retirement 
Fund  will  be  transferred  into  the  appropriate  Federal  Social 
Security  Trust  Funds; 

"(2)  prior  contributions  by  or  on  behalf  of  persons  domiciled 
in  the  Northern  Mariana  Islands  to  the  Trust  Territory  Social 
j  Security  Retirement  Fund  or  the  Northern  Mariana  Islands 
Social  Security  Retirement  Fund  will  be  considered  to  have  been 
made  to  the  appropriate  Federal  Social  Security  Trust  Funds 
for  the  purpose  of  determining  eligibility  of  those  persons  in  the 
Northern  Mariana  Islands  for  benefits  under  those  laws;  and 

"(3)  persons  domiciled  ij\  the  Northern  Mariana  Islands  who 
are  eligible  for  or  entitled  to  social  security  benefits  under  the 
laws  of  the  Trust  Territory  of  the  Pacific  Islands  or  of  the  North- 
em  Mariana  Islands  will  not  lose  their  entitlement  and  will  be 
eliofible  for  or  entitled  to  benefits  under  the  laws  described  in 
Subsection  (b). 

"Section  607.  (a)  All  bonds  or  other  obligations  issued  by  the   Bonds  and 
Government  of  the  Northern  Mariana  Islands  or  by  its  authority  will    other  obli- 
be  exempt,  as  to  principal  and  interest,  from  taxation  by  the  United  g^^^o^. 
States,  or  by  any  State,  territory  or  possession  of  the  United  States,  ^"^Pt^o"- 
or  any  political  subdivision  of  any  of  them. 

"(b)  During  the  initial  seven  year  period  of  financial  assistance 
provided  for  in  Section  702,  and  during  such  subsequent  periods  of 
financial  assistance  as  may  be  agreed,  the  Government  of  the  Northern 
Mariana  Islands  will  authorize  no  public  indebtedness  (other  than 
bonds  or  other  obligations  of  the  Government  payable  solely  from 
revenues  derived  from  any  public  improvement  or  undertaking)  in 
excess  of  ten  percentum  of  the  aggregate  assessed  valuation  of  the 
property  within  the  Northern  Mariana  Islands. 
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"Article  VII 

*^NITED  STATES  FINANCIAL  ASSISTANCE 

"Section  701.  The  Government  of  the  United  States  will  assist  the 
Government  of  the  Northern  Mariana  Islands  in  its  efforts  to  achieve 
a  progressively  higher  standard  of  living  for  its  people  as  part  of 
the  American  economic  community  and  to  develop  the  economic 
resources  needed  to  meet  the  financial  re.sponsibilitic»s  of  local  self- 
government.  To  this  end,  the  United  States  will  provide  direct  multi- 
year  financial  support  to  the  Government  of  the  Northern  Mariana 
Islands  for  local  government  operations,  for  capital  improvement 
programs  and  for  economic  development.  The  initial  period  of  such 
support  will  be  seven  years,  as  provided  in  Section  702. 
Seven  year  grant     "Section  702.  Approval  of  this  Covenant  by  the  United  States  will 
assistance,  ap-    constitute  a  commitment  and  pledge  of  the  full  faith  and  credit  of 
propriation  au-    the  United  States  for  the  payment,  as  well  as  an  authorization  for  the 
thorization.         appropriation,  of  the  following  guaranteed  annual  levels  of  direct 
ffrant  assistance  to  the  Government  of  the  Northern  Mariana  Islands 
for  each  of  the  seven  fiscal  years  following  the  effective  date  of  this 
Section: 

"  (a)  $8.25  million  for  budgetary  support  for  government  opera- 
tions, of  which  $250,000  eac-h  year  will  be  reserved  for  a  special 
education  training  fund  connected  with  the  change  in  the  political 
status  of  the  Northern  Mariana  Islands  ; 

"(b)  $4  million  for  capital  improvement  projects,  of  which 
$500,000  each  year  will  be  reserved  for  such  projects  on  the  Island 
of  Tinian  and  $500,000  each  year  will  be  reserved  for  such  projects 
on  the  Island  of  Rota ;  and 

"(c)  $1.75  million  for  an  economic  development  loan  fund,  of 
which  $500,000  each  year  will  be  reserved  for  small  loans  to 
farmers  and  fishermen  and  to  agricultural  and  marine  coopera- 
tives, and  of  which  $250,000  each  year  will  be  reserved  for  a  special 
program  of  low  interest  housing  loans  for  low  income  families. 
Federal  programs    "SECTION  703.  (a)  The  United  States  will  make  available  to  the 
and  services,       Northern  Mariana  Islands  the  full  range  of  federal  programs  and 
availability.        services  available  to  the  territories  of  the  United  States.  Funds  pro- 
vided under  Section  702  will  be  considered  to  be  local  revenues  of 
the  Government  of  the  Noithem  Mariana  Islands  when  used  as  the 
local  share  required  to  obtain  federal  programs  and  services. 

"(b)  There  will  be  paid  into  the  Treasury  of  the  Government  of 
the  Northern  Mariana  Islands,  to  be  expended  to  the  benefit  of  the 
people  thereof  as  that  Government  may  by  law  prescribe,  the  proceeds 
of  all  customs  duties  and  federal  income  taxes  derived  from  the  Noilh- 
em  Mariana  Islands,  the  proceeds  of  all  taxes  collected  under  the 
internal  revenue  laws  of  the  United  States  on  articles  produced  in 
the  Northern  Mariana  Islands  and  transported  to  the  United  States, 
its  territories  or  possessions,  or  consumed  in  the  Northern  Mariana 
Islands,  the  proceeds  of  any  other  taxes  which  may  be  levied  by  the 
Congress  on  the  inhabitants  of  the  Northern  Mariana  Islands,  and 
all  Quarantine,  passport,  immigration  and  naturalization  fees  collected 
in  tne  Northern  Mariana  Islands,  except  that  nothing  in  this  Section 
shall  l>e  construed  to  apply  to  any  tax  imposed  by  Chapters  2  or  21 
26  use  1401 ,      of  Title  26,  United  States  Code. 

3101.  "Section  704.  (a)  Funds  provided  under  Section  702  not  obligated 

or  expended  by  the  Government  of  the  Northern  Mariana  Islands 
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during  any  fiscal  year  will  remain  available  for  obligation  oi-  expendi- 
ture by  that  Government  in  subsequent  fiscal  years  for  the  purposes 
for  which  the  funds  were  appiopriated. 

"(b)  Approval  of  tliis  Covenant  by  the  United  States  will  constitute   Pro-rata  share, 
an  authorization  for  the  appi()})riation  of  a  pro-rata  share  of  the  appropriation 
funds  provided  under  Section  7i)-2  for  tlie  peiiod  between  the  effective  authorization, 
date  of  this  Section  and  tlio  beginning  of  the  next  succeeding  fiscal 
year. 

"(c)  The  amounts  stated  in  Section  702  will  be  adjusted  for  each 
fiscal  year  by  a  pei'centage  whicli  will  be  the  same  as  the  percentage 
change  in  the  United  States  Department  of  Commerce  composite  price 
index  using  the  beginning  of  Fiscal  Year  1075  as  the  base. 

"(d)  Upon  expiration  of  1  lie  seven  year  period  of  guaranteed  annual 
direct  grant  assistance  provided  by  Section  702,  the  annual  level  of 
payments  in  each  category  listed  in  Section  702  will  continue  until 
Congress  appropriates  a  different  amount  or  otherwise  provides  by 
law. 

"AkTK  LE  VIII 


"property 

"Section  801.  All  right,  title  and  interest  of  the  Government  of  the 
Trust  Territory  of  the  Pacific  Islands  in  and  to  real  property  in  the 
Northern  Mariana  Islands  on  the  date  of  the  signing  of  this  Covenant 
or  thereafter  acquired  in  any  manner  whatsoever  will,  no  later  than 
upon  the  termination  of  the  Trusteeship  Agreement,  be  transferred 
to  the  Government  of  the  Northern  Mariana  Islands.  All  right,  title 
and  interest  of  the  Government  of  the  Trust  Territory  of  the  Pacific 
Islands  in  and  to  all  personal  pi  operty  on  the  date  of  the  signing  of 
this  Covenant  or  thereafter  acquired  in  any  Tnaimei'  whatsoever  will, 
no  later  than  upon  the  termination  of  the  Trusteeship  Agreement,  be 
distributed  equitably  in  a  manner  to  be  determined  by  the  Government 
of  the  Trust  Territory  of  the  Pacific  Islands  in  consultation  with  those 
concerned,  including  the  Government  of  the  Northern  Mariana 
Islands. 

"Section  802.  (a)  The  following  propei'ty  will  be  made  available  Leased  prop- 
to  the  Government  of  the  United  States  by  lease  to  enable  it  to  carry  ^rty,  U.S. 
out  its  defense  responsibilities:  defense  pur- 

"(1)  on  Tinian  Island,  appmximately  17,799  acres   (7,203  P°^^^- 
hectares)  and  the  watei-s  immediately  adjacent  thereto; 

"(2)  on  Saipan  Island,  appi'oxima'tely  177  acres  (72  hectares) 
at  Tanapag  Harbor;  and 

"(3)  on  Fai-allon  de  Medinilla  Island,  approximately  206  acres 
(83  hectares)  encompassing  the  entire  island,  and  the  waters 
immediately  adjacent  thereto. 
"(b)  The  United  States  affinns  that  it  has  no  present  need  for  or 
present  intention  to  acx^uire  any  gi-eater  intei-est  in  property  listed 
above  than  that  which  is  granted  to  it  under  Subsection  803(a),  or 
to  acquire  any  property  in  addition  to  that  listed  in  Subsection  (a), 
above,  in  order  to  carrj-  out  its  defense  res]x>nsibilities. 

"Section  803.  (a)  The  Government  of  the  Noi-thern  Mariana  Islands 
will  lease  the  property  described  in  Subsection  802(a)  to  the  Govern- 
ment of  the  United  States  for  a  term  of  fifty  years,  and  the  Gov- 
ernment of  the  United  States  will  have  the  option  of  renewing  this 
lease  for  all  or  part  of  such  propei-ty  for  an  additional  term  of  fifty 
years  if  it  so  desires  at  the  end  of  the  fii-st  tei-m. 
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"(b)  The  Goveriinient  of  tlie  United  States  will  pay  to  the  Govern- 
ment of  the  Northern  Mariaim  Islands  in  full  settlement  of  this  lease, 
including  the  second  fifty  year  tenn  of  the  lease  if  extended  under 
the  renewal  mHion,  the  total  sum  of  $19,520,000,  determined  as  follows : 
"(1)  for  that  property  on  Tinian  Island,  $17.5  million; 
"(2)  for  that  propoi-ty  at  Tanapag  Harbor  on  Saipan  Island, 
$2  million;  and 

"(.3)  for  that  piopei-ty  known  as  Farallon  dc  Medinilla, 
$20,600. 

The  sum  stated  in  this  Subsection  will  be  adjusted  by  a  percentage 
which  will  be  the  same  as  tlie  percentage  change  in  the  United  States 
Dc|>artment  of  Commerce  composite  price  index  from  the  date  of  sign- 
ing the  Covenant. 

*'(c)  A  separate  Technical  Agreement  Regarding  Use  of  Land  To 
Be  Leased  by  the  United  States  in  the  Northern  Mariana  Islands  will 
be  executed  simultaneously  with  this  Covenant.  The  terms  of  the  lease 
to  the  United  States  will  be  in  accordance  with  this  Section  and  with 
the  terms  of  the  Technical  Agreement.  The  Technical  Agreement  will 
also  contain  terms  relating  to  the  leaseback  of  property,  to  the  joint 
use  arrangements  for  San  Jose  Harbor  and  West  Field  on  Tinian 
Island,  and  to  the  principles  which  will  govern  the  social  structure 
relations  between  the  United  States  military  and  the  Northern  ]Mari- 
ana  Islands  civil  authorities. 

"(d)  From  the  property  to  be  leased  to  it  in  accordance  with  this 
Covenant  the  Govemment  of  the  United  States  will  lease  back  to  the 
Government  of  the  Northern  Mariana  Islands,  in  accordance  with  the 
Technical  A^^reement,  for  the  sum  of  one  dollar  per  acre  per  year, 
approximately  6,458  aci-es  (2,614  hectares)  on  Tinian  Island  and 
approximately  44  acres  (18  hectares)  at  Tanapag  Harbor  on  Saipan 
Island,  which  will  be  used  for  purposes  compatible  with  their  intended 
military  use. 

"(e)  From  the  property  to  be  leased  to  it  at  Tanapag  Harbor  on 
Saipan  Island  the  Government  of  the  United  States  will  make  avail- 
able to  the  Govemment  of  the  Northern  Mariana  Islands  133  acres 
(54  hectai-es)  at  no  cost.  This  property  will  be  set  aside  for  public  use 
as  an  American  memorial  park  to  honor  the  American  and  Marianas 
dead  in  the  World  War  11  Marianas  Campaign.  The  $2  million 
received  from  the  Government  of  the  United  States  for  the  lease  of  this 
property  will  be  placed  into  a  ti-ust  fund,  and  used  for  the  develop- 
ment and  maintenance  of  the  park  in  accordance  with  the  Teclmical 
Agreement. 

"Section  804.  (a)  The  Government  of  the  United  States  will  cause 
all  agreements  between  it  and  the  Government  of  the  Trust  Territory 
of  the  Pacific  Islands  which  grant  to  the  Government  of  the  United 
States  use  or  other  rights  in  real  property  in  the  Northern  Mariana 
Islands  to  be  terminated  upon  or  before  the  effective  date  of  the  Sec- 
tion. All  right,  title  and  interest  of  the  Government  of  the  Trust 
Territory  of  the  Pacific  Islands  in  and  to  any  real  property  with 
respect  to  which  the  Government  of  the  United  States  enjoys  such  use 
or  other  rights  will  be  transferred  to  the  Govemment  of  the  Nortliern 
Mariana  Islands  at  the  time  of  such  termination.  From  the  time  such 
right,  title  and  interest  is  so  transferred  the  Government  of  the  North- 
ern Mariana  Islands  will  assure  the  Government  of  the  United  States 
the  continued  use  of  the  real  property  then  actively  used  by  the  Gov- 
ernment of  the  United  States  foi-  civilian  ffovernmental  purposes  on 
terms  comparable  to  those  cnjo\ed  by  the  Government  of  the  United 
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States  under  its  arrangements  with  the  Government  of  the  Trust 
Territory  of  the  Pacific  Islands  on  the  date  of  the  signature  of  this 
Covenant. 

"(b)  All  facilities  at  Isety  Field  developed  with  federal  aid  and 
all  facilities  at  that  field  usable  for  the  landing  and  take-off  of  air- 
craft will  be  available  to  tlie  United  States  for  use  by  military  and 
naval  aircraft,  in  common  with  other  aircraft,  at  all  times  without 
charge,  except,  if  the  use  by  military  and  naval  aircraft  shall  be  sub- 
stantial, a  reasonable  share,  proportional  to  such  use,  of  the  cost  of 
operating  and  maintaining  the  facilities  so  used  may  be  chartrcd  at  a 
rate  established  by  agreement  Ix^tween  the  Government  of  the  Northern 
Mariana  Islands  and  the  Govoniment  of  the  United  States. 

"Section  805.  Except  as  otherwise  provided  in  this  Article,  and 
notwithstanding  the  other  provisions  of  this  Covenant,  or  those  pro- 
visions of  the  Constitution,  treaties  or  laws  of  the  United  States 
applicable  to  the  Northern  Mariana  Islands,  the  Government  of  the 
Northern  Mariana  Islands,  in  view  of  the  importance  of  the  owner- 
ship of  land  for  the  culture  and  traditions  of  the  people  of  the  North- 
ern Mariana  Islands,  and  in  order  to  protect  them  against  exploitation 
and  to  promote  their  economic  advancement  and  self-sufficiency : 

"(a)  will  until  twenty-five  years  after  the  termination  of  the 
Trusteeship  Agreement,  and  may  thereafter,  regulate  the  aliena- 
tion of  permanent  and  long-term  interests  in  real  property  so  as  to 
restrict  the  acauisition  of  such  interests  to  persons  of  Nortliern 
Mariana  Islanas  descent ;  and 

"(b)  may  regulate  the  extent  to  which  a  person  may  own  or  hold 
land  which  is  now  public  land. 
"Section  806.  (a)  The  United  States  will  continue  to  recognize  and 
respect  the  scarcity  and  special  importance  of  land  in  the  Northern 
Mariana  Islands.  If  the  United  States  must  acquire  any  interest  in 
real  property  not  transferred  to  it  under  this  Covenant,  it  will  follow 
the  policy  of  seeking  to  acquire  only  the  minimum  area  necessary  to 
accomplish  the  public  purpose  for  which  the  real  property  is  required, 
of  seeting  only  the  minimum  interest  in  real  property  necessary  to 
support  such  public  purpose,  acquiring  title  only  if  the  public  purpose 
cannot  be  accomplished  if  a  lesser  interest  is  obtained,  and  of  seeking 
first  to  satisfy  its  requirement  by  acquiring  an  inteiest  in  public  rather 
than  private  real  property. 

"(b)  The  United  States  may,  upon  prior  written  notice  to  the  Gov- 
ernment of  the  Northern  Mariana  Islands,  acquire  for  public  purposes 
in  accordance  with  federal  laws  and  procedures  any  interest  in  real 
property  in  the  Northern  Mariana  Islands  by  purchase,  lease,  exchange, 
gift  or  otherwise  under  such  terms  and  conditions  as  may  be  nego- 
tiated by  the  parties.  The  United  States  will  in  all  cases  attempt  to 
acquire  any  interest  in  real  property  for  public  purposes  by  voluntary 
means  under  this  Subsection  before  exercising  the  power  of  eminent 
domain.  No  interest  in  real  property  will  be  acquired  unless  duly 
authorized  by  the  Congress  of  the  United  States  and  appropriations 
are  available  therefor. 

"(c)  In  the  event  it  is  not  possible  for  the  United  States  to  obtain 
an  interest  in  real  property  for  public  purposes  by  voluntary  means, 
it  may  exercise  withm  tne  Commonwealth  the  power  of  eminent  domain 
to  the  same  extent  and  in  the  same  manner  as  it  has  and  can  exercise 
the  power  of  eminent  domain  in  a  State  of  the  Union.  The  power  of 
eminent  domain  will  be  exercised  within  the  Commonwealth  only  to 
the  extent  necessary  and  in  compliance  with  applicable  United  States 
laws,  and  with  full  recognition  of  the  due  process  required  by  the 
United,  States  Constitution. 
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Article  IX 

"northern  MARIANA  ISLANDS  REPRESENTATIVE  AND  CONSULTATION 

"Section  901.  The  Constitution  or  laws  of  the  Nortliern  Mariana 
Islands  may  provide  for  tlie  appointment  or  election  of  a  Resident 
Representative  to  the  United  States,  whose  term  of  office  will  l>e  two 
years,  unless  otherwise  detennined  by  local  law,  and  who  will  be 
entitled  to  receive  official  re<co^ition  as  such  Reprevsentative  by  all 
of  the  departments  and  agencies  of  the  Government  of  the  United 
States  upon  presentation  througli  the  Department  of  State  of  a  certifi- 
cate of  selection  from  the  Governor.  The  Represenative  must  be  a 
citizen  and  resident  of  the  NortheiTi  ^lariana  Islands,  at  least  twenty- 
five  years  of  a^je,  and,  aftei-  termination  of  tlie  Trusteeship  Agrreement, 
a  citizen  of  tlie  United  States. 

"Section  902.  The  Government  of  the  Unitexl  States  and  the  Govern- 
ment of  the  Northern  Maiiana  Islands  will  consult  re^jularly  on  ail 
Special  repre-     matters  affex'tin^  the  relationship  between  them.  At  the  request  of 
sentatives,  re-    either  Government,  and  not  less  irequently  than  every  ten  years,  the 
port.  President  of  the  United  States  and  the  Governor  of  the  Northern 

^Mariana  Islands  will  desigiiate  special  representatives  to  meet  and  to 
consider  in  good  faith  sucii  issuers  affecting  the  relationship  between 
the  Northern  Mariana  Islands  and  the  United  States  as  may  be  desig- 
nated by  either  Government  and  to  make  a  report  and  recommenda- 
tions with  respect  thereto.  Special  representatives  will  be  appointed 
in  any  event  to  consider  and  to  make  recommendations  regarding 
future  multi-year  financial  assistance  to  the  Northern  Mariana  Islands 
pursuant  to  Section  701,  to  me-et  at  legist  one  year  prior  to  the  expiration 
of  every  perioil  of  such  financial  assistance. 

"Section  903.  Nothing  herein  shall  prevent  the  presentation  of 
cases  or  controversies  arising  under  this  Covenant  to  courts  estab- 
lished by  the  Constitution  or  laws  of  the  United  States.  It  is  intended 
that  any  such  c<ises  or  conti'dversies  will  be  justiciable  in  such  courts 
and  that  the  undertakings  by  the  Government  of  the  United  States 
and  by  the  Government  of  tlie  Northern  Mariana  Islands  provided  for 
in  this  (^ovenant  will  be  enforceable  in  such  couils. 

"S?:(noN  904.  (a)  The  Government  of  the  United  States  will  give 
sympathetic  consideration  to  the  views  of  the  Government  of  the 
Northern  Mariana  Islands  on  international  matters  directly  affecting 
the  Northern  Mariana  Islands  and  will  provide  opportunities  for  the 
effective  presentation  of  sucli  views  to  no  less  extent  than  such  oppor- 
tunities ai-e  provided  to  any  other  territory  or  possession  under  com- 
parable circumstances. 
Promotion  of  "(b)  The  United  States  wiU  assist  and  facilitate  the  establishment 

local  tourism.  by  the  Noilhcrn  Mariana  Islands  of  offices  in  the  United  States  and 
abroad  to  promote  local  tourism  and  other  economic  or  cultural 
interests  of  the  Northern  ^fariana  Islands. 

"(c)  On  its  request  the  Northern  Mariana  Islands  may  participate 
in  regional  and  other  international  organizations  concerned  with 
social,  economic,  educational,  scientific,  technical  and  cultural  matters 
when  similar  participation  is  authorized  for  anv  other  territoiT  or 
possession  of  the  United  States  under  comparable  circumstances. 
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"Article  X 


'APPROVAL,  EFFECTIVE  DATES,  AND  DEFINITIONS 


"Section  1001.  (a)  This  Covenant  vt^ill  be  submitted  to  the  Mariana 
Islands  District  Legislature  for  its  approval.  After  its  approval  by 
the  Mariana  Islands  District  Legislature,  this  Covenant  will  be  sub- 
mitted to  the  p>eople  of  the  Northern  Mariana  Islands  for  approval 
in  a  plebiscite  to  be  called  by  the  United  States.  Onlv  persons  who 
are  domiciled  exclusively  in  the  Northern  Mariana  Islands  and  who 
meet  such  other  qualifications,  including  timely  registration,  &s  are 
promulgated  by  the  United  States  as  administering  authority  will  be 
eligible  to  vote  in  the  plebiscite.  Approval  must  be  by  a  majority  of 
at  least  55%  of  the  valid  votes  cast  in  the  plebiscite.  The  results  of 
the  plebiscite  will  be  certified  to  the  President  of  the  United  States. 

"(b)  This  Covenant  will  be  approved  by  the  United  States  in 
accordance  with  its  constitutional  processes  and  will  thereupon  become 
law. 

"Section  1002.  The  President  of  the  United  States  will  issue  a 
proclamation  announcing  the  tei  mination  of  the  Trusteeship  Agree- 
ment, or  the  date  on  which  the  Trusteeship  Agreement  will  terminate, 
and  the  establishment  of  the  Commonwealth  in  accordance  witl)  this 
Covenant.  Any  determination  by  the  President  that  the  TrusteesLi]) 
Agreement  has  been  terminated  or  will  be  terminated  on  a  day  certain 
will  be  final  and  will  not  be  subject  to  review  by  any  authority,  judicial 
or  otherwise,  of  the  Trust  Teriitory  of  the  Pacific  Islands,  the 
Northern  Mariana  Islands  or  the  United  States. 

"Section  1003.  The  provisions  of  this  Covenant  will  become  effective 
as  follows,  unless  otherwise  specifically  provided : 

"(a)  Sections  105,  201-203,  503,  504,  606,  801,  903  and  Article  X 
will  become  effective  on  approval  of  this  Covenant ; 

"(b)  Sections  102,  103,  204,  304,  Article  IV,  Sections  501,  502, 
505,  601-605,  607,  Article  VII,  Sections  802-805,  901  and  902  will 
become  effective  on  a  date  to  be  determined  and  proclaimed  by  the 
President  of  the  United  States  which  will  be  not  more  than  180 
days  after  this  Covenant  and  the  Constitution  of  the  Noithern 
Mariana  Islands  have  both  been  approved;  and 

"(c)  The  remainder  of  this  Covenant  will  become  effective  upon 
the  termination  of  the  Trusteeship  Agreement  and  the  establish- 
ment of  the  Commonwealth  of  the  Northern  Mariana  Islands. 
"Section  1004.  (a)  The  application  of  any  provision  of  the  Consti- 
tution or  laws  of  the  United  States  which  would  othei*wise  apply  to  the 
Northern  Mariana  Islands  may  be  suspended  until  teiTnination  of  the 
Trusteeship  Agreement  if  the  President  finds  and  declares  that  the 
application  of  such  provision  prior  to  teimination  would  be  incon- 
sistent with  the  Trusteeship  Agreement. 

"(b)  The  Constitution  of  the  Northern  Mariana  Islands  will  become 
effective  in  accordance  with  its  terms  on  the  same  day  that  the  provi- 
sions of  this  Covenant  specified  in  Subsection  1003  (b)  become  effective, 
provided  that  if  the  President  finds  and  declares  that  the  effectiveness 
of  any  provision  of  the  Constitution  of  the  Northern  Mariana  Islands 
prior  to  termination  of  the  Trusteeship  Agreement  would  be  incon- 
sistent with  the  Trusteeship  Agreement  such  provision  will  be  ineffec- 
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tive  until  termination  of  the  Trusteeship  Agreement.  Upon  the 
establishment  of  the  Commonwealth  of  the  Northern  Mariana  Islands 
the  Constitution  will  become  effective  in  its  entirety  in  accordance  with 
its  terms  as  the  Constitution  of  the  Commonwealth  of  the  Northern 
Mariana  Islands. 
"Section  1005.  As  used  in  this  Covenant : 

"(a)  ^Trusteeship  Agreement'  means  the  Trusteeship  Agree- 
ment for  the  former  Japanese  Mandated  Islands  concluded 
between  the  Security  Council  of  the  United  Nations  and  the 
United  States  of  America,  which  entered  into  force  on  July  18, 
1947; 

"(b)  'Northern  Mariana  Islands'  means  the  area  now  known  as 
the  Mariana  Islands  District  of  the  Trust  Territory  of  the  Pacific 
Islands,  which  lies  within  the  area  north  of  14°  north  latitude, 
south  of  21°  north  latitude,  west  of  150°  east  longitude  and  east 
of  144°  east  longitude  ; 

"(c)  'Government  of  the  Northern  Mariana  Islands'  includes, 
as  appropriate,  the  Grovernment  of  the  Mariana  Islands  District 
of  tne  Trust  Territory  of  the  Pacific  Islands  at  the  time  this 
Covenant  is  signed,  its  a^ncies  and  instrumentalities,  and  its 
successors,  including  the  Government  of  the  Commonwealth  of 
the  Northern  Mariana  Islands ; 

(d)  'Territory  or  possession'  with  respect  to  the  United  States 
includes  the  District  of  Columbia,  the  Commonwealth  of  Puerto 
Rico,  the  Virgin  Islands,  Guam  and  American  Samoa ; 

"  (e)  'Domicile'  means  that  place  where  a  person  maintains  a 
residence  with  the  intention  of  continuing  such  residence  for  an 
unlimited  or  indefinite  period,  and  to  which  such  person  has  the 
intention  of  returning  waenever  he  is  absent,  even  for  an  extended 
period.  / 
"Signed  at  Saipan,  Mariana  Islands  on  the  fifteenth  day  of  Feb- 
ruary, 1975. 

"For  the  people  of  the  Northern  Mariana  Islands : 

Edward  DLG.  Pangelinax, 

Chairman,  Marianas 
Political  Status  Commission. 
Vicente  N.  Santos. 

Vice  Chairman,  Marianas 
Political  Status  Commission. 

"For  the  United  States  of  America  : 

Ambassador  F.  Haydn  Williams, 

Personal  Representative  of  the 
President  of  the  United  States. 

"Members  of  the  Marianas  Political  Status  Commission: 

Juan  LG.  Cabrera. 
Vicente  T.  Camacho. 
Jose  R.  Cruz. 
Bernard  V.  HoFscHNEmER. 
Benjamin  T.  Manglona. 
Daniel  T.  Muna. 
Dr.  Francisco  T.  Palacios. 
Joaquin  I.  Pangelinan. 
Manuel  A.  Sabl.\n. 
Joannes  B.  Taimanao. 
Pedro  A.  Tenorio." 
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i    Sec.  2.  It  is  the  sense  of  the  Congiess  that  pursuant  to  section  902  Special  repre- 

I  of  the  foregoing  Covenant,  and  in  an^'  case  within  ten  years  from  the  sentatives,  ap- 
date  of  the  enactment  of  this  resolution,  the  President  of  the  United  pointment  by 
States  should  request,  on  behalf  of  tlie  United  States,  the  designation  President,  re- 

I  of  special  representatives  to  meet  and  to  consider  in  good  faitl)  sucli 
issues  affecting  the  relationship  between  the  Northern  Mariana  Islands 
and  the  United  States  as  may  oe  designated  by  eitlier  Government  and 

I  to  make  a  report  and  recommendations  with  respect  thereto. 

'     Approved  March  24,  1976. 
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APPROVING  THE  "COVENANT  TO  ESTABLISH  A  COMMONV7EALTH  OF 
THE  NORTHERN  MARIANA  ISLANDS  IN  POLITICAL  UNION  WITH  THE 
UNITED  STATES  OF  AMERICA,"  AND  FOR  OTHER  PURPOSES 


JuLT  16,  1975.— Committed  to  the  Committee  of  the  Whole  House  on  the 
State  of  the  Union  and  ordered  to  be  printed 


Mr.  Haley,  from  the  Committee  on  Interior  and  Insular  Affairs, 
submitted  the  following 

REPORT 

[To  accompany  H.J.  Res.  649] 

The  committee  on  Interior  and  Insular  Affairs,  to  which  was  referred 
the  joint  resolution  (H.J.  Kes.  549)  To  approve  the  "Covenant  To 
Estaolish  a  Commonwealth  of  the  Northern  Mariana  Islands  in  Polit- 
ical Union  with  the  United  States  of  America,"  and  for  other  purposes, 
having  considered  the  same,  report  favorably  thereon  without  amend- 
ment and  recommend  that  the  joint  resolution  do  pass. 

Purpose 

The  purpose  of  H.J.  Res.  549,  as  approved  by  the  Committee  on 
Interior  and  Insular  Affairs  by  a  vote  of  30  to  0,  is,  as  expressed  in 
Section  I,  to  approve  the  Covenant  to  Establish  a  Commonwealth  of 
tiie  Northern  Mariana  Islands  in  Political  Union  with  the  United 
States  of  America.  Second,  it  is  to  authorize  the  appropriation  of  such 
additional  funds  as  are  needed  to  pay  awards  under  Title  II  of  the 
Micronesian  Claims  Act  of  1971,  (Public  Law  92-39),  enacted  by  the 
Congress  and  approved  hy  the  President,  in  accordance  with  the  pro- 
visions of  such  Act,  and  third,  it  is  to  provide  an  established  procedure 
by  which  to  provide  that  the  various  territories  of  the  United  States 
may  be  included  in  those  federal  grant,  loan  and  other  assistance  pro- 
grams for  which  they  would  be  otherwise  eligible  in  accordance  with 
the  purposes  of  the  authorizing  statutes. 

H.J.  Res.  549  was  introduced  by  Phillip  Burton,  (for  himself,  Mr. 
Don  H.  Clausen,  Ms.  Mink,  Mr.  Ketchum,  Mr.  Meeds,  Mr.  Taylor  of 
North  Carolina,  Mr.  Steiger  of  Arizona,  Mr.  Stephens,  Mr.  Lujan, 
Mr.  Bingham,  Mr.  Lagomarsino,  Mr.  Vigorito,  Mr.  Symms,  Ms.  Chis- 
holm,  Ms.  Pettis,  Mr.  Melcher,  Mr.  Badillo,  Mr.  Mikva,  Mr.  Seiberling, 
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Mr.  Benitez,  Ms.  Burke  of  California,  Mr.  de  Lugo,  Mr.  Won  Pat,  Mr. 
Howe  and  Mr.  Miller  of  California). 

An  identical  bill,  H.J.  Res.  550  was  introduced  by  Mr.  Phillip 
Burton  (for  himself,  Mr.  Santini  and  Mr.  Weaver).  A  similar  bill, 
H.J.  Res.  547,  was  introduced  by  Mr.  Skubitz,  (for  himself,  Mr.  Don 
H.  Clausen,  Mr.  Steiger  of  Arizona,  and  Mr.  Ruppe) . 

Background  and  Need 

section  i 

The  Trust  Territory  of  the  Pacific  Islands  (TTPI),  often  referred 
to  as  Micronesia,  embraces  an  ocean  area  larger  than  the  continental 
United  States.  It  is  made  up  of  over  2,100  islands  and  is  populated  by 
approximately  115,000  inhabitants.  Micronesia,  in  fact,  describes  a 
geographical  location  rather  than  a  sociological  distinction  since  the 
peoples  of  Micronesia  vary  greatly  in  culture,  history  and  language. 
The  political  entit}^  of  Micronesia  was  developed  during  colonial  rule 
and  still  reflected  in  the  U.N.  Trusteeship  Agreement.  Even  today, 
in  spite  of  30  years  of  American  administration,  social  and  cultural 
factionalism  within  the  islands  continues  as  a  strong  force. 

Following  World  War  II,  the  ITnited  States  Government  devel- 
oped plans  to  establish  international  machinery  to  replace  the  dying 
League  of  Nations'  mandate  system.  In  November  1946,  President 
Truman  submitted  to  the  U.N.  Security  Council  a  trusteeship  agree- 
ment which  awarded  Japan's  former  mandate  in  the  Pacific  to  the 
United  States  as  the  Administering  Authority.  The  agreement  was 
approved  on  April  2, 1947. 

The  United  States  on  the  basis  of  a  joint  Congressional  resolution 
then  assumed  responsibility  for  the  administration  of  Micronesia  un- 
der the  United  Nations'  trusteeship  agreement.  The  Security  Council 
approved  its  designation  as  a  strategic  trusteeship  in  recognition  of 
the  islands'  military  importance  during  World  War  II  in  the  Central 
Pacific.  Such  designation  gave  the  ITnited  States  the  right  to  establish 
and  use  military  facilities  in  the  area  for  the  maintenance  of  peace  and 
international  security.  On  the  other  hand,  the  United  States  was  obli- 
gated to  foster  Micronesian  development  toward  self-government  and/ 
or  independence  in  accordance  with  the  freely  expressed  will  of  the 
peoples  concerned. 

Administratively,  the  TTPI  is  subdivided,  largely  on  the  basis  of 
cultural  and  language  differences,  into  six  districts;  i.e.,  the  Marshall 
Islands  (pop.  25,044) :  Ponape  (pop.  23,251) ;  Truk  (pop.  31,600) ; 
Yap  (pop.  7,869)  ;  Palau  (pop.  12,674) ;  and  the  Northern  Mariana 
Islands  (pop.  14,335). 

In  1969,  the  first  of  a  series  of  meetings  occurred  between  the  U.S. 
representatives  and  the  Joint  Committee  on  Future  Status  (JCFS), 
Congress  of  Micronesia,  concerning  the  future  political  status  of  Mi- 
cronesia. Negotiations,  however,  broke  down  in  May  1970  when  the 
commonwealth  proposal  offered  by  the  United  States  was  rejected  by 
the  Micronesian  Delegation.  With  the  appointment  in  March  1971  of 
Ambassador  Franklin  Haydn  Williams,  the  President's  Personal  Rep- 
resentative for  Micronesian  Status  Negotiations,  talks  were  again  re- 
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sumed.  However,  in  spite  of  repeated  attempts  to  break  the  deadlock, 
little  progress  was  made  in  the  Micronesian-wide  negotiations. 

For  twenty  years,  the  people  of  the  Northern  Marianas  through 
their  duly  elected  representatives  have  on  numerous  occasions  expressed 
formally  and  informally  to  the  government  of  the  United  States  and 
to  the  United  Nations  their  strong  desire  to  become  a  part  of  the 
political  family  of  the  United  States.  Because  of  a  common  racial, 
language  and  cultural  tradition  (i.e.,  Chamorro),  the  Northern  Mari- 
anas initially  sought  to  achieve  unification  with  Guam.  In  1969,  how- 
ever, the  Guamanians  in  referendum  rejected  the  concept  of  unification, 
temporarily  at  least  blocking  this  avenue  of  political  advancement. 
When  it  was  apparent  in  April  1972  that  the  rest  of  Micronesia  was 
bent  on  a  much  looser  relationship  with  the  United  States  (i.e.  free 
association  or  independence) ,  the  Northern  Marianas  requested  sepa- 
rate status  negotiations. 

Accordingly,  the  Marianas'  Status  Talks  commenced  in  December 
1972.  In  June  1973,  upon  conclusion  of  the  Second  Eound  of  Negotia- 
tions, both  the  Marianas  and  the  United  States  stipulated  that  all 
final  agreements  were  dependent  upon  the  approval  of  the  Marianas' 
District  Legislature,  a  local  plebiscite  and  the  United  States  Congress. 
Tentative  agreement  was  reached,  nevertheless,  on  the  following  issues : 

(1 )  The  future  political  relationship  between  the  Marianas  and 
the  United  States  will  take  the  form  of  a  commonwealth ;  wherein 
the  future  Marianas'  Government  will  exercise  maximum  internal 
self-government,  including  the  right  of  the  people  to  draft  and 
adopt  their  own  constitution  and  to  establish  local  courts  to  ad- 
minister local  laws. 

(2)  Sovereignty  over  the  Marianas  will  be  vested  in  the  United 
States,  including  complete  authority  in  the  fields  of  defense  and 
foreign  affairs. 

(3)  The  future  government  of  the  Marianas  will  preserve  con- 
trol over  land  ownership. 

The  Third  Session  or  the  Marianas'  Political  Status  Negotia- 
tions concluded  on  December  19,  1973  with  the  following  agree- 
ments: 

(1)  Specified  fundamental  provisions  of  the  Status  Agreement, 
including  certain  provisions  designed  to  insure  maximum  self- 
government,  may  not  be  amended  or  repealed  except  by  mutual 
consent.  To  this  extent,  the  authority  of  the  United  States  in  the 
Marianas  is  not  plenary. 

(2)  Persons  bom  in  the  Marianas  prior  to  the  establishment  of 
the  Commonwealth  will  have  the  opportunity  to  choose  either  U.S. 
citizenship  or  U.S.  national  status.  Persons  born  in  the  Marianas 
after  the  establishment  of  the  Commonwealth  would  be  U.S. 
citizens. 

(3)  The  future  government  of  the  Marianas'  would  have  power 
to  enact  local  taxes  in  addition  to  those  imposed  by  the  U.S. 
Internal  Revenue  Code. 

(4)  The  Marianas  would  not  be  included  in  the  customs  terri- 
tory of  the  United  States  and  authority  would  be  granted  to 
establish  a  "duty  free  port." 

(5)  As  is  currently  the  case  in  Guam,  the  United  States  would 
return  to  the  Marianas'  Government  all  custom  duties,  excise  taxes 
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and  federal  income  taxes—estimated  to  be  $4-5  million  per 
annum— derived  from  the  Marianas. 

(6)  At  an  appropriate  time  after  the  Status  A^eement  is 
signed,  a  Joint  Commission  on  Federal  laws  will  undertake  a 
detailed  study  of  relevant  federal  le^rislation  and  will  make  spe 
cific  recommendations  to  the  United  States  Congress  regarding 
the  future  applicability  of  such  legislation  in  the  Marianas. 

On  May  31, 1974,  the  Fourth  Session  of  the  Marianas'  Status  Talks 
concluded.  During  these  discussions,  the  Delegations  affirmed  basic 
decisions  reached  in  earlier  sessions  with  respect  to  the  future  political 
relationships  between  the  Northern  Marianas  and  the  United  States. 
Otherwise,  the  negotiations  concerned  the  U.S.  military  land  require- 
ments in  the  Marianas,  principally  on  the  island  of  Tinian. 

During  the  Fifth  Session  of  the  Marianas  Status  Negotiations 
(December  1974-February  1975),  Ambassador  Williams  announced 
that,  in  the  near  term,  the  major  use  for  Tinian  would  be  limited  to 
ground,  sea  and  air  training  exercises.  The  proposed  covenant  stipu- 
lates that  the  U.S.  will  acquire  at  a  one-time  cost  of  $19,520,600  certain 
lands  under  a  50-year  lease  with  an  automatic  renewal  option  for  an 
additional  50  years  without  additional  cost. 

Economically,  the  U.S.  agreed  to  provide  for  the  next  seven  years 
multi-year  financial  support,  at  the  rate  of  $14  million  per  annum,  to 
the  Government  of  the  Northern  Mariana  Islands.  Agreement  was 
also  reached  on  matters  concerning  the  applicability  of  Federal  laws; 
immigration  and  naturalization;  XLS.  citizenship;  revenue  and  tax- 
ation ;  social  security ;  and  Federal  programs  and  services. 

On  February  15,  1975,  the  Covenant  to  Establish  a  Commonwealth 
of  the  Northern  Mariana  Islands  in  Political  Union  with  the  United 
States  of  America  was  signed  by  the  U.S.  and  Marianas  negotiators ; 
shortly  thereafter,  the  Northern  Marianas  Legislature  unanimously 
endorsed  the  document.  Following  a  three-month  period  of  political 
education,  the  Covenant  was  presented  for  approval  to  the  people  of 
the  Northern  Marianas  on  June  17,  1975.  With  95%  of  the  registered 
voters  participating,  78.8%  voted  in  favor  of  the  Covenant.  Mr. 
Edwin  D.  Canham,  Editor  Emeritus  of  the  Christian  Science  Monitor, 
and  Presidentially  appointed  Plebiscite  Commissioner,  certified  as  to 
the  results  of  the  referendum  on  June  28, 1975. 

Passage  by  the  Congress  of  House  Joint  Resolution  549,  approving 
the  Northern  Mariana  Islands  Commonwealth  Covenant,  will  set  into 
motion  a  series  of  progressive  steps  which  will  result  in :  the  adminis- 
trative separation  of  the  Northern  Mariana  Islands  from  the  Govern- 
ment of  the  Trust  Territory  of  the  Pacific  Islands;  the  adoption  of  a 
locally-drafted  and  popularly-approved  constitution  for  the  Northern 
Mariana  Islands;  and  finally,  following  the  termination  of  the  Trust- 
eeship Agreement  for  all  of  the  Trust  Territory  of  the  Pacific  Is- 
lands, the  conferral  of  commonwealth  status  on  the  Northern  Mariana 
Islands  is  a  territory  of  the  United  States. 

SECTION  II 

The  Micronesian  Claims  Act  of  1971,  enacted  by  the  Congress  and 
approved  by  the  President  (Public  Law  92-39) ,  establishexi  the  Micro- 
nesian Claims  Commission  to  administer  the  provisions  of  the  Act 
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which  provided  for,  under  Title  II  of  the  act,  post-war  damage  claims 
up  to  July  1, 1951,  which  could  be  filed  by  Micronesians  for  injuries  to 
their  persons  and  property.  The  Act  authorized  the  appropriation  of 
specified  amounts  for  this  purpose. 

On  the  basis  of  the  claims  so  far  adjudicated  by  the  Micronesian 
Claims  Commission,  it  is  apparent  that  the  amounts  authorized  by  the 
Act  will  fall  short  of  making  possible  full  payment  of  the  adjudicated 
claims.  It  is  the  conviction  oi  the  Committee  that  the  United  States 
has  a  moral  and  legal  responsibility  to  the  people  of  Micronesia  as  a 
result  of  post-war  activities  by  the  United  States.  It  is  in  the  fullfill- 
ment  of  these  responsibilities  that  Section  2  is  necessary. 

SECTION  m 

At  the  present  time,  territories  participate  in  one  or  more  of  the 
various  federal  assistance  programs  only  on  the  basis  of  specific  inclu- 
sion in  the  authorizing  statutes.  Such  inclusion  is  on  an  individual 
act-by-act  basis  as  the  respective  bills  are  considered  in  the  Commit- 
tees. Consequently,  by  oversight,  the  territories  are  sometimes  not  in- 
cluded in  such  programs  for  which  they  would  be  otherwise  eligible. 

Because  there  is  no  formal  comprehensive  existing  procedure  by 
which  it  can  be  insured  that  the  territories  of  the  United  States  may 
be  included  in  federal  grant,  loan  and  other  assistance  programs  for 
which  they  would  be  otherwise  eligible,  this  Section  authorizes  the 
President,  subject  to  Congressional  review  as  provided  for  by  the  Sec- 
tion, to  extend  such  programs  to  the  territories  when  he  finds  such 
action  to  be  consistent  with  the  purposes  of  the  authorizing  statutes. 

Section-by-Section  Analysts 

section  i 

Article  I — Political  Relationship 

Section  101. — This  section  specifies  that  the  United  States  will  have 
sovereignty  with  respect  to  tlie  Commonwealth  of  the  Northern  Mari- 
ana Islands  as  it  does  with  respect  to  every  state  and  territory. 

The  section  also  provides  that  tlie  Commonwealth  of  the  Northern 
Marianas  will  not  come  into  being  until  the  termination  of  the  Trustee- 
ship Agreement. 

Section  This  section  provides  that :  the  relations  between  the 

Northern  Marianas  and  the  United  States  will  be  governed  by  the 
Covenant,  and  that  the  Covenant,  together  with  the  applicable  provi- 
sions of  the  Constitution,  treaties  and  laws  of  the  United  States,  will 
be  the  supreme  law  of  the  Northern  Mariana  Islands. 

Section  103. —  Section  103  guarantees  to  the  people  of  the  Nortliern 
Marianas  the  right  of  self-government,  and  assures  that  they  can  gov- 
ern themselves  with  respect  to  their  internal  affairs  in  accordance  with 
a  constitution  of  their  own  adoption. 

Section  10^. — This  section  provides  that  the  United  States  will  have 
complete  responsibility  for  and  authority  with  respect  to  the  foreign 
affairs  and  defense  of  the  Northern  Marianas. 

Section  105. — Section  105  provides  that  laws  which  Congress  could 
not  also  make  applicable  to  a  state  cannot  be  made  applicable  to  the 
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Northern  Marianas  unless  the  Northern  Marianas  is  specifically  named 
in  the  legislation,  so  as  to  insure  that  legislation  is  not  unintentionally 
applied  to  the  Northern  Marianas.  Also,  specified  provisions  of  the 
Covenant  may  be  modified  only  with  the  consent  both  of  the  Govern- 
ment of  the  Northern  Marianas  and  of  the  Government  of  the  United 
States. 

Article  11— Constitution  of  the  Northern  Mariana  Islands 

Section  20L — This  section  provides  that  the  people  of  the  Northern 
Marianas  will  formulate  and  approve  their  own  constitution  and  that 
they  may  amend  their  constitution  pursuant  to  procedures  which  will 
be  established  by  that  document. 

Section  This  provision  provides  for  approval  of  the  Common- 
wealth ConvStitution  by  the  U.S.  Government. 

Section  203. — Subsection  (a)  of  Section  203  requires  that  the  local 
Constitution  provide  for  a  republican  form  of  government  with  sepa- 
rate executive,  legislative  and  judicial  branches,  and  contain  a  bill  of 
rights. 

Subsection  (b)  of  Section  203  provides  that  the  executive  power  of 
the  Northern  Marianas  will  be  vested  in  a  popularly  elected  governor 
and  in  such  other  officials  as  the  people  of  the  Northern  Marianas  pro- 
vide for  in  the  Constitution  or  laws. 

Subsection  (c)  of  this  section  provides  that  the  Northern  Marianas 
Legislature  will  be  popularly  elected,  and  that  its  power  will  extend 
to  "all  rightful  subjects  of  legislation".  The  record  of  the  hearing  on 
H.J.  Res.  549  before  the  Subcommittee  established  that  the  chief  rep- 
resentatives of  the  U.S.  Government  and  the  Micronesian  Political 
Status  Commission,  and  the  Subcommittee  Chairman  and  the  Subcom- 
mittee agreed  that  the  understanding  of  and  the  ability  to  use  the 
Chamorro  language  would  be  a  valid  factor  for  the  Legislature  to 
establish  as  a  measure  of  employability  in  the  Marianas  Islands,  in 
carrying  out  the  authority  provided  for  by  this  section. 

Subsection  (d)  provides  for  local  Northern  Marianas  courts  with 
such  jurisdiction  as  is  established  by  the  local  constitution  or  local  law. 

Section  204- — Section  204  provides  that  all  members  of  the  Legisla- 
ture of  the  Northern  Marianas  and  all  officers  and  employees  of  the 
local  government  will  take  an  oath  or  affirmation  to  support  the  Cove- 
nant, the  applicable  provisions  of  the  Constitution  and  laws  of  the 
United  States,  and  the  local  Constitution  and  laws. 

Article  III — Citizenship  and  Nationality 

Section  SOI. — Section  301  provides  that,  upon  termination  of  the 
Trusteeship  Agreement,  the  following  persons  and  their  children 
under  18  years  of  age  who  are  not  already  citizens  or  nationals  of  the 
United  States  and  who  do  not  owe  allegiance  to  any  foreign  country, 
which  is  a  country  other  than  the  United  States  or  the  Trust  Territory, 
will  become  citizens  of  the  United  States  unless  they  choose  to  become 
U.S.  Nationals  instead : 

(1)  All  persons  who  were  bom  in  the  Northern  Marianas,  who 
are  citizens  of  the  Trust  Territory  of  the  Pacific  Islands  and  who 
are  domiciled  in  the  Northern  Marianas  or  the  United  States  or 
any  territory  or  possession  of  the  United  States ; 

(2)  All  persons  who  are  citizens  of  the  Trust  Territory  of  the 
Pacific  Islands,  who  have  been  domiciled  continuously  in  the 
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Northern  Marianas  for  at  least  five  years  immediately  prior  to 
the  termination  of  the  Trusteeshif)  and  who,  unless  under  age, 
registered  to  vote  in  elections  for  the  Mariana  Islands  District 
Legislature  or  for  any  municipal  election  in  the  Northern  Mari- 
anas prior  to  January  1,  1975;  and 

(3)  All  persons,  who  immediately  prior  to  the  termination  of 
the  Trusteeship,  are  not  citizens  of  the  Trust  Territory  of  the 
Pacific  Islands  but  have  been  permanent  residents  of  the  Northern 
Mariana  Islands  continuously  since  before  January  1,  1974. 
Section  302. — This  sex:tion  provides  that  any  person  who  would  be- 
come a  citizen  of  the  United  States  solely  because  of  Section  301  of 
the  Covenant  may  within  six  months  after  the  termination  of  the 
Trusteeship  or  within  six  months  after  reaching  the  age  of  18  years, 
whichever  is  later,  become  a  national  instead  of  a  citizen  of  the  United 
States  by  making  a  declaration  under  oath  before  any  federal  court 
or  any  court  of  record  in  the  Northern  Marianas. 

Section  303. — Under  this  section,  persons  bom  in  the  Northern 
Mariana  Islands  after  termination  of  the  Trusteeship  will  be  United 
States  citizens  at  birth. 

Section  30^. — Section  304  provides  that  citizens  of  the  Northern 
Marianas  will  be  entitled  to  all  privileges  and  immunities  of  citizens 
in  the  several  states  of  the  United  States. 

Article  IV — Jvxiicial  Authority 

Section  Ifil. — Section  401  requires  the  United  States  to  establish 
for  and  within  the  Northern  Mariana  Islands  a  federal  court  of  record 
to  be  known  as  the  "District  Court  for  the  Northern  Mariana  Islands''. 

Section  lfi2. — Section  402  deals  with  the  jurisdiction  of  the  federal 
court  which  will  be  established  in  the  Northern  Marianas. 

Subsection  (a)  provides  that  the  District  Court  for  the  Northern 
Marianas  will  have  the  same  jurisdiction  as  a  district  court  of  the 
United  States  in  a  state  of  the  union,  except  that,  in  cases  raising 
question  of  federal  law,  it  will  have  jurisdiction  regardless  of  the 
amount  in  dispute. 

Subsection  (b)  provides  that  the  District  Court  for  the  Northern 
Marianas  will  have  jurisdiction  over  local  cases  unless  the  Constitu- 
tion or  laws  of  the  Northern  Marianas  vest  such  jurisdiction  in  a  court 
esta;blished  by  the  local  government. 

Subsection  (b)  provides  also  that,  when  it  hears  a  local  case,  the 
federal  court  determines  the  requirements  of  indictment  by  grand  jury 
and  trial  by  jury  in  both  civil  and  criminal  cases  as  would  a  court  of 
the  Northern  Marianas. 

Subsection  (c)  provides  that  the  Federal  District  Court  in  the 
Northern  Marianas  will  have  such  appellate  jurisdiction  as  the  Con- 
stitution or  laws  of  the  Northern  Marianas  may  provide,  and  that 
when  the  District  Court  sits  as  an  appellate  court,  it  will  consist  of 
three  judges,  at  least  one  of  whom  must  be  a  judge  of  a  court  of  record 
of  the  Northern  Mariana  Islands. 

Section  Jfi3. — ^This  section  deals  with  technical  matters  relating  to 
United  States  judicial  authority  within  the  Northern  Mariana 
Islands. 

Subsection  (a)  assures  that  the  relations  between  federal  courts  and 
the  courts  of  the  Northern  Mariana  Islands  will  be  essentially  the 
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same  as  the  relationship  between  the  federal  courts  and  the  courts  of 
the  states. 

Subsection  (b)  provides  that  those  portions  of  Title  28  of  the 
United  States  Code  which  apply  to  Guam  or  to  the  District  Court  of 
Guam  will  be  applicable  to  the  Northern  Marianas  or  the  District 
Court  for  the  Northern  Marianas  except  as  otherwise  provided  in 
Article  IV.  This  section  assures  that  the  rules  of  procedure  and  other 
relevant  federal  laws  are  applicable. 

Article  V — Applicability  of  laws 

Section  501. — ^This  section  deals  with  the  application  of  the  United 
States  Constitution  to  the  Northern  Mariana  Islands,  and  makes  appli- 
cable to  the  Northern  Marianas,  as  if  it  were  a  state,  certain  oi  the 
Constitutional  provisions  governing  the  relationship  between  the 
Federal  Government  and  the  states. 

Subsection  (a)  provides  that  the  specific  provisions  of  the  United 
States  Constitution  will  be  applicable  to  the  Northern  Marianas  as  if 
the  Northern  Marianas  were  a  state. 

It  also  provides  that  other  provisions  of  or  amendments  to  the  Con- 
stitution of  the  United  States  which  do  not  apply  of  their  own  force 
within  the  Northern  Mariana  Islands  will  be  applicable  only  with  the 
approval  of  the  local  government  and  of  the  Government  of  the 
United  States. 

Subsection  (b)  is  intended  to  make  clear  that  the  applicability  of 
certain  provisions  of  the  U.S.  Constitution  to  the  Northern  Marianas 
will  not  prohibit  the  local  government  from  imposing  land  alienation 
restrictions  under  Section  805,  or  from  providing  for  a  bicameral  leg- 
islature as  specified  under  Section  208,  or  from  controlling  jury  and 
grand  jury  procedures  in  local  cases  in  the  Northern  Marianas  under 
Section  501. 

Section  502. — Subsection  (a)  of  this  section  contains  a  formula  for 
determining  the  initial  manner  in  which  federal  laws  other  than  the 
United  States  Constitution  will  apply  to  the  Northern  Marianas. 

Subsection  502(a)  (1)  assures  that :  laws  which  provide  federal  serv- 
ices and  financial  assistance  programs  for  the  States  and  territories 
will  apply  to  the  Northern  Marianas  as  they  apply  to  Guam ;  Section 
228  of  Title  II  and  Title  XVI  of  the  United  States  Social  Security  Act 
will  apply  in  the  Northern  Marianas  as  they  apply  in  the  States;  the 
federal  banking  laws  will  apply  as  they  apply  in  Guam ;  the  Public 
Health  Service  Act  will  apply  as  it  does  in  the  Virgin  Islands;  the 
Micronesian  Claims  Act  will  continue  to  apply  to  the  Northern  ^lari- 
anas  as  it  applies  to  the  Trust  Territory  of  the  Pacific  Islands. 

Subsection  (a)(2)  is  the  general  formula  for  the  application  of 
federal  laws.  It  contains  a  two-part  test :  applicability  to  Guam  and 
applicability  generally  to  the  states. 

Subsection  (a)  (3)  provides  that  those  federal  laws  which  are  not 
dealt  with  by  subparagraphs  (1)  and  (2)  and  which  are  applicable  to 
the  Trust  Territory  will  continue  to  be  applicable  to  the  Northern 
Marianas. 

.  Subsection  502(b)  provides  that  the  laws  of  the  United  States  re- 
garding coastal  shipments  and  the  conditions  of  employment,  including 
the  wages  and  hours  of  emploj^ees,  will  be  applicable  to  the  activities 
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of  the  United  States  Government  and  its  contractors  in  the  Northern 
Mariana  Islands. 

Section  80S. — This  section  deals  with  certain  laws  of  the  United 
States,  not  presently  applicable  to  the  Northern  Marianas  and  pro- 
vides that  these  laws  will  not  apply  to  the  Northern  Marianas  prior  to 
termination  of  the  Trusteeship.  They  will  not  apply  after  termination 
until  the  Congress  of  the  United  States  specifically  acts  to  make  them 
applicable. 

Subsection  503(a)  provides  that  until  Congress  acts  to  make  the  im- 
migration and  naturalization  laws  applicable,  the  Northern  Marianas 
will  have  local  control  over  immigration. 

Subsection  503(b)  provides  that  the  coastwise  shipping  laws  of  the 
United  States  and  the  laws  of  the  United  States  which  prohibit  for- 
eign vessels  from  landing  fish  or  unfinished  fish  products  in  the  United 
States  will  not  apply  except  in  the  manner  and  to  the  extent  Congress 
should  determine,  except  to  the  extent  provided  in  Section  502(b)  rela- 
tive to  the  United  States  Government  and  its  contractors. 

Subsection  (c)  provides  that  the  federal  minimum  wage  provisions 
will  not  presently  extend  to  the  Northern  Mariana  Islands  to  the  ex- 
tent they  apply  to  private  employers  and  employees. 

Section  SOk. — Section  604  provides  that  the  President  of  the  United 
States  will  appoint  a  Commission  on  Federal  Laws  to  survey  the  laws 
of  the  United  States  and  make  recommendations  to  the  United  States 
Congress  as  to  which  laws  should  be  made  applicable  to  the  Northern 
Marianas  and  to  what  extent  and  in  what  manner. 

Section  605. — ^This  section  provides  that  the  laws  of  the  Trust  Terri- 
tory and  of  the  Mariana  Islands  District  and  its  local  municipalities, 
and  all  other  executive  and  district  orders  of  a  local  nature  applicable 
to  the  Northern  Marianas  upon  the  establishment  of  the  new  Govern- 
ment of  the  Northern  Marianas  under  its  own  Constitution  will  con- 
tinue in  force  unless  altered  by  the  Government  of  the  Northern 
Marianas,  to  the  extent  such  laws  are  not  inconsistent  with  the  Cov- 
enant or  with  the  applicable  provisions  of  the  Constitution,  treaties 
and  laws  of  the  United  States. 

Section  5(9^.-— Section  506  provides  for  limited  application  of  the 
Immigration  and  Nationality  Act  of  the  United  States  to  the  North- 
em  Marianas. 

Subsection  (a)  provides  that  the  Immigration  and  Nationality  Act 
applies  in  the  Northern  Marianas  only  for  the  purposes  speci  fied  m 
the  remaining  subsections. 

Subsection  (b)  assures  that  if  citizens  or  non-citizen  nationals  of 
the  United  States  who  permanently  reside  in  the  Northern  Marianas 
have  a  child  outside  of  the  United  States  or  the  Northern  Marianas, 
the  child  will  not  be  considered  an  alien. 

Subsection  (c)  deals  with  the  problem  of  immediate  relatives  of 
citizens  of  the  Unit^  States  permanently  residing  in  the  Northern 
Marianas.  "Immediate  relatives"  are  defined  by  the  Immigration  and 
Nationality  Act  to  be  spouses,  parents  and  . children.  It  also  provides  a 
method  by  which  the  Government  of  the  Northern  Marianas  may 
certify  that  certain  persons  meet  the  immediate  relative  qualification 
and  are  lawfully  admitted  to  the  Northern  Marianas  at  the  time  the 
Trusteeship  is  terminated. 
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Subsection  (c)  also  provides  that  the  courts  of  record  of  the  North- 
ern Mariana  Islands  and  the  District  Court  for  the  Northern  Mariana 
Islands  will  be  able  to  naturalize  persons  who  are  eligible  to  be  natu- 
ralized in  accordance  with  the  limited  applicability  of  the  Immigra- 
tion and  Nationality  Act  provided  for  in  this  Subsection  and  who 
reside  within  their  respective  jurisdictions. 

Subsection  (d)  makes  applicable  to  the  Northern  Marianas  certain 
portions  of  the  Immigration  and  Nationality  Act  which  deal  with  the 
loss  of  citizenship  or  the  loss  of  non -citizenship  nationality. 

Article  VI — Revenue  and  Taxatkni 

Section  601. — This  section  deals  with  the  application  of  the  federal 
income  tax  laws. 

Subsection  (a)  provides  that  the  federal  income  tax  laws  of  the 
United  States  will  come  into  force  in  the  Northern  Marianas  as  a  local 
territorial  income  tax  on  the  first  day  of  January  following  the  estab- 
lishment of  the  new  Government  of  the  Northern  Marianas. 

Under  Subsection  (a),  revenue  laws  will  operate  in  the  Northern 
Mariana  Islands  as  the  United  States  federal  income  tax  laws  operate 
in  Guam. 

Subsection  (b)  provides  that  persons  who  are  residents  of  the  North- 
ern Marianas  will  file  only  one  income  tax  return,  depending  on  the 
taxpayer's  residence  at  the  end  of  the  taxable  year. 

Subsection  (c)  provides  that  references  in  the  Internal  Hevenue 
Code  to  Guam  will  be  deemed  to  also  refer  to  the  Northern  Marianas, 
where  not  otherwise  distinctly  expr^ed  or  manifestly  incompatible 
with  the  intent  of  such  sections  or  .of  the  Covenant. 

Section  602. — ^This  section  specifically  recognizes  the  authority  of 
the  Government  of  the  Northern  Marianas  to  impose  local  taxes  in 
addition  to  those  imposed  by  the  Federal  income  tax  laws  under  Sec- 
tion 601. 

The  record  of  the  hearing  on  H.J.  Res.  549  before  the  Subcommittee 
established  the  intent  that  this  section  authorizes,  among  other  actions, 
the  providing  of  rebates  on  taxes  collected  and  the  enactment  of  sur- 
taxes on  income  by  the  Government  of  the  Northern  Marianas,  and 
that  the  assistance  of  the  Internal  Revenue  Service  will  be  available 
for  such  activities  to  the  extent  feasible. 

Section  60S. — This  section  deals  with  customs  and  other  matters 
relating  to  trade  with  respect  to  the  Northern  Marianas. 

Subsection  (a)  of  this  section  provides  that  the  Northern  Marianas 
will  not  be  included  within  the  customs  territory  of  the  United  States. 

Subsection  (b)  allows  the  local  government  to  levy  duties  on  goods 
imported  into  the  Northern  Marianas  from  areas  outside  the  customs 
territory  of  the  United  States  in  a  manner  which  is  consistent  with  the 
international  obligations  of  the  United  States. 

Subsection  (c)  assures  that  imports  from  the  Northern  Marianas 
into  the  customs  territory  of  the  United  States  will  be  subject  to  the 
same  treatment  as  imports  from  Guam  into  the  customs  territory  of  the 
United  States. 

Subsection  (d)  provides  that  the  United  States  will  seek  to  obtain 
from  foreign  countries  favorable  treatment  for  exports  from  the 
Northern  Marianas  and  will  encourage  other  countries  to  consider 
the  Northern  Marianas  a  developing  territory  for  this  purpose. 
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Section  €0i. — Section  604  deals  with  excise  taxes.  Subsection  (a) 
permits  the  United  States  to  levy  excise  taxes  on  ^oods  manufac- 
tured, sold  or  used  or  services  rendered  in  the  Northern  Marianas  in 
the  same  manner  and  to  the  same  extent  as  such  taxes  are  applicable 
within  Guam. 

Subsection  (b)  provides  that  the  Northern  Marianas  can  impose 
excise  taxes  on  goods  manufactured,  sold  or  used  or  services  rendered 
within  its  territory  or  on  goods  imported  into  the  Northern  Marianas, 
provided  that  excise  taxes  on  goods  imported  into  the  Northern 
Marianas  will  be  consistent  with  the  international  obligations  of  the 
United  States. 

Section  60S. — This  section  provides  that  the  Government  of  the 
Northern  Marianas  cannot  impose  customs  duties  on  the  property  of 
the  United  States,  and  that  it  cannot  impose  any  taxes  on  the  property 
or  activities  of  the  United  States  except  to  the  e^ent  that  a  state 
could  impose  such  taxes  on  such  activities  and  propertv.  This  section 
also  provides  that  the  Soldiers  and  Sailors  Civil  Relief  Act,  as 
amended,  will  apply  to  the  Northern  Marianas  as  it  applies  to  Guam. 

Section  606. — Section  606  deals  with  the  application  of  the  United 
States  Social  Security  System  to  the  Northern  Marianas. 

Subsection  (a)  provides  that  not  later  than  the  time  the  Covenant 
is  approved,  that  portion  of  the  Trust  Territory  Social  Security  Re- 
tirement Fund  attributable  to  the  Northern  Marianas  will  be  trans- 
ferred to  the  United  States  and  held  in  trust  in  a  separate  fund  to 
be  known  as  the  "Northern  Marianas  Social  Security  Retirement 
Fund."  The  United  States  will  administer  the  Marianas  Social  Se- 
curity System  through  the  United  States  Social  Security  Administra- 
tion in  accordance  with  the  laws  of  the  Trust  Territory  in  effect  at  the 
time  of  such  transfer. 

Subsection  (b)  assures  that  the  laws  of  the  United  States  which 
impose  taxes  to  support  or  which  provide  benefits  from  the  United 
States  Social  Security  System  will  become  applicable  to  the  Northern 
Marianas  as  they  are  applicable  to  Guam  upon  termination  of  the 
Trusteeship  Agreement  or  at  such  earlier  time  as  may  be  agreed 
to  by  the  Government  of  the  Northern  Marianas  and  the  Government 
of  the  United  States. 

Subsection  (c)  provides  that  at  the  time  the  United  States  Social 
Security  System  becomes  applicable  in  the  Northern  Marianas,  the 
Northern  Mariana  Islands  Social  Security  Retirement  Fund  will  be 
transferred  into  the  appropriate  trust  fund  of  the  United  States  Social 
Security  System. 

Under  Subsection  (c)  (2),  contributions  to  the  Trust  Territory  So- 
cial Security  Retirement  Fund  or  to  the  Northern  Mariana  Islands 
Social  Security  Retirement  Fund  will  be  considered  to  have  been 
made  to  the  appropriate  United  States  Social  Security  Trust  Fund 
for  the  purposes  of  determining  eligibility  of  persons  in  the  Northern 
Marianas  for  benefits  from  the  federal  trust  funds. 

Subsection  (c)  (3)  assures  that  persons  who  are  elifrible  for  or  en- 
titled to  social  security  benefits  under  the  laws  of  the  Trust  Territory 
or  of  the  Northern  Marianas  at  the  time  that  the  federal  social  security 
laws  become  applicable,  will  not  lose  their  entitlements. 

Section  607. — Under  Subsection  (a),  all  bonds  or  other  obligations 
issued  by  the  local  government  or  by  its  authority  will  be  exempt,  as 
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to  principal  and  interest,  from  taxation  by  the  United  States,  or  by 
any  state  or  territory  of  the  United  States,  or  by  any  political  subdivi- 
sion of  any  of  them. 

Subsection  (b)  provides  that  during  the  initial  seven-year  period  of 
financial  assistance  under  Section  702  of  the  Covenant,  the  Govern- 
ment of  the  Northern  Marianas  will  authorize  no  public  debt  (other 
than  bonds  or  other  obligations  of  the  government  payable  solely  from 
revenues  derived  from  a  particular  public  improvement  or  undertak- 
ing) in  excess  of  ten  percent  of  the  aggregate  assessed  valuation  of  the 
property  within  the  Northern  Marianas. 

Article  VII — United  States  Financial  Assistance 

Section  70L — The  Government  of  the  United  States  will  assist  the 
Government  of  the  Northern  Marianas  in  its  efforts  to  achieve  a  pro- 
gressively higher  standard  of  living  for  the  people  of  the  Northern 
Marianas  as  a  part  of  the  American  economic  community,  and  to  de- 
velop the  economic  resources  needed  to  meet  the  financial  responsibil- 
ities of  local  self-government. 

Section  7{?^.~Section  702  provides  that  the  approval  of  the  Cove- 
nant will  constitute  on  the  part  of  the  United  States,  a  commitment 
and  pledge  of  its  full  faith  and  credit  for  the  payment  of  the  guaran- 
teed annual  levels  of  direct  grant  assistance  to  the  Government  of  the 
Northern  Marianas  provided  for  in  this  section  for  each  of  the  seven 
fiscal  years  following  the  establishment  of  the  new  local  government. 
In  addition,  the  approval  of  the  Covenant  will  constitute  an  authoriza- 
tion for  the  appropriation  of  such  funds. 

For  each  of  the  seven  years  covered  by  Section  702,  the  following 
amounts  will  be  provided : 

(1)  $8.25  million  for  budgetary  support  for  government  op- 
erations. Of  this  amount  each  year  $250,000  will  be  reserved  for  a 
special  education  training  fund  connected  with  the  change  in  the 
political  status  of  the  Northern  Mariana  Islands. 

(2)  $4  million  for  capital  improvement  subjects.  Of  this 
amount,  $500,000  each  year  will  be  reserved  for  such  projects  on 
Tinian  and  $500,000  each  year  will  be  reserved  for  such  projects 
on  Rota. 

(3)  $1.75  million  for  an  economic  development  loan  fund,  of 
which  $500,000  each  year  will  be  reserved  for  small  loans  to  farm- 
ers and  fishermen  and  to  agricultural  and  marine  cooperatives, 
and  of  which  $250,000  each  year  will  be  reserved  for  a  special 
program  of  low  interest  housing  loans  for  low  income  families. 

Section  703, — Subsection  (a)  provides  that  the  United  States  will 
make  available  to  the  Northern  Mariana  Islands  the  full  range  of  fed- 
eral programs  and  services  available  to  the  territories  of  the  United 
States. 

Subsection  (a)  provides  that  the  funds  that  the  Northern  Marianas 
receives  under  Section  702  will  be  considered  to  be  the  local  revenues 
of  the  Northern  Marianas  Government  when  used  as  the  local  share 
required  to  obtain  federal  programs  and  services. 

Subsection  (b)  provides  that  the  federal  government  will  pay  to 
the  Government  of  the  Northern  Marianas,  to  be  expended  for  the 
benefit  of  the  people  of  the  Northern  Marianas  as  the  local  govern- 
ment determines,  the  proceeds  of  essentially  all  taxes  and  duties  and 
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fees  collected  with  respect  to  the  Northern  Marianas,  other  than  those 
which  relate  to  social  security  benefits. 

Section  7^f— Section  704  deals  with  a  variety  of  important  but 
largely  technical  matters  relating  to  financial  assistance. 

Subsection  (a)  provides  that  funds  which  are  received  by  the  Gov- 
ernment of  the  Northern  Marianas  under  Section  702  during  any 
fiscal  year  will  remain  available  for  obligation  or  expenditure  by  the 
local  government  in  subsequent  fiscal  years  for  the  broad  purposes  for 
which  the  funds  were  appropriated. 

Subsection  (bj  provides  that  approval  of  the  Covenant  by  the 
United  States  will  constitute  an  authorization  for  the  appropriation 
of  a  prorata  share  of  the  funds  provided  by  Section  702  for  that  period 
of  time  between  the  establishment  of  the  new  Government  of  the 
Northern  Marianas  and  the  beginning  of  the  next  succeeding  fiscal 
year. 

Subsection  (c)  provides  that  the  amounts  stated  in  Section  702  will 
be  adjusted  for  each  year  for  changes  in  the  value  of  the  dollar  based 
on  the  percentage  change  in  the  U.S.  Gross  National  Product  Implicit 
Price  Deflator  since  the  beginning  of  fiscal  year  1975.  By  this  lan- 
guage, it  is  intended  that  July  1,  1974,  will  be  the  beginning  date  on 
which  the  adjustment  is  based. 

Subsection  (d)  provides  that  after  the  expiration  of  the  seven-year 
period  of  annual  direct  grant  assistance  provided  by  Section  702,  the 
annual  level  of  payment  m  each  category  listed  in  Section  702  will  con- 
tinue until  Congress  appropriates  a  different  amount  or  otherwise  pro- 
vides by  law. 

Article  VIII — Property 

Section  801. — Section  801  provides  that  all  right,  title  and  interest  of 
the  Government  of  the  Trust  Territory  of  the  Pacific  Islands  to  real 
property  in  the  Northern  Marianas  will  be  transferred  to  the  Govern- 
ment of  the  Northern  Marianas.  The  transfer  will  take  place  no  later 
than  the  time  of  the  termination  of  the  Trusteeship. 

This  section  also  provides  that  all  right,  title  and  interest  of  the 
Government  of  the  Trust  Territory  in  personal  property  on  the  date 
the  Covenant  was  signed  or  thereafter  acquired  by  it,  will,  no  later 
than  the  termination  of  the  Trusteeship,  be  distributed  equitably  in  a 
manner  to  be  determined  by  the  Trust  Territory  Government  after 
consultation  with  those  concerned,  including  the  Government  of  the 
Northern  Marianas. 

Section  802. — This  section  provides  that  the  following  property  will 
be  made  available  to  the  United  States,  to  enable  it  to  carry  out  its  de- 
fense responsibilities,  by  lease  by  the  local  Northern  Mariana  Islands 
Government : 

(1)  On  Tinian,  approximately  17,799  acres  and  the  waters  im- 
mediately adjacent  thereto. 

(2^  On  Saipan,  approximately  177  acres  at  Tanapag  Harbor. 

(3)  Farallon  de  Medinilla  Island,  approximately  206  acres  em- 
compassing  the  entire  island  and  the  waters  immediately  adjacent 
thereto. 

Subsection  (b)  is  an  affirmation  by  the  United  States  that  it  has  no 
present  need  for  or  present  intention  to  acquire  any  greater  interest  in 
the  property  being  leased  to  it  on  Tinian,  at  Tanapag  and  on  Farallon 
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de  Medinilla  than  the  lease  interest  which  is  granted  to  it  under  Section 

803(a). 

Section  803. — Subsection  (a]  provides  that  the  Government  of  the 
Northern  Marianas  will  lease  tne  property  described  in  Section  802(a) 
to  the  Government  of  the  United  States  for  a  term  of  fifty  years,  and 
that  the  Government  of  the  United  States  will  have  the  option  of  re- 
newing this  lease  for  all  or  part  of  such  property  for  an  additional 
term  of  fifty  years,  at  no  additional  cost,  if  it  so  desires  at  the  end  of 
the  fii-st  term. 

Subsection  (b)  provides  that  the  United  States  will  pay  to  the  Gov- 
ernment of  the  Northern  Marianas  in  full  settlement  of  the  lease,  in- 
cluding the  second  fifty-year  period  of  the  lease  if  extended  under  the 
renewal  option,  the  total  sum  of  $19,520,600.  The  total  sum  which  will 
be  paid  by  the  United  States  for  the  leasehold  will  be  adjusted  by  a 
percentage  which  is  the  same  as  the  percentage  change  in  the  U.S.  Gross 
National  Product  Implicit  Price  Deflator  from  the  date  the  Covenant 
was  signed  until  the  sum  is  paid. 

Subsection  (c)  states  that  a  separate  Technical  Agreement  Regard- 
ing Use  of  Land  to  be  leased  to  the  United  States  in  the  Northern 
Mariana  Islands  will  be  executed  simultaneously  with  the  Covenant, 
and  that  the  terms  of  the  lease  to  the  United  States  will  be  in  accor- 
ance  with  the  Technical  Agreement  as  well  as  with  the  Covenant. 

Subsection  (d)  provides  that  from  the  property  to  be  leased  to  it 
under  the  Covenant,  the  United  States  will  lease  back,  in  accordance 
with  the  Technical  Agreement,  for  the  sum  of  $1  per  acre  per  year, 
approximately  6,458  acres  on  Tinian  and  approximately  44  acres  at 
Tanapag  Harbor.  This  land  may  be  used  only  for  purposes  compatible 
with  the  intended  miiltary  use. 

Subsection  (e)  provides  that  the  Government  of  the  United  States 
will  make  available  to  the  Government  of  the  Northern  Marianas,  133 
acres  at  no  cost  at  Tanapag  Harbor.This  property  will  be  set  aside 
as  a  public  park  to  serve  as  a  memorial  to  the  American  and  Marianas 
dead  in  World  War  II.  Two  million  dollars  of  the  total  funds  paid  by 
the  United  States  for  the  lease  will  be  placed  in  a  trust  fund  by  the 
Government  of  the  Northern  Marianas  or  by  the  legal  entity,  and  the 
income  from  the  fund  will  be  used  to  develop  and  maintain  the  park. 

Section  56^-^.— Subsection  (a)  provides  for  the  cancellation,  no  later 
than  the  establishment  of  the  new  local  government,  of  military  reten- 
tion land  and  other  land  use  agreements  by  which  the  Government  of 
the  United  States  benefits  in  the  Northewi  Marianas,  and  provides 
for  the  future  use  of  such  of  this  land  as  is  needed  by  the  Federal 
Government  for  civilian  purposes  on  terms  comparable  to  those  now 
in  effect. 

Subsection  (b)  provides  that  the  facilities  at  Isley  Field  developed 
with  federal  aid  and  all  facilities  there  usable  for  the  landing  and 
take-off  of  aircraft  will  be  available  to  the  United  States  for  use  by 
miiltary  aircraft  in  common  with  other  aircraft  at  all  times  without 
charge.  If  use  by  the  miiltary  is  substantial,  a  reasonable  share,  pro- 
portional to  such  use,  of  the  cost  of  operating  and  maintaining  the  fa- 
cilities may  be  charged  to  the  military. 

Section  805, — This  section  expressly  recognizes  the  importance  of 
the  ownership  of  land  for  the  culture  and  traditions  of  the  people  of 


15 


the  Northern  Mariana  Islands  and  the  desirability  of  protecting  their 
land  against  exploitation.  Under  this  section,  the  Government  of  the 
Northern  Mariana  Islands  must,  for  25  jears  followin^!:  termination 
of  the  Trusteeship,  regulate  the  alienation  of  permanent  and  long- 
term  interests  in  property  so  as  to  restrict  the  acquisition  of  such  in- 
terests to  persons  of  Northern  Mariana  Islands  descent,  including 
both  those  of  Chamorro  and  Carolinian  ancestry.  After  the  expiration 
of  this  25-year  period,  the  Government  of  the  Notrhem  Mariana  Is- 
lands may  reoniJate  the  alienation  of  property  as  described.  The  Gov- 
ernment of  the  Norhern  Marianas  is  spex:ifically  authorized  to  regu- 
late the  extent  to  which  any  one  person  may  hold  or  own  land  which 
is  now  public  land.  Nothing  elsewhere  in  the  Covenant  (except  cer- 
tain provisions  of  Article  VIII  itself)  or  in  the  applicable  portions 
of  the  U.S.  Constitution  or  laws  may  interfere  with  these  provisions. 

Section  806. — This  section  deals  with  the  authority  of  the  United 
States  to  acquire  land  in  the  future  which  it  may  need  for  govern- 
mental purposes. 

Section  806(a)  provides  that  the  United  States  will  continue  to  rec- 
ognize and  respect  the  scarcity  and  special  importance  of  land  in  the 
Northern  Marianas.  If  the  United  States  must  acquire  any  interest 
in  real  property  which  it  does  not  obtain  under  the  Covenant,  the 
United  States  will  follow  the  policy  of  seeking  to  acquire  only  the  mini- 
mum area  necessary  to  accomplish  the  public  purpose  for  which  the 
real  property  is  required ;  of  seeking  only  the  minimum  interest  in  real 
property  necessary  to  support  that  public  purpose,  of  acquiring  title 
only  if  the  public  enterprise  cannot  be  accomplished  with  a  lesser 
interest ;  and  of  seeking  first  to  satisfy  its  requirement  by  acquiring  an 
interest  in  public  rather  than  private  land. 

Subsection  (b)  provides  that  the  United  States  may,  after  written 
notice  to  the  Government  of  the  Northern  Marianas,  acquire  for  public 
purposes  in  accordance  with  federal  laws  and  procedures  any  interest 
in  real  property  in  the  Northern  Marianas  by  purchase,  lease,  ex- 
change, gift  or  otherwise  under  such  terms  and  conditions  as  may  be 
negotiated  by  the  United  States  and  the  owner  of  the  property.  The 
United  States  is  required  by  this  section  in  all  cases  to  attempt  to 
acquire  an  interest  in  real  property  for  public  purposes  by  voluntary 
means  before  exercising  the  power  of  eminent  domain. 

Subsection  (c)  provides  that  in  the  event  it  is  not  possible  for  the 
United  States  to  obtain  an  interest  in  real  property  for  public  pur- 
pose by  voluntary  means,  the  United  States  will  have  and  may  exercise 
within  the  Northern  Marianas  the  power  of  eminent  domain  to  the 
sanie  extent  and  in  the  same  manner  it  has  and  can  exercise  the  power 
in  a  state.  The  power  of  eminent  domain  will  be  exercised  only  to  the 
extent  necessary  and  in  compliance  with  applicable  federal  law,  and 
with  full  recognition  of  the  due  process  required  by  the  United  States 
Constitution. 

Article  IX — Northern  Mariana  IsUmds  Representative  and  Consulta- 
tion 

Section  901. — This  section  provides  that  the  Constitution  or  laws  of 
the  Northern  Marianas  may  provide  for  the  appointment  or  election 
of  a  Resident  Representative  to  the  United  States,  who  will  be  entitled 
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to  receive  official  recognition  as  such  Representative  by  all  of  the  de- 
partments and  agencies  of  the  United  States  Government. 

The  term  of  office  of  the  Resident  Representative  will  be  two  years, 
unless  otherwise  determined  by  local  law.  The  Representative  must  be 
a  citizen  and  a  resident  of  the  Northern  Mariana  Islands,  must  be  at 
least  25  years  of  age,  and,  after  termination  of  the  Trusteeship  Agree- 
ment, must  be  a  citizen  of  the  United  States.  The  manner  in  which 
the  Representative  will  be  selected  is  left  to  the  local  government. 

Section  902, — Section  902  provides  that  the  Government  of  the 
United  States  and  the  Government  of  the  Northern  Marianas  will  con- 
sult regularly  on  all  matters  affecting  the  relationship  between  them. 
At  the  request  of  either  Government,  and  not  less  frequently  than 
once  every  ten  years,  the  President  of  the  United  States  and  the  Gov- 
ernor of  the  Northern  Marianas  will  designate  special  representatives 
to  meet  and  to  consider  in  good  faith  such  issues  affecting  the  relation- 
ship as  may  be  designated  by  either  Government. 

Section  903.— Thh  section  provides  that  nothing  in  the  Covenant 
shall  prevent  the  presentation  of  cases  arising  under  the  Covenant  to 
the  federal  courts.  Section  903  expresses  the  intent  of  the  United 
States  and  the  Northern  Marianas  that  such  cases  be  heard  in  those 
courts,  and  that  the  undertakings  or  promises  by  the  Government  of 
the  United  States  and  by  the  Government  of  the  Northern  Marianas 
provided  for  in  the  Covenant  will  be  enforceable. 

Section  901^,. — Section  904  deals  with  three  aspects  of  international 
relations  which  are  of  particular  concern  to  the  Northern  Marianas. 

Subsection  (a)  provides  that  the  United  States  Government  will 
give  sympathetic  consideration  to  the  advice  of  the  Government  of  the 
Northern  Marianas  on  international  matters  directly  affecting  the 
Northern  Marianas.  It  also  assures  the  Government  of  the  Northern 
Marianas  that  it  will  be  provided  with  opportunities  for  the  effective 
presentation  of  its  views  on  such  matters  to  no  less  an  extent  than  such 
opportunities  are  provided  to  any  other  territory  or  possession  under 
comparable  circumstances. 

Subsection  (b)  provides  that  the  United  States  will  assist  and 
facilitate  the  establishment  by  the  Northern  Marianas  of  offices  in  the 
United  States  and  in  foreign  countries  to  promote  local  tourist  and 
other  economic  and  cultural  interests  of  the  Northern  Marianas. 

Subsection  (c)  provides  that  the  Northern  Marianas  may,  upon  its 
request,  participate  in  regional  or  other  international  organizations 
concerned  with  social,  economic,  educational,  scientific,  technical  and 
cultural  matters  when  similar  participation  is  authorized  other  United 
States  territories  or  possessions  under  comparable  circumstances. 

Article  X — Approvals,  Effective  Datefi.  and  Dcpnitiom 

Section  1001. — This  section  deals  with  the  method  by  which  the 
Covenant  will  be  approved. 

Subsection  (a)  provides  for  approval  on  behalf  of  the  Northern 
Marianas.  As  requested  by  this  subsection,  the  Covenant  has  been  sub- 
mitted to  the  Mariana  Islands  District  Legislature,  which  has  ap- 
proved it  for  submission  to  the  people  of  the  Northern  Marianas  in  a 
plebiscite.  The  next  step  was  the  plebiscite.  Only  persons  who  were 
domiciled  exclusively  in  the  Northern  Marianas  and  who  met  other 
requirements  promulgated  by  the  United  States  as  administering  au- 
thority were  eligible  to  vote  in  the  plebiscite,  (The  Covenant  was  ap-  f 
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proved  unanimously  by  the  Mariana  Islands  District  Legislature,  and 
with  95%  of  the  registered  voters  participating,  78.8%  voted  in  favor 
of  the  Covenant.) 

Subsection  (b)  provides  that  the  Covenant  will  be  approved  by  the 
United  States  in  accordance  with  its  constitutional  processes.  This 
process  will  include  approval  by  the  Congress,  and  signature  of  the 
approved  document  by  the  President.  The  Covenant  will  thereupon 
become  part  of  the  law  of  the  United  States. 

Section  1002. — This  section  provides  that  the  President  of  the  United 
States  will  issue  a  proclamation  announcing  the  termination  of  the 
Trusteeship  Agreement  and  the  establishment  of  the  Commonwealth. 
Any  such  determination  by  the  President  that  the  Trusteeship  has 
been  or  will  be  terminated  will  not  be  reviewable  by  any  authority, 
judicial  or  otherwise,  of  the  Trust  Territory,  of  the  Northern  Mari- 
anas, or  of  the  United  States.  The  United  States  hopes  to  be  able  to 
terminate  the  Trusteeship  by  1981. 

Section  1003. — Section  1003  deals  with  the  effective  dates  of  various 
provisions  of  the  Covenant. 

Subsection  (a)  provides  that  the  following  provisions  of  the  Cove- 
nant will  be  effective  immediately  upon  approval  by  both  sides : 

(1)  the  requirements  for  mutual  consent ; 

(2)  drafting  and  approving  the  Constitution  of  the  Northern 
Marianas ; 

(3^  the  inapplicability  of  certain  federal  laws; 

^4)  the  establishment  of  the  Commission  on  Federal  Laws; 

(5)  the  trust  arrangements  relating  to  the  Northern  Mariana 
Islands  Social  Securitv  System ; 

(6)  the  requirement  that  land  held  by  the  Trust  Territory 
Government  will  be  transferred  to  the  Northern  Marianas 
Government ; 

(7)  the  enforceability  of  undertakings  by  both  the  United  States 
and  the  local  government ;  and 

(8)  the  provisions  for  establishing  the  effective  dates  of  the 
provisions  of  the  Covenant  will  become  effective  upon  approval  of 
the  Covenant. 

Under  Subsection  (b),  all  the  remaining  important  portions  of  the 
Covenant,  other  than  those  which  relate  to  United  States  sovereignty 
and  United  States  citizenship  and  nationality,  will  become  effective  on 
a  date  which  will  be  within  six  months  after  both  the  Covenant  and 
the  Constitution  of  the  Northern  Marianas  have  been  approved  by 
both  the  United  States  and  the  Northern  Mariana  Islands.  These  in- 
clude provisions  relating  to : 

(1)  the  relations  between  the  United  States  and  the  Northern 
Mariana  Islands 

(2 J  extension  of  federal  laws 

^3)  establishing  the  federal  court 

(4)  the  specific  application  of  provisions  of  the  United  States 
Constitution 

^5^  revenue  and  taxation  provisions 

(6)  all  of  Article  VII  dealing  with  financial  assistance 

(7)  most  of  Article  VIII  dealing  with  land  and 

(8)  the  provisions  in  Article  IX  ^aranteeing  to  the  Northern 
Marianas  a  Resident  Representative  in  Washington  and  the  right 
•of  periodic  consultation, 
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Subsection  (c)  provides  that  the  remaining  provisions  of  the  Cov- 
enant will  become  effective  upSn  termination  of  (he  Trusteeship 
Agreement.  These  are : 

(1)  Section  101,  which  creates  the  Commonwealth  in  political 
imion  with  and  under  the  sovereignty  of  the  United  States 

(2)  Section  104,  which  grants  the  United  States  authority  with 
respect  to  foreign  a^airs  and  defense  (the  United  States  will  con- 
tinue to  have  this  authority  under  the  Trusteeship  Agreement 
until  its  termination) 

(3)  Sections  301-03,  which  deal  with  United  States  citizenship 
and  nationality 

(4)  Section  506,  which  is  desired  to  handle  certain  problems 
which  may  arise  because  the  immigration  and  naturalization  laws 
of  the  United  States  will  not  be  applicable  to  the  Northern  Mari- 
anas 

(5)  Section  806,  which  deals  with  the  authority  of  the  United 
States  to  acquire  property  in  the  Northern  Marianas  and 

(6)  Section  904,  which  deals  with  Marianas  participation  in 
certain  international  affairs 

Section  1001^. — This  section  deals  with  certain  matters  prior  to  the 
termination  of  the  Trusteeship  and  the  establishment  of  the  Common- 
wealth. 

Subsection  (a)  provides  that  the  application  of  any  provision  of 
the  Constitution  or  laws  of  the  United  States  which  would  otherwise 
apply  to  the  Northern  Marianas  may  be  suspended  until  termination 
of  the  Trusteeship  Agreement  if  the  President  finds  and  declares  that 
the  application  of  such  provision  prior  to  termination  would  be  incon- 
sistent with  the  Trusteeship  Agreement. 

Subsection  (b)  provides  that  the  Constitution  of  the  Northern  Mari- 
anas will  come  into  effect  on  a  day  chosen  by  the  President  of  the 
United  States  which  is  within  180  days  after  both  the  Covenant  and 
the  local  Constitution  have  been  approved  by  both  sides.  Subsection 
(b)  also  gives  the  President  of  the  United  States  the  authority  to 
delay  the  effectiveness  of  any  provision  of  the  local  Constitution  prior 
to  the  termination  of  the  Trusteeship  if  he  finds  that  implementation 
of  such  provision  would  be  inconsistent  with  the  Trusteeship  Agree- 
ment. 

Section  1005. — This  section  defines  certain  important  terms  used  in 
the  Covenant. 

Subsection  (a)  defines  "Trusteeship  Agreement". 

Subsection  (b)  defines  the  "Northern  Mariana  Islands"  in  geo- 
graphic terms. 

Subsection  (c)  defines  the  term  "Government  of  the  Northern  Mari- 
ana Islands"  to  include,  as  appropriate  in  the  context,  the  Government 
of  the  Mariana  Islands  District  at  the  time  the  Covenant  is  signed  and 
its  successors,  including  the  Government  of  the  Commonwealth  of  the 
Northern  Mariana  Islands. 

Subsection  (d)  defines  *he  term  "Territory  or  possession"  with  re- 
spect to  the  United  States  to  include  the  District  of  Columbia,  the 
Commonwealth  of  Puerto  Rico,  the  Virgin  Islands,  Guam  and  Amer- 
ican Samoa. 

Subsection  (e)  defines  the  term  "Domicile"  to  mean  that  place  where 
a  person  maintains  a  residence  with  the  intention  of  continuing  such 
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residence  for  an  unlimited  or  indefinite  period,  and  to  which  such  per- 
son has  the  intention  of  returning  whenever  he  is  absent,  even  for  an 
extended  period.  This  is  the  standard  legal  definition  of  "domicile". 

SECTION  2 

This  section  authorizes  the  appropriation  of  such  sums  as  may  be 
necessary  to  make  full  payment  of  Title  II  awards  by  the  Micronesian 
Claims  Commission  under  the  provisions  of  the  Micronesian  Claims 
Act  of  1971. 

SECTION  3 

This  section  authorizes  the  President  to  extend  to  the  territories 
federal  programs  providing  grant,  loan  and  loan  guarantee  programs 
or  other  assistance  to  the  States,  unless  such  extension  is  inconsistent 
with  the  purposes  of  the  Act  under  which  such  assistance  is  provided, 
or  unless  such  extension  is  disapproved  by  either  House  of  Congress  in 
the  manner  provided  for  by  Section  3. 

Cost  and  Budget  Act  Compliance 

Section  1  of  this  legislation  authorizes  an  annual  appropriation 
of  $14,000,000  per  year  for  seven  years,  and  a  one-time  appropriation 
of  $19,520,600  in  payment  of  a  land  lease. 

Section  2  authorizes  such  additional  sums  as  may  be  necessary 
to  make  full  payment  of  Title  II  awards  by  the  Micronesian  Claims 
Commission  unaer  the  provisions  of  the  Micronesian  Claims  Act  of 
1971. 

Section  3  makes  no  authorization  of  appropriations.  It  authorizes 
the  possible  extension  of  certain  Federal  programs  to  the  territories. 
Any  resulting  increase  in  authorizations  would  be  provided  for  in 
the  regular  authorization  legislation  for  each  of  the  programs. 

Oversight  Statement 

Pursuant  to  Rule  X,  clause  2(b)  (1),  the  Subcommittee  on  Terri- 
torial and  Insular  Affairs  continues  to  exercise  oversight  responsibil- 
ities in  connection  with  territorial  legislation.  No  recommendations 
were  submitted  to  the  Committee  pursuant  to  Rule  X,  clause  2(b)  (2). 

CoMMPiTEE  Recommendation 

The  bill,  H.J.  Res.  549,  having  been  passed  out  of  the  Subcommittee 
on  Territorial  and  Insular  Affairs  without  a  dissenting  vote,  was  ap- 
proved by  the  Committee  on  Interior  and  Insular  Affairs,  in  open 
mark-up  session  on  July  15, 1975,  by  a  vote  of  30  to  0. 

Executive  Communications 

The  Executive  Communication  from  the  President,  #1293  dated 
July  1,  1975  and  a  communication  from  the  Department  of  the  In- 
terior dated  July  11,  1975,  relevant  to  H.J.  Res.  549,  as  ordered  re- 
ported, are  set  forth  below : 
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The  White  House, 
Washington,  July  1, 1975, 

The  Speaker. 

The  House  of  Representatives, 
Washington,  D.C. 

Di: AR  Mr.  Speaker  :  I  am  transmitting  herewith  a  proposed  Joint 
Resolution  whicli  would  provide  Congressional  approval  of  the  "Cov- 
enant to  Establish  A  Commonwealth  of  the  Northern  Mariana  Is- 
lands in  Political  Union  with  the  United  States  of  America.'- 

On  June  17,  1975,  the  people  of  the  Northern  Mariana  Islands  of 
the  Trust  Territory  of  the  Pacific  Islands  overwhelmingly  a] )proved 
the  Covenant  in  a  United  Nations-observed  plebiscite.  This  historic 
act  of  self-determination  was  the  capstone  of  more  than  twenty  years 
of  continuous  effort  on  the  part  of  the  people  of  the  Marianas  District 
to  enter  into  close  union  with  the  United  States.  This  action  has  now 
cleared  the  way  for  the  submission  of  the  Covenant  to  the  Congress  of 
the  United  States  for  its  formal  consideration. 

The  passage  by  the  Congress  of  the  Joint  Resolution  approving  the 
Noi-thern  Mariana  Islands  Commonwealth  Covenant  will  set  into 
motion  a  series  of  progressive  steps  which  will  result  in:  the  adminis- 
trative sepaiation  of  the  Northern  Mariana  Islands  from  the  Govern- 
ment of  the  Trust  Territory  of  the  Pacific  Islands;  the  adoption  of 
a  locally-drafted  and  popularly-approved  Constitution  for  the  North- 
ern Mariana  Islands;  and  finally,  following  the  termination  of  the 
Trusteeship  Agreement  for  all  of  the  Trust  Territory  of  the  Pacific 
Islands,  the  conferral  of  Commonwealth  status  on  the  Northern  ^lari- 
ana  Islands  as  a  territory  of  the  United  States  as  provided  for  by  the 
Covenant. 

The  Covenant  Agreement  I  am  presenting  to  the  Congress  today 
was  signed  on  February  15,  1975,  by  the  Marianas  Political  Status 
Commission  for  the  Northern  Mariana  Islands  and  by  Ambassador  F. 
Haydn  Williams  for  the  United  States.  It  is  the  result  of  moie  than 
two  years  of  negotiations  between  the  United  States  and  a  broadly 
repiesentative  delegation  from  the  Northern  Mariana  Islands.  Prior 
to  and  during  the  talks,  the  people  of  the  Northern  Mariana  Islands 
actively  participated  in  open  discussions  of  the  various  aspects  of  the 
proposed  relationship.  Likewise,  the  Executive  Branch  consulted  fre- 
ouently  with  members  of  the  U.S.  Congress  regarding  the  progi^pss  of 
thp  negotiations  and  actively  sought  the  advice  and  guidance  of  the 
Congi'ess,  much  of  which  is  reflected  in  the  final  provisions  of  the 
Covenant. 

Following  the  signing,  the  Covenant  was  submitted  to  the  Maria}ias 
'^i«*^Tiot  Ijogislature  for  its  review  and  approval.  On  Febmary  20, 
1975,  the  elected  representatives  of  the  people  of  the  Northern  ^Mariana 
Islands  through  the  District  Legislature  unanimously  anproved  the 
Covenant  and  requested  the  United  States  to  arrange  for  an  ^avTv 
Plebiscite.  Tlie  Plebiscite  was  carried  out  in  accordance  with  an  Order 
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jssued  by  the  Secretaiy  of  tlie  Interior  on  April  10,  1975.  It  was  con- 
ducted under  the  supervision  of  my  personal  representative,  Mr.  Er- 
w'ln  D.  Canliam,  whom  I  appointed  to  serve  as  Plebiscite  Commis- 
sioner. On  June  22,  1976,  Commissioner  Canham  certified  that  78.8 
percent  of  the  people  in  the  Marianas  who  voted  had  approved  the 
Covenant. 

The  next  step  in  the  approval  process  is  action  by  the  U.S.  Congress. 
The  enclosed  Joint  Resolution,  when  approved,  will  provide  the  au- 
thority to  begin  the  gradual  and  progressive  implementation  of  the 
terms  of  the  Covenant.  This  process  hopeful  1}^  will  have  been  com- 
pleted by  1981  when  Ave  expect  the  Trusteeship  over  all  of  the  Trust 
Territory  of  the  Pacific  Islands  will  have  been  terminated  following 
a  similar  act  of  self-determination  by  the  other  districts  of  the  TTPl! 

All  of  the  provisions  of  the  Covenant  are  the  product  of  detailed 
negotiations  extending  over  a  two  year  period.  I  want  to  call  j^our 
attention  particularly  to  the  financial  assistance  provisions  in  light 
of  the  new  procedures  established  by  the  Congressional  Budget  Act. 

Article  VII  of  the  resolution  specifically  constitutes  a  commitment 
and  pledge  of  the  full  faith  and  credit  of  the  United  States  for  the 
payment,  as  well  as  for  the  appropriation,  of  guaranteed  levels  of 
direct  grant  assistance  totalling  $14,000,000  per  year,  in  1975  constant 
dollars,  to  the  Government  of  the  Northern  ^lariana  Islands  for  each 
of  the  first  seven  full  fiscal  years  after  approval  by  the  Federal  Gov- 
ernment of  the  locally  adopted  Constitution.  The  same  amount  would 
be  paid  in  future  years  unless  changed  by  the  Congress.  A  pro  rata 
share  of  the  $14,000,000  is  authorired  to  be  appropriated  for  the  first 
partial  fiscal  year  after  the  Constitution  has  been  approved. 

Article  VIII  of  the  resolution  authorizes  the  appropriation  of 
$19,520,600  to  be  paid  to  the  Government  of  the  Northern  Mariana 
Islands  for  the  50  year  lease,  with  the  option  of  renewing  the  lease 
for  anotlier  50  years  at  no  cost,  of  approximately  J.8,182  acres  of  lands 
and  waters  immediately  adjacent  thereto. 

In  addition  to  these  specific  authorizations  for  appropriations, 
Article  VII  authorizes  the  Government  of  the  Northern  Mariana  Is- 
lands to  receive  the  full  range  of  Federal  programs  and  services  avail- 
able to  the  territories  of  the  United  States,  as  well  as  the  proceeds  of 
numerous  Federal  taxes,  duties  and  fees — the  same  treatment  as  is 
presently  afforded  to  the  Territory  of  Guam. 

I  urge  the  Senate  and  the  House  to  take  early,  positive  action  to 
approve  the  Northern  Mariana  Islands  Commonwealth  Covenant 
w^hich  will  thereupon  become  law  in  accordance  with  its  provisions. 
Favorable  consideration  by  the  Congress  will  represent  one  more  im- 
portant step  in  the  fulfillment  of  the  obligations  wliich  the  United 
States  undertook  when  the  Congress  appi  oved  by  joint  l  esolution  the 
Trusteeship  Agreement  on  July  18,  1947.  Congressional  approval  of 
the  freely  expressed  wish  of  the  people  of  the  Northern  ^lariana  Is- 
lands will  enable  them  to  move  toward  their  long  sought  goal  of  self- 
government  in  political  union  with  the  United  States.  The  final 
realization  of  this  desired  coal  will  be  an  historic  event  for  the  people 
of  tlie  Northern  Mariana  Islands  and  for  the  United  States— an  event 
to  which  I  look  forward  with  great  pleasure. 
Sincerely, 

Gkrald  R.  Ford. 
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JOINT  RESOLUTION  APPROVING  THE  "COVENANT  TO 
ESTABLISH  A  COMMONWEALTH  OF  THE  NORTHERN 
MARIANA  ISLANDS  IN  POLITICAL  UNION  WITH  THE 
UNITED  STATES  OF  AMERICA" 

"WHiereas,  the  United  States  is  the  Administering  Authority  of  tlie 
Trust  Territory  of  the  Pacific  Islands  under  the  terms  of  the  Trustee- 
ship Agreement  for  the  former  Japanese  mandated  islands  between 
the  Security  Council  of  the  L^nited  Xations  and  the  United  States 
which  was  approved  by  tlie  Security  Council  on  April  2,  1947.  and 
approved  by  the  United  States  on  July  18,  1947;  and 

Whereas,  tlie  United  States,  in  accordance  with  the  Trusteesliip 
Agreement  and  the  Charter  of  the  United  Nations,  has  assumed  the 
obligation  to  promote  the  development  of  the  peoples  of  the  Trust  Tw- 
ritorv  toward  self-government  or  independence  as  may  be  appro- 
priate to  the  particular  circumstances  of  the  Trust  Territory  and  its 
peoples  and  the  freely  expressed  wishes  of  the  peoples  concerned:  and 

Whereas  the  United  States,  in  response  to  the  desires  of  the  people 
of  the  Xorthei  n  Mariana  Islands  clearly  expressed  over  the  past  twenty 
years  through  public  petition  and  referendum,  and  in  response  to  its 
own  obligations  under  the  Trusteeship  Agreement  to  promote  self- 
determination,  entered  into  political  status  negotiations  with  repre- 
sentatives of  tlie  people  of  the  Northern  Mariana  Islands:  and 

Whei-eas,  on  February  15,  1975,  a  "Covenant  to  Establish  A  Com- 
mon\yealth  of  the  Northern  Mariana  Islands  in  Political  Union  with 
the  Ignited  States  of  America"  was  signed  by  the  Marianas  Political 
Status  Commission  for  the  people  of  the  Northern  Mariana  Islands 
and  by  the  President's  Personal '  Representative,  Ambassadoi-  F. 
Haydn  Williams,  for  the  United  States  of  America,  following  wliirh 
the  Covenant  was  approved  by  the  Mariana  Islands  District"  Legis- 
lature on  February  20,  1975,  and  by  the  people  of  the  N  oi'thern  Mari- 
ana Islands  in  a  plebiscite  held  on  June  17,  1975  :  Now  be  it 

Resolred  ly  the  Senate  and  House  of  Rejyi^esentafices^  of  the  TJrutcd 
States  of  America  in  Congress  assemUed,  That  the  Covenant  to  Es- 
tablish A  Commonwealth  of  the  Northern  Mariana  Islands  in  Politi- 
cal Lnion  with  the  L'nited  States  of  America  is  approved  as  follows: 

(3) 
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sJOVENANT  TO  ESTABLISH  A  COMMONWEALTH  OF  THE 
NORTHERN  MARIANA  ISLANDS  IN  POLITICAL  UNION 
WITH  THE  UNITED  STATES  OF  AMERICA 

"Whereas,  the  Charter  of  the  United  Nations  and  the  Trusteeship 
Agreement  between  the  Security  Council  of  the  United  Nations  and 
the  United  States  of  America  guarantee  to  the  people  of  the  Northern 
Mariana  Islands  the  right  freely  to  express  their  wishes  for  self-gov- 
ernment or  independence ;  and 

Wiiereas,  the  United  States  supports  the  desire  of  the  people  of  the 
Northern  ^lariana  Islands  to  exercise  their  inalienable  right  of  self- 
■determination ;  and 

AMiereas,  the  people  of  the  Northern  Mariana  Islands  and  the  peo- 
ple of  the  United  States  share  the  goals  and  values  found  in  the  Ameri- 
<iiin  system  of  government  based  upon  the  principles  of  government  by 
the  consent  of  the  governed,  individual  freedom  and  democracy;  and 

AVhereas,  for  over  twent}-  years,  the  people  of  the  Northern  Mariana 
Islands,  through  public  petition  and  referendum,  have  clearly  ex- 
pressed their  desire  for  political  union  with  the  United  States; 

Now,  therefore,  the  Marianas  Political  Status  Commission,  being  the 
duly  appointed  representative  of  the  pv'ople  of  the  Northern  Maiiana 
Islands,  and  the  Personal  Representative  of  the  President  of  the 
United  States  have  entered  into  this  Covenant  in  order  to  establish  a 
self-governing  commonwealth  for  the  Northern  Mariana  Islands 
within  the  American  political  systei^i  and  to  define  the  future  relation- 
ship between  the  Northern  Mariana  Islands  and  the  United  States. 
This  Covenant  will  be  mutually  binding  when  it  is  approved  by  the 
United  States,  by  the  Mariana  Islands  District  Legislature  and  by  the 
people  of  the  Northern  Mariana  Islands  in  a  plebiscite,  constituting  on 
their  part  a  sovereign  act  of  self-determination. 

Article  I. — Political  Rklatioxsiiip 

SECTION  101 

The  Northern  Mariana  Islands  upon  termination  of  the  Trusteeship 
Agreement  will  become  a  self-governing  commonwealth  to  be  known  as 
the  "Commonwealth  of  the  Northern  Mariana  Islands",  in  political 
union  with  and  under  the  sovereignty  of  the  United  States  of  America. 

SECTION  102 

The  relations  between  the  Northern  Mariana  Islands  and  the  United 
States  will  be  governed  by  this  Covenant  whicli,  together  with  those 
provisions  of  the  Constitution,  treaties  and  laws  of  the  United  States 
applicable  to  the  Northern  ]\lariana  Islands,  will  be  the  supreme  law  of 
the  Northern  Mariana  Islands. 

(5) 
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SECTION  103 

The  people  of  the  Northern  Mariana  Islands  will  have  the  right  of 
local  self-government  and  will  govern  themselves  with  respect  to  in- 
ternal affairs  in  accordance  with  a  Constitution  of  their  own  adoption. 

SECTION  104 

The  United  States  will  have  complete  responsibility  for  and  author- 
ity with  respect  to  matters  relating  to  foreign  affairs  and  defense 
atfecting  the  Northern  Mariana  Islands. 

SECTION  105 

The  United  States  may  enact  legislation  in  accordance  with  its  con- 
stitutional processes  which  will  be  applicable  to  the  Northern  Mai  iana 
Islands,  but  if  such  legislation  cannot  also  be  made  applic^ible  to  the 
several  States  the  Northern  Mariana  Islands  must  be  specifically 
named  therein  for  it  to  become  effective  in  the  Northern  Mariana  Is- 
lands. In  order  to  i-espect  the  right  of  self-government  guaranteed 
by  this  Covenant  the  United  States  agrees  to  limit  the  exercise  of  that 
authority  so  that  the  fundamental  provisions  of  this  Covenant,  namely 
Articles  I,  II  and  III  and  Sections  501  and  805,  may  be  modified 
only  with  the  consent  of  the  Government  of  the  United  States  and 
the  Government  of  the  Northern  Mariana  Islands. 

Article  II. — Constitution  oi*^  the  Northern  Mariana  Islands 

SECTION  201 

The  people  of  the  Northern  Mariana  Islands  will  formulate  and 
approve  a  Constitution  and  may  amend  their  Constitution  pursuant 
to  the  procedures  provided  therein. 

SECTION  202 

The  Constitution  will  be  submitted  to  the  Government  of  the 
Ignited  States  for  approval  on  the  basis  of  its  consistency  with  this 
Covenant  and  those  provisions  of  the  Constitution,  treaties  and  laws 
of  the  United  States  to  be  applicable  to  the  Northern  Mariana  Is- 
lands. The  Constitution  will  be  deemed  to  have  been  approved  six 
months  after  its  submission  to  the  President  on  behalf  of  the  Govern- 
ment of  the  United  States  unless  earlier  approved  or  disapproved. 
Jf  disapproved  the  Constitution  will  be  returned  and  will  be  lesub- 
initted  m  accordance  with  this  Section.  Amendments  to  the  Constitu- 
tion may  be  made  by  the  people  of  the  Northern  Mariana  Islands 
without  approval  by *^  the  Government  of  the  United  States,  but  the 
courts  established  by  the  Constitution  or  laws  of  the  United  States 
will  be  competent  to  determine  whether  the  Constitution  and  sub- 
sequent amendments  tliereto  are  consistent  with  this  Covenant  and 
with  those  provisions  of  the  Constitution,  treaties  and  laws  of  the 
United  States  applicable  to  the  Noi-thern  Mariana  Islands. 
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SECTION    2  03 

(a)  The  Constitution  will  provide  for  a  repnblioan  form  of  orovern- 
mcnt  with  separate  executive,  lejrislative  and  judicial  branchoF.  and 
will  contain  a  bill  of  rights. 

(b)  The  executive  povrer  of  the  Nortliern  Mariana  Islnndp  will  be 
vested  in  a  popularl}^  elected  Governor  and  siicli  other  officials  as  the 
Constitution  or  laws  of  the  Northern  Mariana  Islands  may  provide. 

(c)  The  legislative  power  of  the  Northern  Mariana  Islands  will  be 
vested  in  a  popularly  elected  le<^islatiire  and  will  extend  to  all  ri<:^htfiil 
subjects  of  legislation.  The  Constitution  of  the  Northern  Maiiana 
Islands  vvill  provide  for  equal  representation  for  each  of  the  chartered 
municipalities  of  the  Northern  Mariana  Islands  in  one  house  of  a  bi- 
cameral legislature,  notwithstanding  other  provisions  of  this  Covenant 
or  those  provisions  of  the  Constitution  or  laws  of  the  United  States 
applicable  to  the  Northern  Mariana  Islajids. 

(d)  The  judicial  power  of  the  Northern  Mariana  Islands  will  be 
vested  in  such  courts  as  the  Constitution  or  laws  of  the  Northern 
Mariana  Islands  may  provide.  The  Constitution  or  lavs  of  the 
Northern  Mariana  Islands  may  vest  in  such  courts  jurisdiction  over  all 
causes  in  the  Northern  Mariana  Islands  over  which  any  court  estab- 
lished by  the  Constitution  or  laws  of  the  United  States  does  not  liave 
exclusive  jurisdiction. 

SECTION  204 

All  members  of  the  legislature  of  the  Northern  Mariana  Islands  and 
all  officers  and  employees  of  the  Government  of  the  Northern  Mariana 
Islands  will  take  an  oath  or  affirmation  to  support  this  Covenant,  those 
provisions  of  the  Constitution,  treaties  and  laws  of  the  United  States 
applicable  to  the  Northern  Mariana  Islands,  and  the  Constitution  and 
laws  of  the  Northern  Mariana  Islands. 

Article  III. — Citizenship  and  Nationality 

SECTION  301 

The  following  persons  and  their  children  under  the  age  of  18  years 
on  the  effective  date  of  this  Section,  who  are  not  citizens  or  nationals 
of  the  United  States  under  any  other  provision  of  law,  and  who  on 
that  date  do  not  owe  allegiance  to  an}^  foreign  state,  are  declared  to 
be  citizens  of  the  United  States,  except  as  otherwise  provided  in  Sec- 
tion 302 : 

(a)  all  persons  born  in  the  Northern  Mariana  Islands  who  are  cit- 
izens of  the  Trust  Territorj^  of  the  Pacific  Islands  on  the  day  pre- 
ceding the  effective  date  of  this  Section,  and  who  on  that  date  are 
domiciled  in  the  Northern  Mariana  Islands  or  in  the  United  States 
or  any  territory  or  possession  thereof ; 

(b)  all  persons  who  are  citizens  of  the  Trust  Territory  of  the  Pacific 
Islands  on  the  day  preceding  the  effective  date  of  this  section,  who 
have  been  domiciled  continuously  in  the  Northern  Mariana  Islands 
for  at  least  five  years  immediatel}-  prior  to  that  date,  and  who,  unless 
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under  a<>v,  re^ristoi  cd  to  vote  in  elections  for  tlie  Mariana  Islands  Dis- 
trict Le<rjslatnro  or  for  any  municipal  election  in  the  Northern  Ma- 
rinna  Islands  ])T  )gi'  to  Jt^nujvrV  1.  lOTo ;  and 

(c)  all  persons  domiciled  in  the  Northern  Mariana  Islands  on  the 
day  precedino;  tlie  elective  date  of  this  Section,  who,  althou^^h  not 
citizens  of  the  Trust  Terriiory  of  the  Pacific  Islands,  on  that  date 
have  been  dojniciled  continuously  in  the  Northern  Mariana  Islands 
beginnin^^^  prior  to  January  1, 1974. 

SECTION  302 

Any  pei-son  who  l)ecomes  a  citizen  of  the  United  States  solely  by 
virtue  of  the  provisions  of  Section  may  within  six  months  after 
the  efiective  date  of  that  Section  or  within  six  months  after  reaching 
the  age  of  18  years,  whichever  date  is  the  later,  become  a  national  but 
not  a  citizen  of  the  United  States  by  making  a  declaration  under  oath 
before  any  court  established  by  the  Constitution  or  laws  of  the  United 
States  or  any  court  of  record  in  the  Commonwealth  in  the  form  as 
follows: 

I  being  duly  sworn,  hereby  declare  my  intention  to 

be  a  national  but  not  a  citizen  of  the  United  States. 

SECTION  303 

All  persons  born  in  the  Commonwealth  on  or  after  the  effective  date 
of  this  Section  and  subject  to  the  jurisdiction  of  the  United  States  will 
l)e  citizens  of  the  United  States  at  birth. 

SECTION  304 

Citizens  of  the  Northern  Mariana  Islands  will  be  entitled  to  all 
■privileges  and  imriiunities  of  citizens  in  the.  several  States  of  the 
United  States. 

Article  IV.— Judicial  Authority 

SECTION  401 

The  United  States  will  establish  for  and  within  the  Northern  Ma- 
riana Islands  a  court  of  record  to  be  known  as  the  ''District  Court 
for  the  Northern  ]\Iariana  Islands'',  The  Northern  ^lariana  Islands 
will  constitute  a  pB,rt  of  the  same  judicial  circuit  of  the  United  States 
as  Guam. 

SECTION  402 

(a)  The  District  Court  for  the  Northern  Mariana  Islands  will  have 
the  jurisdiction  of  a  district  court  of  the  United  States,  except  that  in 
all  causes  arising  under  the  Constitution,  treaties  or  laws  of  the 
United  States  it  will  have  jurisdiction  regardless  of  the  sum  or  value 
of  the  matter  in  controversy. 

(b)  The  District  Court  will  have  original  jurisdiction  in  all  causes  in 
the  Northern  Mariana  Islands  not  described  in  Subsection  (a)  jurisdic- 
tion over  which  is  not  vested  by  the  Constitution  or  laws  of  the  North- 
ern Mariana  Islands  in  a  court  or  courts  of  the  Northern  Mariana  Is- 
lands. In  causes  brought  in  the  District  Court  solely  on  the  basis  of  this 
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Subsection,  the  District  Court  will  be  considered  a  couit  of  the  Nortli- 
em  Mariana  Islands  for  the  purposes  of  determining  the  requirements 
of  indictment  by  grand  jury  or  trial  by  jury. 

(c)  Tlie  District  Court  will  have  such  appellate  jurisdiction  as  the 
Constitution  or  laws  of  the  Northern  Mariana  Islands  may  provdde. 
When  it  sits  as  tin  appellate  court,  the  District  Couri  will  consist  of 
three  judges,  at  least  one  of  whom  will  be  a  judge  of  a  court  of  record 
of  the  Northern  Mariana  Islands. 

SECTION   40  3 

(a)  The  relations  between  the  courts  established  by  the  Constitution 
or  laws  of  the  United  States  and  the  courts  of  the  Northern  Mariana 
Islands  with  respect  to  appeals,  certiorari,  removal  of  causes,  the  is- 
5;uance  of  writs  of  habeas  corpus  and  other  matters  or  proceedings  will 
be  governed  b}'  the  laws  of  the  United  States  pertaining  to  the  rela- 
tions between  the  courts  of  the  United  States  and  the  courts  of  the  sev- 
eral States  in  such  matters  and  proceedings,  except  as  otherwise  pro- 
vided in  this  Article ;  provided  that  for  the  first  fifteen  yeai-s  following 
the  establishment  of  an  appellate  court  of  the  Northern  Mariana  Is- 
lands tlie  United  States  Court  of  Appeals  for  the  judicial  circuit  which 
includes  the  Northern  Mariana  Islands  will  haA'e  jurisdiction  of  ap- 
peals from  all  final  decisions  of  the  highest  court  of  the  Northern  Mari- 
ana Islands  from  which  a  decision  could  be  had  in  all  cases  involving 
the  Constitution,  treaties  or  laws  of  the  United  States,  or  any  authority 
exercised  thereunder,  unless  those  cases  are  reviewable  in  the  District 
Court  for  the  Northern  Mariana  Islands  pursuant  to  Subsection  402  (c) . 

(b)  Those  portions  of  Title  28  of  .the  United  States  Code  which  ap- 
ply to  Guam  or  the  District  Court  of  Guam  will  be  applicable  to  the 
Northern  iNIariaiia  Islands  or  the  District  Court  for  the  Northern  ISIari- 
ana  Islands,  respoctiA'ely,  except  as  otherwise  provided  in  this  Article. 

Ar'jicle  V. — ArrLTC'ABiLTTY  OF  Laws 

8ECT10X  501 

(a)  To  the  extent  that  they  are  not  applicable  of  their  own  force, 
the  following  provisions  of  the  Constitution  of  the  United  States  will 
be  applicable  within  the  Northern  Mariana  Islands  as  if  the  Nortlicrn 
?vlaria]ia  Islands  Avere  one  of  the  several  States:  Article  I,  Section  9. 
Clauses  2.  3.  und  8:  Article  I,  Section  10,  Clauses  1  and  3;  Article  IV, 
Sectioii  1  and  Sertioji  2,  Clauses  1  and  2;  Amendments  1  through  9.  in- 
clusix'e;  Amendment  13;  Amendnienc  14.  Section  1;  Amendment"  15: 
Amendment  10;  and  Amendment  26;  provided,  hovrever,  that  neither 
trial  by  jury  nor  indictment  by  grand  jury  shall  be  required  in  any 
civil  action  oi-  criminal  prosecution  based  on  local  law,  except  where 
I'equired  by  local  laAv.  Other  provisions  of  or  amendments  to  the  Con- 
stitution of  the  United  States,  which  do  not  apply  of  their  own  force 
within  the  Northeni  Mariana  Islands,  will  be  applicable  within  the 
Northern  Mariana  Islands  only  with  the  approval  of  the  Government 
of  the  Northern  Mariana  Islands  and  of  the  Government  of  the  United 
States. 
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(b)  The  applicability  of  certain  provisions  of  the  Constitution  of 
the  United  States  to  the  Northern  Mariana  Islands  will  be  without 
prejudice  to  the  validity  of  and  the  power  of  the  Congress  of  the 
United  States  to  consent  to  Sections  203,  506  and  805  and  the  proviso  in 
Subsection  (a)  of  this  Section. 

SECTION  502 

(a)  Tiic  following  laws  of  the  United  States  in  existence  on  the 
elective  date  of  this  Section  and  subsequent  amendments  to  such  laws 
will  apply  to  the  Northern  Mariana  Islands,  except  as  otherwise  pro- 
vided in  this  Covenant : 

(1)  those  laws  which  provide  federal  services  and  financial 
assistance  programs  and  the  federal  banking  laws  as  they  apply  to 
Guam;  Section  228  of  Title  II  and  Title  XVI  of  the  Social  Se- 
curity Act  as  it  applies  to  the  several  States;  the  Public  Health 
Service  Act  as  it  applies  to  the  Virgin  Islands:  and  the  Microne- 
sian  Claims  Act  as  it  applies  to  the  Trust  Territory  of  the  Pacific 
Islands; 

(2)  those  laws  not  described  in  paragraph  (1)  which  are  ap- 
plicable to  Guam  and  which  are  of  general  application  to  the 
several  States  as  they  are  applicable  to  the  several  States;  and 

(3)  those  laws  not  described  in  paragraphs  (1)  or  (2)  which 
are  applicable  to  the  Trust  Territory  of  the  Pacific  Islands,  but  not 
their  subsequent  amendments punless  specifically  made  applicable  to 
the  Northern  Mariana  Islands,  as  they  apply  to  the  Trust  Terri- 
tory of  the  Pacific  Islands  until  termination  of  the  Trusteeship 
Agreement,  and  will  thereafter  be  inapplicable. 

(b)  The  laws  of  the  United  States  regarding  coastal  shipments  and 
the  conditions  of  employment,  including  the  wages  and  hours  of  em- 
ploj^ees,  will  apply  to  the  activities  of  the  United  States  Government 
and  its  contractors  in  the  Northern  Mariana  Islands. 

SECTION  503 

The  following  laws  of  the  United  States,  presently  inapplicable  to 
the  Trust  Territory  of  the  Pacific  Islands,  will  not  apply  to  the  North- 
ern Mariana  Islands  except  in  the  manner  and  to  the  extent  made  ap- 
plicable to  them  by  the  Congress  by  law  after  termination  of  the 
Trusteeship  Agreement: 

(a)  except  as  otherwise  provided  in  Section  506,  the  immigration 
and  naturalization  laws  of  the  United  States; 

(b)  except  as  otherwise  provided  in  Subsection  (b)  of  Section  502, 
the  coastwise  laws  of  the  United  States  and  any  prohibition  in  the  laws 
of  the  United  States  against  foreign  vessels  landing  fish  or  unfinished 
fish  products  in  the  United  States;  and 

(c)  the  minimum  wage  provisions  of  Section  6,  Act  of  June  25, 1938, 
52  Stat.  1062,  as  amended. 

SECTION  504 

The  President  will  appoint  a  Commission  on  Federal  Laws  to  sur- 
vey the  laws  of  the  United  States  and  to  make  recommendations  to  the 
United  States  Congress  as  to  which  laws  of  the  United  States  not 
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applicable  to  the  Xorthern  Mariana  Islands  should  be  made  appli- 
cable and  to  what  extent  and  in  what  manner,  and  which  applicable 
laws  should  be  made  inapplicable  and  to  what  extent  and  in  what 
manner.  The  Commission  will  consist  of  seven  persons  (at  least  four 
of  whom  will  be  citizens  of  the  Trust  Territory  of  the  Pacific  Islands 
who  are  and  have  been  for  at  least  five  years  domiciled  continuously 
in  the  Northern  Mariana  Islands  at  the'^time  of  their  appointments) 
who  will  be  representative  of  the  federal,  local,  private  and  public 
interests  in  the  applicability  of  laws  of  the  United  States  to  the  North- 
ern Mariana  Islands.  The  Commission  will  make  its  final  report  and 
recommendations  to  the  Congress  within  one  year  after  the  termina- 
tion of  the  Trusteeship  Agreement,  and  before  that  time  will  make 
such  interim  repoits  and  recommendations  to  the  Congress  as  it  con- 
siders appropriate  to  facilitate  the  transition  of  the  Northern  Mari- 
ana Islands  to  its  new  political  status.  In  formulating  its  recommenda- 
tions the  Commission  will  take  into  consideration  the  potential  effect 
of  each  law  on  local  conditions  within  the  Northern  Mariana  Islands, 
the  policies  embodied  in  the  law  and  the  provisions  and  purposes  of 
this  Covenant.  The  United  States  will  bear  the  cost  of  the  work  of  the 
Commission. 

SECTION  5  05 

The  laws  of  the  Trust  Territory  of  the  Pacific  Islands,  of  the  Mari- 
ana Islands  District  and  its  local  municipalities,  and  all  other  Execu- 
tive and  District  orders  of  a  local  nature  applicable  to  the  Northern 
Mariana  Islands  on  the  effective  date  of  this  Section  and  not  incon- 
sistent with  this  Covenant  or  with  those  provisions  of  the  Constitu- 
tion, treaties  or  laws  of  the  United  States  applicable  to  the  Northern 
Mariana  Islands  will  remain  in  force-and  effect  until  and  unless  altered 
by  the  Governm.ent  of  the  Northern  Mariana  Islands. 

SECTION  506 

(a)  Notwithstanding  the  provisions  of  subsection  503(a),  upon  the 
effective  date  of  this  Section  the  Northern  Mariana  Islands  will  be 
deemed  to  be  a  part  of  the  United  States  under  the  Immigration  and 
Nationality  Act,  as  amended,  for  the  following  purposes  only,  and  the 
said  Act  will  apply  to  the  Northern  Mariana  Islands  to  the  extent  in- 
dicated in  each  of  the  following  Subsections  of  this  Section. 

(b)  With  respect  to  children  born  abroad  to  United  States  citizen 
or  non-citizen  national  parents  permanently  residing  in  the  Northern 
Mariana  Islands  the  provisions  of  Sections  oOl  and  308  of  the  said  Act 
will  apply. 

(c)  With  respect  to  aliens  who  are  "immediate  relatives"  (as  defined 
in  Subsection  201(b)  of  the  said  Act)  of  United  States  citizens  who 
are  permanently  residing  in  the  Northern  Mariana  Islands  all  the 
provisions  of  the  said  Act  will  apply,  commencing  when  a  claim  is 
made  to  entitlement  to  "immediate  relative"  status.  A  person  who  is 
certified  by  the  Government  of  the  Northern  Mariana  Islands  both  to 
have  been  a  lawful  permanent  resident  of  the  Northern  Mariana 
Islands  and  to  have  had  the  "immediate  relative"  relationship  denoted 
herein  on  the  effective  date  of  this  Section  will  be  presumed  to  have 
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been  admitted  to  the  United  States  for  lawful  permanent  residence  as 
of  that  date  without  the  requirement  of  any  of  the  usual  procedures 
set  foilh  in  tlie  said  Act.  For  the  purpose  of  the  requirements  of  judi- 
cial naturalization,  the  Xoitliern  Mariana  Islands  will  be  doonjcd  to 
constitute  a  State  as  defined  in  Subsection  101(a)  paragraph  (36)  of 
the  said  Act.  The  Courts  of  record  of  the  Northern  Mariana  Islands 
and  District  Court  for  the  Northern  Mariana  Islands  will  be  included 
among  the  couits  specified  in  Subsection  310(a)  of  the  sai<l  Act  and 
will  have  jurisdiction  to  naturalize  persons  who  become  eligible  under 
this  Section  and  who  reside  within  their  specific  jurisdictions. 

(d)  With  respect  to  persons  who  will  become  citizens  or  nationals 
of  the  United  States  under  Article  III  of  this  Covenant  or  under  this 
Section  the  loss  of  nationality  provisions  of  the  said  Act  will  apply. 

Article  VI. — ^Revenue  and  Taxation 

SECTION  601 

(a)  The  income  tax  laws  in  force  in  the  United  States  will  come  into 
force  in  the  Northern  Mariana  Islands  as  a  local  territorial  income  tax 
on  the  first  day  of  January  followmg  the  eflective  date  of  this  Section, 
in  the  same  manner  as  those  laws  are  in  force  in  Guam. 

(b)  Any  individual  who  is  a  citizen  or  a  resident  of  the  United 
States,  of  Guam  or  of  the  Northern  Mariana  Islands  (including  a 
national  of  the  United  States  who  is  not  a  citizen),  will  file  only  one 
income  tax  return  with  respect  to  his  income,  in  a  manner  similar  to  the 
provisions  of  Section  935  of  Title  26,  United  States  Code. 

(c)  References  in  the  Internal  Revenue  Code  to  Guam  will  be 
deemed  also  to  refer  to  the  Northern  Mariana  Islands,  where  not  other- 
wise distinctly  expressed  or  manifestly  incompatible  with  the  intCiit 
thereof  or  of  this  Covenant. 

SECTION  602 

The  Government  of  the  Northern  Mariana  Islands  may  by  local  law 
impose  such  taxes,  in  addition  to  those  imposed  under  Section  601,  as 
it  deems  appropriate  and  provide  for  the  rebate  of  any  taxes  received 
by  it,  except  that  the  power  of  the  Government  of  the  Northern  Mari- 
ana Islands  to  rebate  collections  of  the  local  territorial  income  tax  re- 
ceived by  it  will  be  limited  to  taxes  on  income  derived  from  soujces 
within  the  Northern  Mariana  Islands. 

SECTION   00  3 

(a)  The  Northern  Mariana  Islands  will  not  be  included  within  the 
customs  territory  of  the  United  States. 

(b)  The  Government  of  the  Northern  Mariana  Islands  may.  in  a 
maimer  consistent  with  the  international  obligations  of  the  United 
States,  levy  duties  on  goods  imported  into  its  territory  from  any  area 
outside  tlie  customs  territory  of  the  United  States  and  impose  duties  on 
exports  from  its  territory. 

(c)  Imports  from  the  Northern  Mariana  Islands  into  the  customs 
territory  of  the  United  States  will  be  subject  to  the  same  treatment  as 
imports  from  Guam  into  the  customs  territory  of  the  United  States. 
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(d)  Tlie  Government  of  the  United  States  will  seek  to  obtain  from 
foreign  countries  favorable  treatment  for  exports  from  the  Northern 
Mariana  Islands  and  "will  encourage  other  countries  to  consider  the 
Xoi  thern  Mariana  Islands  a  developing  territory. 

SECTION  6  04 

(a)  The  Government  of  the  United  States  may  levy  excise  taxes  on 
goods  manufactured,  sold  or  used  or  sen^ices  rendered  in  the  Northern 
^luriana  Islands  in  the  same  manner  and  to  the  same  extent  as  such 
taxes  are  applicable  within  Guam. 

(b)  The  Government  of  the  Northern  Mariana  Islands  will  have 
the  authority  to  impose  excise  taxes  upon  goods  manufactured,  sold 
or  used  or  services  rendered  within  its  territor}^  or  upon  goods  im- 
ported into  its  territory,  provided  that  such  excise  taxes  imposed  on 
goods  imported  into  its  territory  will  be  consistent  with  the  interna- 
tional obligations  of  the  United  States. 

SECTIOX  60  5 

Nothing  in  this  Article  will  be  deemed  to  authorize  the  Government 
of  the  Northern  Mariana  Islands  to  impose  any  customs  duties  on  the 
property  of  the  United  States  or  on  the  personal  property  of  militarj^ 
or  civilian  personnel  of  the  United  States  Government  or  their  de- 
pendents entering  or  leaving  the  Northern  Mariana  Islands  pursuant 
to  their  contract  of  employment  or  orders  assigning  them  to  or  from 
the  Northern  Mariana  Islands  or  to  impose  any  taxes  on  the  property, 
activities  or  instrumentalities  of  the  United  States  which  one  of  the 
several  States  could  not  impose;  nor  will  any  provision  of  this  Article 
be  deemed  to  affect  the  operation  of  the  Soldiers  and  Sailors  Civil 
Eelief  Act  of  1940,  as  amended,  which  will  be  applicable  to  the  North- 
ern Mariana  Islands  as  it  is  applicable  to  Guam. 

SECTION  606 

(a)  Not  later  than  at  the  time  this  Covenant  is  approved,  that  por- 
tion of  the  Trust  Territory  Social  Security  Retirement  Fund  attritut- 
able  to  the  Northern  Mariana  Islands  will  be  transferred  to  the  Treas- 
ury of  the  United  States,  to  be  held  in  trust  as  a  separate  fund  to  be 
known  as  the  "Northern  Mariana  Islands  Social  Security  Retirement 
Fund".  This  fund  will  be  administered  by  the  United  States  in  ac- 
cordance with  the  social  security  laws  of  the  Trust  Territory  of  the 
Pacific  Islands  in  effect  at  the  time  of  such  transfer,  which  ma}^  be 
modified  by  the  Govermiient  of  the  Northern  Mariana  Islands  onl}'  in 
a  maimer  which  does  not  create  any  additional  differences  between  the 
social  security  laws  of  the  Trust  Territory  of  the  Pacific  Islands  and 
the  laws  described  in  Subsection  (b).  The  United  States  will  supple- 
ment such  fund  if  necessary  to  assure  that  persons  receive  benefits 
therefrom  comparable  to  those  they  would  have  received  from  the 
Trust  Territory  Social  Security  Retirement  Fund  under  the  laws  ap- 
plicable thereto  on  the  day  preceding  the  establishment  of  the  Northern 
Mariana  Islands  Social  Security  Retirement  Fund,  so  long  as  the  rate 
of  contributions  thereto  also  remains  comparable. 
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(b)  Those  laws  of  the  United  States  wliicli  impose  excise  and  self- 
employment  taxes  to  suppoit  or  which  provide  benefits  from  the 
United  States  Social  Security  System  will  upon  termination  of  the 
Triisteeshi])  Asrieement  or  such  earlier  date  as  may  be  agreed  to  by 
the  Government  of  the  Northern  Mariana  Islands  and  the  Government 
of  the  United  States  become  applicable  to  the  Northern  Mariana 
Islands  as  they  apply  to  Guam. 

(c)  At  such  time  as  the  laws  described  in  Subsection  (b)  become 
applicable  to  the  Noithem  ?^Iariana  Islands : 

(1)  the  Northern  Mariana  Islands  Social  Security  Retirement 
Fund  will  be  transferred  into  the  appropriate  Federal  Social 
Security  Trust  Funds ; 

(2)  prior  contributions  by  or  on  behalf  of  persons  domiciled 
in  the  Northern  Mariana  Islands  to  the  Trust  Territory  Social 
Security  Retirement  Fund  or  the  Northern  Mariana  Islands 
Social  Security  Retiiement  Fund  will  be  considered  to  have  been 
made  to  the  appropriate  federal  Social  Security  Trust  Funds  for 
the  purpose  or  determining  eligibility  of  those  persons  in  the 
Northern  Mariana  Islands  for  benefits  under  those  laws ;  and 

(3)  persons  domiciled  in  the  Northern  Mariana  Islands  who 
are  eligible  for  or  entitled  to  social  security  benefits  under  the  laws 
of  the  Trust  Territory  of  the  Pacific  Islands  or  of  the  Northern 
Mariana  Islands  will  not  lose  their  entitlement  and  will  be  eligible 
for  or  entitled  to  })enefits  under  the  laws  described  in  Subsection 
(b). 

SECTION  607 

(a)  All  bonds  or  other  obligations  issued  by  the  Goverimient  of  the 
Northern  Mariana  Islands  or  by  its  authority  wiir  be  exempt,  as  to 
principal  and  interest,  from  taxation  by  the  United  States,  or  by  any 
State,  territory  or  possession  of  the  United  States,  or  any  political  sub- 
division of  any  of  them. 

(b)  During  the  initial  seven  year  period  of  financial  assistance  pro- 
vided for  in  Section  702,  and  during  such  subsequent  period  of  finan- 
cial assistance  as  may  be  agreed,  me  Government  of  the  Northern 
]\Iariana  Islands  will  authorize  no  public  indebtedness  (other  than 
bonds  or  other  obligations  of  the  Government  payable  solely  from 
revenues  derived  from  any  public  improvement  or  undertaking)  in 
excess  of  ten  percentum  of  the  aggregate  assessed  valuation  of  the 
property  within  the  Northern  Mariana  Islands. 

Article  VII. — United  States  Financial  Assistance 

SECTION  701 

The  Government  of  the  United  States  will  assist  the  Government 
of  the  Northern  Mariana  Islands  in  its  efforts  to  achieve  a  progres- 
sively higher  standard  of  living  for  its  people  as  part  of  the  American 
economic  community  and  to  develop  the  economic  resources  needed 
to  meet  the  financial  res|X)nsibilities  of  local  self-government.  To  this 
end,  the  United  States  will  provide  direct  multiyear  financial  support 
to  the  Government  of  the  Northern  Mariana  Islands  for  local  govern- 
ment operations,  for  capital  improvement  programs  and  for  economic 
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development.  The  initial  period  of  such  support  will  be  seven  years, 
as  provided  in  Section  702. 

SECTION  7  02 

Approval  of  this  Covenant  by  the  United  States  will  constitute  a 
commitment  and  pledge  of  the  full  faith  and  credit  of  the  United 
States  for  tlie  payment,  as  well  as  an  authorization  for  the  appropria- 
tion, of  the  following  guaranteed  annual  levels  of  direct  grant  as- 
sistance to  the  Government  of  the  Northern  Mariana  Islands  for  eacli 
of  the  seven  fiscal  years  following  the  effective  date  of  this  Section : 

(a)  $8.25  million  for  budgetary  support  for  government  operations, 
of  which  $250,000  each  year  will  be  reserved  for  a  special  education 
training  fund  comiected  with  the  change  in  the  political  status  of  the 
Northern  Mariana  Islands ; 

(b)  $4  million  for  capital  improvement  projects,  of  whicli  $500,000 
each  yeRv  will  be  reserved  for  such  projects  on  the  Island  of  Tinian  and 
Jf^500,000  each  year  will  be  reserved  for  such  projects  on  the  Island  of 
Rota ;  and 

(c)  $1.75  million  for  an  economic  develo]:)ment  loan  fund,  of  which 
5^500.000  each  year  will  be  reserved  for  small  loans  to  farmers  and 
fisliermon  and  to  agricultural  and  marine  cooperatives,  and  of  which 
?^250.000  each  year  will  be  reserved  for  a  special  program  of  Ioav  inter- 
est housing  loans  for  low  income  families. 

section  703 

(a)  T]]e  United  States  will  make  available  to  the  Northern  Mariana 
Islands  the  full  range  of  federal  programs  and  services  available  to 
tlie  territories  of  the  United  States.  Funds  provided  under  Section 
702  will  i)e  considered  to  be  local  revenues  of  the  Government  of  tlio 
Nortliei  ii  Mariana  Islands  when  used  as  the  local  share  required  to 
o]a  ain  federal  programs  and  services. 

(b)  There  will  be  paid  into  tlie  Treasury  of  the  Government  of  the 
Northern  Mariana  Islands,  to  be  expended  to  the  benefit  of  the  people 
thereof  as  that  Government  may  by  law  prescribe,  the  proceeds  of  all 
customs  duties  and  fedeial  income  taxes  derived  from  the  Nortliern 
Mariana  Islands,  the  proceeds  of  all  taxes  collected  under  the  internal 
revenue  laws  of  the  United  States  on  articles  produced  in  the  North- 
ern Mariana  Islands  and  transported  to  the  United  States,  its  terri- 
tories or  possessions,  or  consumed  in  the  Noithern  Mariana  Islands,  the 
proceeds  of  any  other  taxes  which  may  be  levied  by  the  Coiigiess 
on  the  inhabitants  of  the  Northern  Mariana  Islands,  and  all  quai'an- 
tine.  passport,  innnigi-ation  and  naturalization  fees  collected  in  the 
Noithern  Mariana  Islands,  except  that  nothing  in  this  Section  shall  be 
construed  to  apply  to  any  tax  imposed  by  Chapters  2  or  21  of  Title  26, 
United  States  Code. 

SECTION   7  04 

(a)  Funds  provided  under  Section  702  not  oblis:ated  or  expended 
by  the  Government  of  the  Northern  Mariana  Islands  during  any  fiscal 
year  will  remain  available  for  obliofation  or  expenditure  by  that  Gov- 
ernment in  subsequent  fiscal  years  for  the  purposes  for  wliich  the  funds 
were  appropriated. 
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(b)  Approval  of  this  Covenant  by  the  United  States  will  constitute 
an  authorization  for  the  appropi  iation  of  a  pro-rata  share  of  the  funds 
provided  under  Section  702  for  the  period  between  the  eft'ectiA  e  date  of 
tliis  Section  and  the  beginning  of  the  next  succeeding  fiscal  year. 

(c)  Tlie  amounts  stated  in  Section  702  will  be  adjusted  for  each 
fiscal  year  by  a  percentage  which  will  be  the  same  as  the  percentage 
■change  in  the  United  States  Department  of  Commerce  composite  price 
index  using  the  beginning  of  Fiscal  Year  1975  as  the  base. 

(d)  Upon  expiration  of  the  seven  year  period  of  guarantee^l  annual 
direct  grant  assistance  x>rovided  by  Section  702,  the  annual  level  of 
payments  in  each  category  listed  in  Section  702  will  continue  until 
Congress  appropriates  a  different  amount  or  otherivise  provides  by 
law. 

xVeticij=:  VIII. — PnorERTY 

SECTION  801 

All  right,  title  and  interest  of  the  Government  of  tlie  Trust  Territory 
of  the  Pacific  Islands  in  and  to  real  property  in  the  Northern  Mariana 
Islands  on  the  date  of  the  signing  of  this  Covenant  or  thereafter 
acquired  in  any  manner  whatsoever  will,  no  later  than  upon  the  termi- 
nation of  tlie  Trusteeship  Agreement,  be  transferred  to  the  Govern- 
m.ent  of  the  Northern  Mariana  Islands.  All  right,  title  and  interest 
of  the  Government  of  the  Trust  Territory  of  the  Pacific  Islands  in 
•and  to  all  pei'sonal  property  on  the  date  of  the  signing  of  this  Covenant 
or  thereafter  acquired  in  any  manner  whatsoever  will,  no  later  tlian 
upon  the  termination  of  the  Trusteeship  Agreement,  be  distributed 
equitably  in  a  manner  to  be  determined  by  the  Government  of  the 
Trust  Territory  of  the  Pacific  Islands  in  consultation  with  those  con- 
cerned, including  the  Government  of  the  Northern  Mariana  Islands. 

SECTION   80  2 

(a)  Tlie  following  property  will  be  made  available  to  the  Govern- 
ment of  the  United  States  by  lease  to  enable  it  to  carry  out  its  defense 
responsibilities : 

(1)  on  Tinian  Island,  approximately  17,799  acres  (7,203  hec- 
tares) and  the  waters  immediately  adjacent  thereto: 

(2)  on  Saipan  Island,  approximately  177  acres  (72  hectares) 
at  Tanapag  Harbor;  and 

(o)  on  Farallon  de  Medinilla  Island,  approximately  206  acres 
(83  hectares)  encompassing  the  entire  island,  and  the  waters  im- 
mediately adjacent  thereto. 

(b)  The  United  States  affirms  that  it  has  no  present  need  for  or 
present  intention  to  acquire  any  greater  interest  in  property  listed 
above  than  that  which  is  granted  to  it  under  Subsection  803(a),  or  to 
acriuire  any  property  in  addition  to  that  listed  in  Subsection  (a), 
above,  in  order  to  carry  out  its  defense  responsibilities. 

SECTION  803 

(a)  The  Government  of  the  Northern  ^Mariana  Islands  will  lease 
the  property  described  in  Subsection  802(a)  to  the  Government  of  the 
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United  States  for  a  term  of  fifty  years,  and  the  Government  of  the 
United  States  will  have  the  option  of  renewmg  this  lease  for  all  or 
part  of  such  property  for  an  additional  term  of  fifty  years  if  it  so 
desii  es  at  the  end  of  the  first  term. 

(b)  The  Government  of  the  United  States  will  pay  to  the  Govern- 
ment of  the  Northern  Mariana  Islands  in  full  settlement  of  this  lease, 
including  the  second  fifty  year  term  of  the  lease  if  extended  under  the 
renewal  option,  the  total  sum  of  $19,520.()()0,  determined  as  follows: 

(1)  for  that  property  on  Tinian  Island,  $17.5  million; 

(2)  for  that  property  at  Tanapag  Harbor  on  Saipan  Island, 
$2  million ;  and 

(3)  for  that  propert}^  known  as  Farallon  de  Medinilla.  $20,600. 
The  sum  stated  in  this  Subsection  yviW  be  adjusted  by  a  percentage 
which  will  be  the  same  as  the  percentage  change  in  the  United  States 
Department  of  Commerce  composite  price  index  from  the  date  of 
signing  the  Covenant. 

( c )  A  separate  Technical  Agreement  Eegarding  Use  of  Land  To  Be 
Leased  by  the  United  States  in  the  Northern  ^lariana  Islands  will  be 
executed  simultaneously  with  this  Covenant.  The  terms  of  tlie  lease  to 
the  Ignited  States  will  be  in  accordance  Avith  this  Section  and  with  the 
Terms  of  the  Technical  Agreement.  The  Technical  Agreement  will  also 
contain  terms  relating  to  the  leaseback  of  property,  to  the  joint  use  ar- 
rangeinents  for  San  Jose  Harbor  and  AVest  Field  on  Tinian  Island,  and 
to  the  principles  which  will  govern  the  social  structure  relations  be- 
tween the  United  States  military  and  the  Northern  Mariana  Islands 
civil  authorities. 

(d)  From  the  property  to  be  leased  to  it  in  accordance  with  this 
Covenant  the  Government  of  the  United  States  will  lease  back  to  the 
(lovernment  of  the  Northern  Mariana  Islands,  in  accordance  with  the 
Teclmical  Agreement,  for  the  sum  of  one  dollar  per  acre  per  yeai'.  ap- 
proximately 6.458  acres  (2,614  hectares)  on  Tinian  Island  and  approxi- 
mately 44  acres  (18  hectares)  at  Tanapag  Har])or  on  Saipan  Island, 
vrliich  will  be  used  for  purposes  compatible  with  their  intended  mili- 
tary use. 

(e  )  P'rom  the  property  to  be  leased  to  it  at  Tanapag  Har1)or  on  Sai- 
pan Island  the  Government  of  tlie  United  States  vrill  make  available  to 
the  Government  of  the  Northern  Mariana  Islands  13o  acres  (54  liec- 
taies)  at  no  cost.  This  property  will  be  set  aside  for  public  use  as  an 
An^ei-ican  memorial  park  to  honor  the  American  and  Mariaiias  dead 
in  tlie  "World  War  II  Marianas  Campaign.  The  $2  million  received 
froja  the  GoA'ernment  of  the  United  States  for  the  lease  of  this  prop- 
erty will  be  placed  into  a  trust  fund,  and  used  for  the  development  and 
maintenance  of  the  park  in  accordance  with  tlie  i  echnical  Agreemeiit. 

SECTIOX    80  4 

(a)  The  Government  of  the  United  States  will  cause  all  agreements 
between  it  and  the  Government  of  the  Trust  Territory  of  the  Pacific 
Islands  which  grant  to  the  Government  of  the  United  States  use  or 
otlier  rights  in  real  property  in  the  Northern  Mariana  Tshmds  to  be 
terminated  upon  or  before  the  effective  date  of  this  Section.  All  ridit, 
title  and  interest  of  the  Government  of  the  Trust  Territory  of  tlie  Ta- 
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cific  Islands  in  and  to  any  real  property  with  respect  to  which  the  Crov- 
emment  of  the  United  States  enjoys  such  use  or  other  rights  will  bfr 
transferred  to  the  Goveriunent  of  the  Xoithern  Mariana  Islands  at  the 
time  of  such  termination.  From  the  time  such  right,  title  and  interest 
is  so  transferred  the  Goverimient  of  the  Northern  Mariana  Islands  will 
assure  the  Government  of  the  United  States  the  continued  use  of  tlie 
leal  property  then  actively  used  by  the  Government  of  the  United 
States  for  civilian  governmental  purposes  on  terms  comparable  to  those 
enjoyed  by  the  Government  of  the  United  States  under  its  arrange- 
ments with  the  Government  of  the  Trust  Territory  of  the  Pacific  Is- 
lands on  the  date  of  the  signature  of  this  Covenant. 

(b)  All  facilities  at  Isely  Field  developed  with  federal  aid  and  all 
facilities  at  that  field  usable  for  the  landing  and  take-off  of  aircraft 
will  be  available  to  the  United  States  for  use  by  military  and  naval 
aircraft,  in  common  with  other  aircraft,  at  all  times  without  charge, 
except,  if  the  use  by  military  and  naval  aircraft  shall  be  substantial, 
a  reasonable  share,  proportional  to  such  use,  of  the  cost  of  operating^ 
and  maintaining  the  facilities  so  used  may  be  charged  at  a  rate  estab- 
lished by  agreement  between  the  Government  of  the  Northern  Mari- 
ana Islands  and  the  Govermnent  of  the  United  States. 

SECTION  80  5 

Except  as  otherwise  provided  in  this  Article,  and  notwithstanding 
the  other  provisions  of  this  Covenant,  or  those  provisions  of  the  Con- 
stitution, treaties  or  laws  of  the  United  States  applicable  to  the  North- 
ern Mariana  Islands,  the  Government  of  the  Northern  Mariana 
Islands,  in  view  of  the  importance  of  the  ownership  of  land  for  the  cul- 
ture and  traditions  of  the  people  of  the  Noithern  Mariana  Islands, 
and  in  order  to  protect  them  against  exploitation  and  to  promote  their 
economic  advancement  and  self-sufficienc}^ : 

(a)  will  until  twenty-five  years  after  the  termination  of  the  Trustee- 
ship Agreement,  and  may  thereafter,  regulate  the  alienation  of  perma- 
nent and  long-term  interests  in  real  property  so  as  to  restrict  the 
acquisition  of  such  interests  to  persons  of  Northern  Mariana  Islands 
descent ;  and 

(b)  may  regulate  the  extent  to  which  a  person  may  own  or  hold  land 
which  is  now  public  land. 

SECTION  806 

(a)  The  United  States  will  continue  to  recognize  and  respect  the 
scarcity  and  special  importance  of  land  in  the  Northern  Mariana 
Islands.  If  the  United  States  nmst  acquire  any  interest  in  real  pio})- 
erty  not  transferred  to  it  under  this  Covenant,  it  will  follow  the  p«j]icy 
of  seeking  to  acquire  only  the  minimal  area  necessary  to  acromj>lish 
the  public  purpose  for  which  the  real  property  is  required,  of  seeking 
only  the  minimum  interest  in  real  property  necessary  to  support  such 
public  purpose,  acquiring  title  only  if  the  public  purpose  cannot  be 
accomplished  if  a  lesser  interest  is  obtained,  and  of  seeking  fii'sr  to 
satisfy  its  requirement  by  acquiring  an  interest  in  public  rather  than 
private  real  propert3\ 

(b)  The  United  States  may,  upon  prior  written  notice  to  the  Gov- 
ernment of  the  Northern  Mariana  Islands,  acquire  for  public  purposes 
in  accordance  with  federal  laws  and  procedures  any  interest  in  real 
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property  in  the  Northern  Mariana  Islands  by  purchase,  lease,  ex- 
change, gift  or  otherwise  under  such  terms  and  conditions  as  may  be 
negotiated  by  the  parties.  The  United  States  will  in  all  cases  atteni})t 
to  acquire  any  interest  in  real  property  for  public  purposes  by  volun- 
tary means  under  this  Subsection  before  exercising  the  power  of 
eminent  domain.  No  interest  in  real  property  will  be  acquired  unless 
duly  authorized  by  the  Congress  of  the  United  States  and  appropria- 
tion are  available  therefoi. 

(c)  In  the  event  it  is  not  possible  for  the  United  States  to  obtain 
4\n  interest  in  real  property  for  public  pui'poses  by  voluntary  means, 
it  may  ?yercise  within  the  Commonwealth  the  power  of  eminent 
domain  to  the  same  extent  and  in  the  same  manner  as  it  has  and  can 
exercise  the  power  of  eminent  domain  in  a  State  of  the  Union.  The 
power  of  eminent  domain  will  be  exercised  within  the  Commonwealth 
only  to  the  extent  necessary  and  in  compliance  with  applicable  United 
States  laws,  and  with  full  recognition  of  the  due  process  required  by 
the  United  States  Constitution. 

Article  IX. — Northerx  ^Iariaxa  Islands  Eepresextatr-e  and 

COXSULTATIOX 
SECnOX  901 

The  Constitution  or  laws  of  the  Northern  Mariana  Islands  may  pro- 
vide for  the  appointment  or  election  of  a  Resident  Representative  to 
the  United  States,  whose  term  of  office  will  be  two  years,  unless  other- 
'wise  determined  by  local  law,  and  who  will  be  entitled  to  receive  official 
recognition  as  such  Representative  by  all  of  the  departments  and 
agencies  of  the  Government  of  the  United  States  upon  presentation 
through  the  Department  of  State  of  a  certificate  of  selection  from  the 
Governor.  The  Representative  must  be  a  citizen  and  resident  of  the 
Northern  Mariana  Islands,  at  least  twenty-five  years  of  age,  and,  after 
termination  of  the  Trusteeship  Agreement,  a  citizen  of  the  United 
States. 

SECnOX  90  2 

The  Government  of  the  United  States  and  the  Government  of  the 
Northern  Mariana  Islands  Avill  consult  regularly  on  all  matters  affect- 
ing the  relationship  between  them.  At  the  request  of  either  Govern- 
ment, and  not  less  frequently  than  every  ten  years,  the  President  of  the 
United  States  and  the  Governor  of  the  Northern  Mariana  Islands  will 
designate  special  representatives  to  meet  and  to  consider  in  good  faith 
such  issues  affecting  the  relationship  between  the  Northern  Mariana 
Islands  and  the  United  States  as  may  be  designated  by  either  Govern- 
ment and  to  make  a  report  and  recommendations  with  respect  thereto. 
Special  representatives  will  be  appointed  in  any  event  to  consider  and 
to  make  recommendations  regardinor  future  multi-year  financial  as- 
sistance to  the  Northern  Mariana  Islands  pursuant  to  Section  TOl,  to 
meet  at  least  one  year  prior  to  the  expiration  of  every  period  of  such 
financial  assistance. 

SECTIOX  903 

Nothing  herein  shall  prevent  the  presentation  of  cases  or  controver- 
sies arising  under  this  Covenant  to  courts  established  by  the  Con- 
stitution or  laws  of  the  United  States.  It  is  intended  that  any  such  cases 
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or  controversies  will  be  justiciable  in  such  courts  and  tliat  the  under- 
takin«>s  by  the  Government  of  the  I'nited  States  and  by  the  Govern- 
ment of  the  Northern  Mariana  Islands  provided  for  in  this  Covenant 
will  be  enforceable  in  such  courts. 

SECTION   9  04 

(a)  The  Government  of  the  United  States  will  ^We  sympathetic 
consideration  to  the  views  of  the  (rovernment  of  the  Xoi  thei  n  Marianti 
Islands  on  inti^niatioiial  matters  diiectly  affectin<2:  the  Xoi-thern  ]Mai-i- 
ana  Islands  and  will  provide  opportunities  for  the  effective  presenta- 
tion of  such  views  to  jio  less  extent  than  such  opportunities  are  provided 
to  any  othei-  territory  or  possession  under  compai'able  circumstances. 

(b)  The  United  States  will  assist  and  facilitate  the  establishment  by 
the  Xoi'thern  Mariana  Islands  of  offices  in  the  United  States  and  abroad 
to  pi-omote  local  tourism  and  other  economic  or  cultural  interests  of 
the  Xoi'thern  Mariana  Islands. 

(c)  On  its  request  tlie  Xorthern  Mariana  Islands  may  participate 
in  re^iional  and  other  international  organizations  concerned  with  social, 
economic,  educational,  scientific,  technical  and  cultural  matters  when 
similar  participation  is  authorized  for  any  other  territory  or  posses- 
sion of  the  United  States  under  comparable  circumstances. 

Article  X.- — Approval,  Effective  Dates,  and  Defixitioxs 

SECTIOX  1001 

(a)  This  Covenant  will  be  submitted  to  the  Mariana  Islands  District 
Le^rislature  for  its  approval.  After  its  approval  by  the  Mariana  Islands 
District  Legislature,  this  Covenant  will  be  submitted  to  the  people  of 
the  Xorthern  ^lariana  Islands  for  approval  in  a  plebiscite  to  be  called 
by  the  United  States.  Only  persons  who  are  domiciled  exclusively  in 
the  Xorthern  ^Mariana  Islands  and  wdio  meet  such  other  qualifications, 
including  timely  registration,  as  are  promulgated  by  the  IJnited  States 
as  administering  authority  will  be  eligible  to  vote  in  the  plebiscite. 
Approval  must  be  by  a  majority  of  at  least  55%  of  the  valid  votes  cast 
in  the  plebiscite.  The  results  of  the  plebiscite  Avill  be  certified  to  the 
President  of  the  United  States. 

(b)  This  Covenant  Avill  be  approved  by  the  United  States  in  accord- 
ance with  its  constitutional  processes  and  will  thereupon  become  law. 

SECTIOX  1003 

The  President  of  the  United  States  Avill  issue  a  proclamation  an- 
nouncing the  termination  of  the  Trusteeship  Agreement,  or  the  date  on 
Avhich  the  Trusteeship  Agreement  will  terminate,  and  the  establish- 
ment of  the  Commonwealth  in  accordance  with  this  Covenant.  Any 
determination  by  the  President  that  the  Trusteeship  Agreement  has 
been  terminated  or  will  be  terminated  on  a  da}^  certain  will  be  final 
and  will  not  be  subject  to  review  by  any  authority,  judicial  or  other- 
wise, of  the  Trust  Territory  of  the  Pacific  Islands,  the  X'ortliern  ^Mari- 
aiia  Islands  or  the  United  States. 
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SECTION   100  3 

Tlio  piovisioiis  of  this  Covenant  will  become  effective  as  follows, 
unless  othei'Avise  specificallv  provided  : 

(a)  Section  105,  201-20-i  503.  504,  000,  801,  903  and  Article  X  will 
become  effective  on  ai)proval  of  this  Covenant ; 

(b)  Sections  102.  108,  204,  304,  Article  IV.  Sections  501.  502.  505. 
601-605,  607,  Article  VII,  Sections  802-805,  901  and  902  will  become 
effective  on  a  date  to  be  determined  and  proclaimed  by  the  President 
of  the  United  States  which  will  be  not  more  than  180  days  after  this 
Covenant  and  the  Constitution  of  the  Northern  Mariana  Islands  have 
both  been  approved ;  and 

(c)  The  lemainder  of  this  Covenant  will  become  effective  upon  the 
termination  of  the  Trusteeship  Agieemeiit  and  the  establishment  of 
the  Commonwealth  of  the  Northern  Mariana  Islaiids. 

SECTIOX    100  4 

(a)  The  application  of  any  provision  of  the  Constitution  or  LaAvs: 
of  the  United  States  which  would  otherAvise  apply  to  the  Northeiii 
^Mariana  Islands  may  be  suspended  until  termination  of  the  Ti  ustee- 
ship  Agreement  if  the  President  finds  arid  declares  that  the  application 
of  such  provi^^ion  prior  to  termination  would  be  inconsistent  with  the 
Trusteeship  Agreement. 

(b)  The  Constitution  of  the  Northern  ^Mariana  Islands  will  become 
effective  in  accordance  with  its  terms  on  the  same  day  that  the  provi- 
sions of  this  Covenant  specified  in  Subsection  1003(b)  become  etTec- 
tive.  provided  that  if  the  President  finds  and  declares  that  the  effec- 
tiveness of  any  provision  of  the  Constitution  of  the  Northern  ^lariana 
Islands  prior  to  termination  of  tlie  Trusteeship  Agreement  would  be 
inconsistent  with  the  Trusteeship  Agreement  such  provision  will  be 
ineffective  until  termination  of  the  Trusteeship  Agreement.  T'pon  the 
establishment  of  the  Commonwealth  of  tlie  Noithei-n  Mariana  Islands 
the  Constitution  will  become  effective  in  its  entii-ety  in  accordance  with 
its  terms  as  the  Constitution  of  the  Commonwealth  of  the  Northern 
Mariana  Islands. 

SECTIOX   10  05 

As  used  in  this  Covenant. 

f'a)  ''Trusteeshi})  Agreement''  means  the  Trusteeship  Agreement  for 
the  former  Japanese  MandatWl  Islaiids  .concluded  between  the  Secur- 
ity Council  of  the  United  Nations  and  the  United  States  of  America, 
which  entered  into  force  on  July  18. 1947; 

(b)  "Northern  Mariana  Islands''  means  the  area  now  known  as 
the  Mariana  Islands  District  of  the  Trust  Territory  of  the  Pacific 
Islands,  which  lies  within  the  area  north  of  14°  nortli  latitude,  south 
of  21°  nortli  latitude,  west  of  150°  east  longitude  and  east  of  144° 
east  longitude; 

(c)  ''Government  of  the  Northern  Mariana  Islands"-  includes,  as 
appropriate,  the  Government  of  the  Mariana  Islands  District  of  the 
Trust  Territory  of  the  Pacific  Islands  at  the  time  this  Covenant  is. 
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signed,  its  agencies  and  instrumentalities,  and  its  successors,  including 
the  Government  of  the  Commonwealth  of  the  Northern  Mariana 
Islands ; 

(d)  "Territory  or  possession"  with  respect  to  the  United  States  in- 
-cludes  the  District  of  Columbia,  the  Commonwealth  of  Puerto  Rico, 
the  Virgin  Islands,  Guam  and  American  Samoa ; 

(e)  "Domicile"  means  that  place  where  a  person  maintains  a  resi- 
dence with  the  intention  of  continuing  such  residence  for  an  unlimited 
or  indefinite  period,  and  to  which  such  person  has  the  intention  of 
returning  whenever  he  is  absent,  even  for  an  extended  period. 

Signed  at  Saipan,  Mariana  Islands  on  the  fifteenth  day  of  Febru- 
ary, 1975. 

FoK  THE  United  States  of  America, 
Ambassador  F.  Haydn  Williams, 
Per8(ynal  Representative  of  the 

President  of  the  United  States. 

For  the  People  of  the  Northern 

Mariana  Islands, 
Edward  DLG.  Pangelinan, 

Chairman^  Marianas^ 
Political Staius  Commission. 
Vicente  N.  Santos, 

Vice  Chairman^  Marianas., 
Political  StatiLS  Commission. 

Members  of  the  Marianas  Political  Status  Commission  i 

Juan  L.  G.  Cabrera,  Vincente  T.  Camacho,  Jose  R.  Cruz, 
Bernard  V.  Hof Schneider,  Benjamin  T.  Manglona, 
Daniel  T.  Muna,  Dr.  Francisco  T.  Palacios,  Joaquin  I. 
Pangelinan,  Manuel  A.  Sablan,  Joannes  R.  Taimanao, 
Pedro  A.  Tenor io. 
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U.S.  Department  of  the  Interior, 

Office  of  the  Secretary, 
WaMngton,  D.C.,  July  11, 1975. 

Hon.  James  A.  Haley, 

Chairman,  Committee  on  Interior  and  insvZar  Affairs,  U.S.  House  of 
Representatives,  Washington,  D.C. 
Dear  Mr.  Chairman  :  This  responds  to  your  request  for  the  views 
of  this  Department  on  H.J.  Kes.  549,  a  bill  "To  approve  the  'Covenant 
to  Establish  a  Commonwealth  of  the  Northern  Mariana  Islands  in 
Political  Union  with  the  United  States  of  America,'  and  for  other 
purposes." 

We  strongly  recommend  that  the  first  section  of  H.J.  Res.  549,  which 
contains  the  Covenant  and  the  Joint  Resolution  approvinj^  the  Cove- 
nant, be  enacted.  We  have  not  had  sufficient  time  to  arrive  at  an  Admin- 
istration position  on  sections  2  and  3  of  the  bill,  and  we  are  currently 
expediting  that  process.  We  hope  that  we  will  be  able  to  advise  the 
Committee  of  our  views  on  these  two  sections  by  July  18, 1975. 

On  July  1,  1975,  the  President  submitted  to  both  House  of  Congress 
for  their  approval  a  "Joint  Resolution  Approving  the  'Convenant  to 
Establish  a  Commonwealth  of  the  Northern  Mariana  Islands  in  Politi- 
cal Union  with  the  United  States  of  America.'  "  The  first  section  of 
H.J.  Res.  549  is  the  Joint  Resolution  and  the  Covenant  as  transmitted 
by  the  President. 

On  June  17, 1975,  the  people  of  the  Northern  Mariana  Islands  voted 
in  a  plebiscite  to  approve  the  Commonwealth  status  as  set  forth  in  the 
Covenant.  This  plebiscite  represented  the  capstone  to  more  than  twenty 
years  of  local  efforts  by  the  people  of  the  Northern  Mariana  Islands 
to  become  a  permanent  part  of  the  United  States. 

The  Covenant  Agreement  in  section  1  of  H.J.  Res.  549  was  signed 
on  Februar}^  15, 1975,  by  the  Marianas  Political  Status  Commission  for 
the  Northern  Mariana  Islands,  and  by  Ambassador  F.  Haydn  Wil- 
liams for  the  United  States.  It  is  the  result  of  more  than  two  years  of 
negotiations  between  the  United  States  and  a  broadly  representative 
delegation  from  the  Northern  Mariana  Islands. 

Favorable  consideration  of  the  Covenant  by  the  Congress  will  rep- 
resent one  more  important  step  toward  fulfillment  of  the  obligations 
which  the  United  States  undertook  when  the  Congress  approved  by 
joint  resolution  the  United  Nations  Trusteeship  Agreement  on  July  18, 
1947.  Congressional  approval  of  the  freely  expressed  wish  of  the 
people  of  the  Northern  Mariana  Islands  will  enable  them  to  move  to- 
ward their  long  sought  goal  of  self-government  in  political  union  with 
the  United  States. 

The  Office  of  Management  and  Budget  has  advised  that  there  is  no 
objection  to  the  presentation  of  this  report  from  the  standpoint  of  the 
Administration's  program. 
Sincerely  yours, 

RoYSTON  C.  Hughes, 
Assistant  Secretary  of  the  Interior. 
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Changes  in  Existing  Law 

House  Joint  Resolution  549  amends  no  existing  laws. 

Inflationary  Impact 

The  expenditures  authorized  involve  necessary  government  expend- 
itures in  remote  areas.  It  is  the  sense  of  the  Committee  that  these 
outlays  will  not  cause  any  inflationary  impact. 


Report  of  the  Committee  on 
Foreign  Relations,  to 
accompany  H.J.  Res.  5U9> 
Senate  Report  No.  9U-596. 
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COVENANT  TO  ESTABLISH  A  COMMON\\^EALTH  OF  THE 
NORTHERN  MARIANA  ISLANDS  IN  POLITICAL  UNION 
WITH  THE  UNITED  STATES  OF  AMERICA 


Januaby  27, 1976.— Ordered  to  be  printed 


Mr.  Sparkman,  from  the  Committee  on  Foreign  Relations, 
submitted  the  following 

REPORT 

together  with 
MINORITY  and  ADDITIONAL  VIEWS 
[To  accompany  H.J.  Res.  549] 

The  Committee  on  Foreign  Relations  and  the  Committee  on  Armed 
Services  to  which  was  referred  jointly  the  joint  resolution  (H.J. 
Resolution  549). 

To  approve  the  Covenant  to  establish  a  Commonwealth  of  the  North- 
em  Mariana  Islands  in  Political  Union  with  the  United  States  of 
America,  and  for  other  purposes  having  considered  the  same,  report 
favorably  thereon  and  recommends  that  the  joint  resolution  do  pass 
as  follows : 

(1)  With  an  additional  amendment  by  the  Committee  on  Foreign 
Relations;  and 

(2)  Without  further  amendment  by  the  Committee  on  Armed 
Services. 

Purpose  or  House  Joint  Resolution  549 

The  purpose  of  House  Joint  Resolution  549  is  to  give  Congressional 
approval  to  a  Covenant  which  has  been  drawn  up  and  a^ed  to  by 
the  United  States  Government  and  the  Marianas  Political  Status 
Commission.  Among  other  things  the  Covenant  will  provide  progres- 
sivelj  for:  the  creation  of  the  Commonwealth  of  the  Northern 
Mariana  Islands  within  the  American  political  system ;  a  local  consti- 
tuition  drafted  and  approved  by  residents  of  the  Islands ;  local  self- 
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government  excepting  the  handling  of  foreign  relations  and  military 
affairs,  and  the  granting  of  American  citizenship  for  qualified  resi- 
dents of  the  Commonwealth  who  desire  it.  The  Covenant  defines  the 
future  relationship  between  the  Korthern  Mariana  Islands  and  tlie 
United  States  and  will  be  mutually  binding  when  approved  by  the 
latter,  the  former  already  having  done  so.  Although  described  as  a 
commonwealth,  the  relationship  is  territorial  in  nature  with  finai 
sovereignty  invested  in  the  United  States  and  plenary  legislative 
authority  vested  in  the  United  States  Congress.  The  essential  difier- 
ence  between  the  Covenant  and  the  usual  territorial  relationship,  fcuch 
as  that  of  Guam,  is  the  provision  in  the  Covenant  that  the  Marianas 
constitution  and  government  structure  will  be  a  product  of  a  Marianas 
constitutional  convention,  as  was  the  case  with  Puerto  Rico,  rather 
than  through  an  organic  act  of  the  United  States  Congress. 

Background  of  the  Trust  Territory  of  the  Pacific  Islands 

The  Northern  Marianas  consist  of  21  small  islands  six  of  which  are 
inhabited  and  14  of  which  are  large  enough  to  be  identified  by  name. 
Altogether  they  measure  184  square  miles  compared  to  Guam's  200. 
Together  with  Guam,  a  U.S.  territory  with  100,000  American  citizens 
living  on  it,  they  form  a  western  Pacific  entity  known  as  the  ^Mariana 
Islands.  The  Marianas  archipelago  is  one  of  three  making  up  the  Trust 
Territory  of  the  Pacific  Islands,  a  United  Nations  trusteeship  under 
United  States  administration,  the  other  two  being  the  Carolines  and 
the  Mai-shall  Islands. 

Saipan,  Tinian  and  Rota,  in  that  order,  are  the  three  largest  islands 
of  the  Northern  Marianas  and  most  of  the  archipelago's  14,500  popu- 
lation lives  on  one  or  the  other.  The  great  majority  of  the  peojole  are 
Chamorros,  the  same  as  the  60,000  Chamorros  of  Guam  who  are  Ameri- 
can citizens.  About  half  of  the  remainder  of  Guam's  100,000  popula- 
tion are  civilian  and  military  personnel  from  the  mainlands  and  the 
rest  are  from  other  Asian  and  Pacific  nations. 

Geographically  the  Marianas  are  closer  to  Asia  than  to  the  United 
States.  Extending  northward  from  Guam  400  miles,  they  come  to  with- 
in 1,250  miles  of  Tokyo,  They  are  1,500  miles  from  Manila,  3,300  from 
Honolulu  and  5,400  from  San  Francisco, 

'Since  World  War  II,  during  which  Guam,  Saipan,  Taiwan  and 
various  other  Micronesian  islands  were  won  from  the  Japanese,  the 
Northern  Marianas  have  been  administered  by  the  United  States. 
Since  1947,  they  have  formed  part  of  the  Trust  Territory  of  the  Pacific 
Islands  under  a  United  Nations  Trusteeship  Agreement.  That  agree- 
ment placed  under  the  United  Nations  trusteeship  system  about  2,100 
tiny  islands  which  amount  in  size  to  700  square  miles  or  an  area  some- 
what less  than  half  of  Rhode  Island.  Including  the  Northern  ^larianas 
14,500  people,  these  Micronesian  islands  altogether  have  a  population 
of  115,000  divided  into  six  distinct  ethnic  groups  which  speak  at  least 
nine  different  languages. 

Some  older  Micronesians  can  remember  four  alien  administrations. 
The  Spanish  period  began  with  Magellan's  discovery  of  the  Mariana 
Islands  in  1521.  Grerman  influence  began  in  the  mid-nineteenth  century. 
Guam  was  ceded  to  the  United  States  in  1898  at  the  end  of  the  Spanish- 
American  War  and  the  rest  of  the  Mariana  Islands  and  the  Carolines 
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were  sold  to  the  Germans  the  next  year  under  a  separate  agreement. 
The  Japanese  took  Micronesia  from  Germany  in  1914  and  the  Leaj^ue 
of  Nations  formally  mandated  its  administration  to  Japan  in  1920. 
The  Japanese  colonized  and  fortified  parts  of  Micronesia  and  during 
the  war  some  of  the  islands  became  crucial  battlegrounds. 

Micronesia  was  one  of  eleven  territories  in  the  United  Nations 
trusteeship  system  and  the  only  one  now  remaining.  The  agreement 
designating  the  Trust  Territory  of  the  Pacific  Islands  as  a  strategic 
trust  was  approved  by  the  Security  Council  of  the  United  Nations  in 
April  1974.  One  of  the  distinguishing  features  of  a  "strate^c  trustee- 
slup"  is  that  given  the  nature  of  the  special  security  considerations  of 
the  territory,  the  Security  Council  instead  of  the  Trusteeship  Council 
exercises  all  functions  of  the  Organization  with  regard  to  these  areas. 
The  Security  Council,  however,  may  avail  iteself  of  the  assistance  of 
the  Trusteeship  Council  in  handling  political,  economic,  social  and 
educational  matters  in  the  strategic  areas. 

For  the  other  ten  trust  territories,  the  General  Assembly  exercised 
the  approval,  alteration  or  amendment  of  the  trusteeship  agreements. 
Under  Article  83  of  the  United  Nations  Charter,  these  are  performed 
by  the  Security  Council.  The  Article  reads : 

''Article  88 

"1.  All  functions  of  the  United  Nations  relating  to 
strategic  areas,  including  the  approval  of  the  terms  of  the 
trusteeship  agreements  and  of  their  alteration  or  amendment, 
shall  be  exercised  by  the  Security  Council. 

"2.  The  basic  oojectives  set  forth  in  Article  76  shall  be 
applicable  to  the  people  of  each  strategic  area. 

"3.  The  Security  Council  shall,  subject  to  the  provisions 
of  the  trusteeship  agreements  and  without  prejudice  to  secu- 
rity considerations,  avail  itself  of  the  assistance  of  the 
Trusteeship  Council  to  perform  those  functions  of  the  United 
Nations  under  the  trusteeship  system  relating  to  political, 
economic,  social,  and  educational  matters  in  the  strategic 
areas." 

U.S.  TS  993 ;  59  Stat.  1031, 1050. 

Article  76  provides  the  basic  objectives  of  the  trusteeship  system  in- 
cluding: (a)  the  furtherance  of  international  peace  and  security,  (b) 
the  promotion  of  the  political  and  social  advancement  of  the  inhabi- 
tants of  the  trust  territories  including  "progressive  development  to- 
ward self-government,"  the  encouragement  of  respect  for  hmnan 
rights,  and  the  insurance  of  equal  treatment. 

Micronesia  was  divided  into  six  U.S.  districts  of  which  the  Northern 
Marianas  is  one.  The  U.S.  Navy  administered  the  Trust  Territory  in 
Micronesia  until  1951  when  administration  was  transferred  to  the 
Department  of  the  Interior.  The  Northern  Marianas,  however,  were 
again  administered  by  the  U.S.  Navy  from  1952  to  1962. 

Since  the  creation  of  the  Trust  Territory  of  the  Pacific  Islands, 
United  States  policy  has  been  to  consider  any  new  status  for  Micro- 
nesia on  a  territory- wide  basis  and  not  to  engage  in  separate  discussions 
about  the  future  status  of  individual  districts  within  the  Trust  Terri- 
tory. An  exception  to  that  policy  has  been  U.S.  acceptance  of  a  request 
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by  the  Marianas  in  19T2  to  enter  into  separate  status  negotiations  for 
tlie  reasons  given  in  the  following  section. 

There  is  no  fixed  date  for  termination  of  the  U.S.  tmstex^ship  in 
Micronesia.  Consistent  with  the  U.N.  Trusteeship  Agreement,  however, 
the  United  States  does  not  intend  to  terminate  the  trusteeship  until  it 
has  fulfilled  its  responsibilities  to  all  districts  in  Micronesia  and  has 
appropriately  provided  for  the  future  status  of  the  Trust  Territory  as 
a  whole. 

In  accordance  with  Article  83  of  the  United  Nations  Charter  and 
^subsequent  resolutions  adopted  by  the  Security  and  Trusteeship  Coun- 
cils, the  latter  oversees  functions  relating  to  the  political,  economic, 
social  and  educational  advancement  of  the  inhabitants  of  the  Trust 
Territoiy  of  the  Pacific  Islands.  The  United  States,  a  member  of  the 
Trusteeship  Council,  submits  to  it  annual  reports  on  its  administra- 
tion of  the  Trust  Territory.  The  Trusteeship  Council,  in  turn,  submits 
reports  annually  on  it  to  the  Security  Council.  To  date  the  Security 
Council  has  taken  no  action  with  respect  to  the  Trust  Territory  beyond 
noting  the  receipt  of  the  Trusteeship  Council's  annual  reports. 

The  Trusteeship  Council  currently  has  five  members :  United  States, 
United  Kingdom,  France,  Soviet  Union  and  the  People's  Republic 
of  China,  but  China  has  not  taken  its  seat.  Australia  was  a  member 
until  September  16, 1975  when  it  relinquished  its  seat  upon  the  attain- 
ment of  independence  of  the  Australian-administered  Trust  Territory 
of  Papua  New  Guinea. 

According  to  Mr.  Robert  S.  Ingersoll,  Deputy  Secretary  of  State, 
the  Trusteeship  Council  has  expressed  the  hope  that  the  peoples  of 
the  Trust  Territory  of  the  Pacific  Islands  would  find  it  possible  to 
remain  in  unity  following  termination  of  the  trusteeship.  The  Council 
has  also  recognized,  however,  the  repeated  requests  of  the  Northern 
Marianas  for  a  status  separate  from  the  rest  of  Micronesia  and  in 
closer  union  with  the  United  States  than  the  more  distant  and  less 
permanent  relationship  contemplated  by  representatives  of  the  other 
districts  o.f  the  Trust  Territory. 

History  or  the  Marianas  Covexaxt 

Mr.  Ingersoll  further  testified  that  the  United  States  had  also  sup- 
ported for  many  years  the  principle  that  the  peoples  of  the  Trust 
Territory  should  remain  united  following  termination  of  the  tnistee- 
ship. 

In  1969  the  United  States  entered  into  negotiations  with  the  Joint 
Committee  on  Future  Status  of  the  Congress  of  Micronesia,  com- 
prised of  representatives  of  all  the  districts  of  the  Trust  Territory 
including  the  Northern  Marianas,  with  a  view  to  reaching  agreement 
on  a  future  political  status  for  the  Trust  Territory  as  a  whole.  Agree- 
ment eluded  the  conferees.  In  August  1970,  the  Congress  of  Micronesia 
rejected  a  U.S.  offer  of  Commonwealth  status  and  has  since  sought 
a  different  and  less  close  relationship  with  the  United  States  than 
that  sought  by  the  Northern  Mariana  Islands.  Wlien  it  became  clear 
that  it  would  not  be  possible  to  negotiate  an  agreement  on  a  future 
political  status  that  would  be  acceptable  to  all  the  peoples  of  the 
Trust  Territory,  the  United  States  agreed  to  enter  into  separate 
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neg:otiations  with  the  representatives  of  the  Northern  Mariana  Islands 
looking  toward  union  wjth  the  United  States. 

Negotiations  with  Marianas  Political  Status  Commission,  which 
was  establislied  by  the  Marianas  District  legislature  to  conduct  the 
negotiations  on  its  behalf,  began  in  December  1972  and  concluded  on 
Feoruary  15,  1975  with  the  signing  of  the  Covenant  which  was  sub- 
mitted to  the  people  of  the  Marianas  in  a  plebiscite  on  Februarv  20, 
1975.  The  Covenant  was  approved  in  the  Marianas  by  a  favorable 
vote  of  78.8  percent.  Ninety-five  percent  of  the  people  of  tlic  Marianas 
eligible  to  vote  were  registered  and  95  percent  of  these  voted  in  the 
plebiscite. 

The  administrative  separation  of  the  Marianas  from  the  rest  of  the 
Trust  Territory  will  be  initiated  soon  after  tlie  Covenant  is  approved 
by  the  United  States  Congress.  Next,  a  constitution  for  the  Marianas 
will  be  drafted  at  a  Constitutional  Convention.  Once  final  approval 
has  been  obtained  from  that  body  it  will  be  submitted  to  a  referendum 
in  the  Marianas  and  then  will  be  made  subject  to  approval  of  tho 
United  States  Government.  United  States  approval  will  be  the  signal 
for  elections  of  a  new  government  and  for  the  financial  provisions  of 
Article  VI  of  the  Covenant  to  become  effective.  At  the  tinie  that  the 
Trusteeship  Agreement  with  the  United  Nations  is  terminated  the 
President  will  issue  a  proclamation  establishing  the  Commonwealtli  of 
the  Northern  Mariana  Islands.  According  to  documentatio]i  supplied 
to  the  Foreign  Relations  Committee,  the  I>epartment  of  State  recog- 
nizes it  is  obligated  to  seek  Securit}-  Council  approval  of  the  termina- 
tion of  the  trusteeship  agreement. 

Terms  of  the  Co\tenant 

Because  most  of  the  ten  Articles  of  the  Covenant  provide  for  the 
welfaT-e  and  self-government  of  the  peoples  of  the  Northern  Mariana 
Islands,  they  are  of  primary  concern  to  the  Committee  on  Interior  and 
Insular  Affairs.  Some,  however,  have  r^rovisions  or  clauses  that  are  of 
particular  concern  to  the  Foreign  Eelations  and  Armed  Services 
Committees. 

The  Covenant  contains  ten  Articles,  the  highlights  of  which  follow : 

I.  Political  Relafiotiship  to  be  a  self-governing  Common- 
wealth under  the  sovereignty  of  the  United  States  which  will 
have  complete  authority  over  foreign  affairs  and  defense 
matters. 

II.  Constitution  to  be  formulated  for  a  republican  form  of 
government  similar  to  that  of  United  States. 

III.  Citizenship  to  be  conferred  at  time  the  Presidential 
Proclamation  to  terminate  Trusteeship  Agreement  is  promul- 
gated to  those  qualified  Marianans  desiring  it. 

TV.  Judicial  Authority  to  be  divided  between  the  ludiciary 
established  by  the  Mariana  Constitution  and  a  District  Court 
which  will  be  part  of  the  same  U.S.  ludicial  circuit  a«?  Guam. 

V.  Applicahility  of  Laws  of  the  United  States,  as  the  Con- 
gress may  determine,  except  in  Specific  cases. 

VI.  Revenue  and  Taxation  provisions  annlv  United  States 
income  taxes  nnd  customs  duties  bu<^  the  Island  ffovernmer»t 
may  levy  additional  taxes  and  the  Northern  Marianas  will 
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not  be  included  within  the  Customs  Territory  of  the  United 
States.  All  taxes  and  duties  will  be  rebated  for  use  by  the 
Mariana  ^^overnment  but  in  tlie  case  of  the  latter,  only  if  they 
are  subsequently  applied  by  the  United  States. 

VII.  Z7.£'.  Financial  Assistance  in  the  form  of  grants  of  $14 
million  for  seven  years  for  budgetary  support  and  develop- 
ment ;  to  be  increased  per  the  Consumer  Price  Index  and  to  be 
continued  after  the  original  seven  years  as  Congress  provides. 

VIII.  Property  to  be  available  through  an  option  lasting 
five  years  for  the  United  States  to  lease  for  50  years  various 
sites  to  enable  it  to  carry  out  its  defense  responsibilities. 

IX.  Representation  for  the  Marianas  in  the  United  States 
if  provided  for  by  the  Mariana  constitution. 

A.  Eifective  Dates  provide  for  a  phasing  in  of  the  provi- 
sions with  some  becoming  effective  upon  Congressional 
approval  of  the  Covenant,  others  within  180  days  of  approval 
of  the  Mariana  constitution,  and  the  rest  upon  tne  termination 
of  the  Trusteeship  Agreement. 

SECTIOX-BY-SECTION  ANALYSIS  OF  RELEVANT  ARTICLES  OF  THE 

COVENANT 

Half  of  the  ten  Articles  of  the  Covenant  contain  provisions  relating 
to  either  the  handling  of  foreign  relations  or  to  the  national  security  oi 
the  United  States.  These  are : 

Article  /.  "Political  Relationship"  consists  of  five  sections,  the  first 
of  which  establishes  the  Northern  Marianas  as  a  self-governing  Com- 
monwealth in  political  unity  with  and  under  the  sovereignty  of  the 
United  States.  Section  104  gives  the  United  States  complete  responsi- 
bility with  respect  to  matters  relating  to  foreign  affairs  and  national 
defense. 

Article  VI,  "Revenue  and  Taxation'*  provides  for  the  financing  of 
the  government  of  the  Northern  Marianas  through  the  rebate  of  the 
United  States  income,  customs  and  excise  taxes  and  permits  the  North- 
ern Mariana  Islands  to  levy  duties  on  goods  imported  into  its  territory 
from  any  area  outside  the  customs  territory  oi  the  United  States  and 
to  impose  duties  on  exports  from  its  territories. 

Section  603(d)  of  Article  VI  says;  "The  Goyemmf^nt  of  the  United 
States  will  seek  to  obtain  from  foreign  countries  favorable  treatment 
for  exports  from  the  Northern  Mariana  Islands  and  will  encourage 
other  countries  to  consider  the  Northern  Mariana  Islands  a  developing 
territory." 

Section  605  exempts  the  property  of  the  United  States  and  the  house- 
hold and  other  personal  property  of  its  military  or  civilian  personnel 
from  customs  duties.  It  also  provides  specifically  that  the  Soldiers 
and  Sailors  Relief  Act  of  1940  applies  to  the  Northern  Mariana  Islands 
so  as  to  make  clear"  that  this  Article  does  not  supersede  the  Act  of 
1940. 

Article  VIII^  "Property"  provides  that,  if  a  five-year  option  is 
exercised,  the  following  property  is  to  be  made  available  to  the  United 
States  by  lease  to  enable  it  to  carry  out  its  defense  responsibilities : 
On  Tinian  Island  17,799  acres  for  $17.5  million ; 
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On  Saipan  Island  177  acres  at  Tanapag  Harbor  for  $2  million ; 
and 

All  of  Farallon  de  Medinilla  Island  for  $20,600. 
This  lease  will  be  for  50  years  with  a  50-year  renewal  option  with- 
out additional  charge.  The  US  affirms  that  it  has  no  present  need  for 
or  desire  to  acquire  any  greater  interest  in  property  than  that  listed 
above. 

Section  804(b)  of  Article  VIII  provides  that  the  air  field  facilities 
at  Isley  Field,  developed  with  federal  aid,  will  be  available  to  the 
United  States  for  use  by  its  military  aircraft  without  charge  although 
the  US  Government  assumes  the  responsibility  of  paying  a  reasonable 
share  proportionate  to  use  to  the  costs  of  operating  and  maintaining 
the  facilities. 

Article  IX.  "Xorthern  Marina  Islands  Representative  and  Consul- 
tation" stipulates  under  Section  904(a)  that  the  government  of  the 
US  will  give  svmpathetic  consideration  to  the  views  of  the  Northern 
Mariana  islands  on  international  matters  directly  affecting  the  North- 
ern Mariana  Islands. 

Under  Section  904(b)  the  United  States  promises  to  help  the  Com- 
monwealth establish  offices  in  the  US  and  abroad  to  promote  the  eco- 
nomic, cultural  or  tourist  interest  of  the  Islands  to  participate  in 
regional  and  other  international  organizations  concerned  with  social, 
economic,  educational,  scientific,  technical  and  cultural  matters  when 
similar  participation  is  authorized  for  any  other  U.S.  territory  or 
possession. 

Article  X.  Approval,  Effective  Dates,  and  Definitions"  establishes 
inter  alia  for  making  effective  the  various  provisions  of  the  Covenant. 
Some  become  effective  immediately  on  approval  by  the  Congress, 
others  within  180  days  after  the  President  approves  the  Common- 
wealth's Constitution,  and  the  rest  upon  the  termmation  of  the  United 
Nations  Trusteeship  Agreement. 

Foreign  Relations  and  AR]vrED  SER^^[CEs  Committees 
Actions  and  Recommendations 

legislative  history 

H.J.  Res.  549  was  introduced  in  the  House  of  Representatives  on 
July  10, 1975.  After  a  single  day  of  hearings  and  a  favorable  report  by 
the  House  Interior  and  Insular  Affairs  Committee,  H.J.  Res.  549 
passed  the  Houe  by  voice  vote.  The  Senate  Interior  and  Insular  Affairs 
Committee  then  held  a  hearing  on  H.J.  Res,  549  and  reported  it  fa- 
vorably to  the  Senate  with  an  amendment. 

On  October  22, 1975  H.J.  Res.  549  was  referred  to  the  Senate  Armed 
Services  and  Foreign  Relations  Committees,  jointly,  for  a  period  not  to 
extend  beyond  December  3, 1975.  This  reporting  date  was  subsequently 
extended  to  J anuary  27, 1976. 

foreign  relations  committee  hearings 

The  Foreign  Relations  Committee  held  hearings  on  November  5. 
Testifying  at  the  sessions  were  the  Honorable  Robert  Ingersoll,  Dep- 
uty Secretary  of  State,  Ambassador  F.  Haydn  Williams,  the  Presi- 
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dent's  personal  rei)resentative  for  Micronesian  Status  Nef^otiations, 
Rear  Admiral  William  J.  Crowe,  Regional  Director  for  East  Asia  and 
Pacific  Affairs  of  the  Department  of  Defense,  Mr.  Erwin  D.  Canhani, 
Plebiscite  Commission  for  the  Marianas,  and  delegations  from  the 
Marianas  Political  Status  Commission  and  the  Congress  of  Micronesia. 

These  spokesmen  for  the  Administration  emphasized  two  central 
issues.  First,  approval  of  the  Covenant  will  fulfill  an  international  ob- 
ligation under  the  United  States  trusteeship  arrangement.  Second,  it 
will  strengthen  the  national  security  of  the  United  States  in  the  West- 
ern Pacific.  The  Administration  claims  that  the  people  of  these  islands 
have  for  over  a  generation  expressed  their  desire  to  join  in  political 
union  with  the  Tjnited  States  and  that  this  Covenant  will  allow  them 
to  do  so  as  a  self-governing  Commonwealth  with  the  Marianas  peo- 
ple becoming  American  citizens,  governed  under  their  own  constitu- 
tion, not  as  a  colony  but  as  an  unincorporated  territory  of  the  United 
States.  The  Covenant,  it  is  claimed,  is  noi  a  treaty  or  an  executive 
agreement  but  instead  a  federal  relations  act  which  follows  previous 
federal  legislation  ""egulating  the  federal  government's  relations  with 
other  continental  territories  within  the  United  States  itself.  Unlike 
these  territories,  however,  this  one  has  certain  international  aspects  to 
it.  The  Administration  considers  that  the  Covenant  helps  fulfill  Amer- 
ican international  obligations  under  the  United  Nations  Charter  and 
the  Trusteeship  Agreement.  Furthermore  the  implementation  of  the 
Covenant  would  unite  the  Chamorro  people  of  Guam  and  the  Northern 
Marianas  in  common  citizenship  under  one  flag. 

At  the  same  time,  the  Administration  feels  that  the  Agreement  is 
mutually  beneficial.  Its  witnesses  affirmed  that  the  United  States  not 
only  is  a  Pacific  power  (with  Alaska  and  Hawaii  extending  territorial 
responsibilities  far  into  that  ocean),  but  that  it  intends  to  remain  so. 
Guam,  long  a  United  States  territory,  houses  important  military  bases 
essential  to  the  nation's  defense.  Its  isolated  position  will  better  be 
protected  by  the  land  lease  arrangements  on  Tinian  and  Saipan. 
Equally  important,  to  promote  the  cause  of  peace  and  stabilitj^  in  the 
Pacific  Ocean,  the  Marianas  must  be  denied  to  others.  If  the  orthern 
Marianas  were  to  separate  from  the  United  States  under  some  other 
political  arrangement,  they  could  freely  negotiate  a  lease  of  their 
lands  to  some  other  Pacific  powers.  Finally,  although  no  expansion 
of  the  training  and  storage  facilities  is  presently  planned,  the  fifty 
year  renewable  lease  of  over  18,000  acres  provides  for  such  if  necessary. 
It  should  be  noted  here  that  the  Defense  Department  has  $1  million  m 
its  FY  1976  budget  in  order  to  plan  for  the  improvement  of  the 
harbor  and  air  bases  there. 

The  delegation  from  the  Northern  Marianas,  headed  by  Senator 
Pedro  Tenorio,  Chairman  of  the  Marianas  Political  Status  Commis- 
sion, explained  that  the  people  of  the  Northern  Marianas  welcomed 
the  Covenant  because  they  have  long  desired  union  with  the  United 
States  either  through  re-unification  with  Guam,  by  annexation  by  the 
state  of  Hawaii  or  through  the  propoeed  commonwealth  status.  Since 
the  rest  of  the  Trust  Territory  presently  does  not  desire  to  end  the 
trusteeship  by  becoming  part  of  the  United  States,  the  Marianas  con- 
sider this  Covenant  an  expedient  arrangement.  They  emphasize  that 
it  is  not  a  colonial  relationship  and  that  they  are  willing  to  make 
sacrifices  for  the  benefits  they  are  to  receive,  such  as  the  long-term 
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lease  of  their  sc4irce  land.  Furthermore,  they  argue  that  a  delay  of 
approval  of  the  Coveuant  means  a  denial  of  their  right  to  self- 
government. 

The  Congress  of  Micronesia  representatives,  led  by  Mr.  Bethwell 
Henry.  Speaker  of  the  House  of  Representatives  of  the  Congress,  gave 
qualified  support  to  the  C-ovenant.  The  Congress  of  Micronesia  does 
not  oppose  in  principle  the  expressed  desire  of  the  people  of  the 
Marianas  to  separate  from  Micronesia  and  enter  into  political  union 
with  the  United  States.  However,  they  consider  essential  to  the  faith- 
ful discharge  of  an  American  international  obligation  that  this  sep- 
aration be  effe^^ied  in  a  manner  which  protects  the  interests  of  the 
i-emaining  districts  and  which  preserves  the  ability  of  those  districts 
to  exercise  their  right  of  self-determination. 

The  view  of  tlie  Congress  of  Mironesia  is  that  the  Resolution  before 
the  United  States  Congress  leaves  unsettled  several  major  problems 
implicit  in  the  sepai^tion  of  the  Mariana  Islands  from  the  Trust 
Territor>\  Some  of  these  issues  were  the  status  of  the  present  Trust 
Territory  capital,  now  located  on  Saipan,  if  and  when  the  Marianas 
become  self-governing.  Another  was  the  taxing  and  regulatory  au- 
thority over  the  personnel  or  property  of  the  Trust  Territory  govern- 
ment until  its  capital  could  be  relocated.  Other  major  issues  to  be 
resolved  in  advance  of  separation  would  be  the  financial  provisions 
of  the  two  separate  governments  and  their  competing  or  overlapping 
s?>horPs  of  government  authority  and  administration.  In  sum,  while 
the  Congress  of  Micronesia  does  not  object  to  the  Covenant,  it  would 
Avirhl^old  full  approval  until  it  has  certain  guarantees  from  the  North- 
em  Marianas  and  the  United  States  on  these  fiscal  and  administra- 
tive matters. 

Arguments  on  the  other  side  were  heard  at  the  Foreign  Relations 
Coi^imittee  meeting  from  Senator  Gary  Hart,  Mr.  Donald  McHenry 
of  1  he  Carnegie  Endowment  for  International  Peace  and  Mr.  Jose  A. 
Cabranes,  Counsel  of  the  International  League  for  the  Rights  of  Man. 
At  the  Armed  Services  hearings  twelve  days  later  Mr.  McHenry  re- 
appeai-ed  and  raised  some  additional  questions  regarding  the  impor- 
tance of  the  Marianas  to  the  national  defense  structure. 

During  the  hearings  and  the  Committee  meetings  that  followed 
some  discussion  ensued  on  the  costs  and  obligations  of  the  Covenant 
versus  the  rewards.  Senator  Hart  called  it  an  open-ended  seven-year 
authorization  bill  which  does  not  even  allow  for  Congressional  over- 
sight or  for  the  return  of  unspent  monies  to  the  Treasury. 

Other  witnesses,  opposed  to  approving  the  Covenant,  asked  that 
it  ])e  studied  at  greater  length  to  evaluate  all  of  its  implications.  For 
example,  how  much  credence  can  be  given  to  the  78  percent  vote  in 
favor  of  the  Covenant  on  the  Marianas  considering  the  obvious  finan- 
cial advantages  being  offered  them  by  the  United  States  and  the  fact 
tliat  they  had  no  alternative  but  to  accept  or  reject  it.  According  to 
these  crities,  the  >farianas  were  offered  rather  handsome  financial 
awards  for  accepting  but  were  not  offered  the  alternative  of  inde- 
pendence or  free  association  if  they  did  not.  In  addition  they  asked, 
since  the  Covenant  offers  step-by-step  Commonwe^ilth  status,  would 
the  people  of  the  Marianas  still  be  content  with  the  terms  beinsf  offered 
today  when  its  final  provisions  come  into  effect  sometime  in  the  1980s. 
They  inquire  if  i:)erhaps  these  people  will  not  then  demand  better  con- 
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clitions.  such  as  statehood  or  independence,  and  perhaps  find  among 
themselves  a  few  individuals  who  Would  resort  to  violence  to  obtain 
'^ither  of  these  objections. 

Opponents  also  claim  that  the  covenant  will  take  the  only  desirable 
piece  of  Pacific  Ocean  real  estate  in  Micronesia  for  the  military  use  of 
the  Unitexl  States  and  will  make  the  nation  vulnerable  to  charges  of 
"colonialism"  from  all  quarters. 

One  critic  called  it  "an  anachronistic  aemonstration  of  neo-colonial- 
ism,"  pointing  out  that  it  gives  the  Marianans  citizenship  but  not  all  of 
the  constitutional  rights  that  mainland  citizens  enjoy,  such  as  voting 
for  the  United  States  president.  On  the  other  hand,  its  restricts  main- 


rights  on  the  islands.  More  importiantfy,  the  granting  of  American 
•  citizenship  would  make  future  independence  of  the  archipelago  almost 
impossible  inasmuch  as  the  Courts  have  decided  that  American  citizen- 
ship cannot  be  withdrawn  without  specific  legislation  or  a  constitu- 
tional amendment 

Going  from  domestic  legalities  to  international  law  practices,  op- 
ponents of  the  new  arrangements  insist  that  the  self-determination 
clause  of  the  United  Nations  Articles  does  not  embrace  secession;  that 
fragmentation  or  dismemberment  of  a  Trust  Territory  had  never  been 
considered  to  be  part  of  the  process  of  decolonization.  In  other  words, 
the  people  of  the  J^orthem  Marianas  constitute  less  than  13  percent  of 
the  Trust  Territory  and  cannot  be  said  to  have  the  "right*'  of  self- 
determination  separate  and  apart  from  the  other  peoples  of  the  Trust 
Territory. 

Involved  in  this  is  whether  the  emphasis  put  on  the  rights  of  the 
individual  "peoples"  of  Micronesia  to  find  separate  solutions  to  the 
final  dissolution  of  the  Trusteeship  would  not  come  back  to  haunt  the 
United  States  in  the  United  Nations. 

Specifically,  South  Africa  has  made  the  point  that  individual  ethnic 
groups  should  have  the  right  to  form  independent  "homeland"  nations 
m  Namibia  (South  West  Africa)  and  in  South  Africa  itself.  The 
United  States  might  find  itself  embarrassed  in  the  United  Nations  in 
future  years  should  South  Africans  again  use  this  contentious  argu- 
ment. 

With  respect  to  the  United  Nations,  these  critics  of  the  proposed 
Commonwealth  reminded  the  Committees  that  Article  83  of  the  United 
Nations  Charter  calls  for  Security  Council  approval  for  any  "altera- 
tion or  amendment"  to  the  agreement.  Furthermore,  the  Covenant  fails 
to  provide  for  notifying  the  United  Nations  of  United  States'  inten- 
tions to  terminate  the  arrangement  nor  does  it  make  any  specific  pro- 
visions for  termination  of  the  trusteeship.  If  the  United  States  termi- 
nates unilaterally,  they  claim  it  would  be  violating  the  trusteeship  ar- 
rangement. When  it  puts  before  the  Security  Council  its  termination 
arrangements,  whatever  they  might  be  in  the  1980s,  they  could  at  that 
time,  given  the  nature  of  that  body,  be  vetoed  by  one  of  the  Security 
Council  major  powers  or  even  could  be  voted  down  by  a  coalition  of 
the  lesser  powers  then  on  the  Council  on  a  rotating  basis. 

As  for  the  remaining  districts  of  the  Trust  Territory  of  the  Pacific 
Islands,  the  Covenant  puts  them  at  a  severe  disadvantage.  It  would 
appear,  according  to  these  opi)onents  that  the  United  States  is  doing 
so  because  they  have  the  temerity  to  insist  on  a  free  association  which 
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fiilly  meets  United  Nations'  criteria,  or  because  they  demand  the  right 
to  telTninat^e  unilaterally  such  a  relationship. 

Some  critics  also  maintained  that  while  the  Covenant  may  be  de- 
sirable from  the  point  of  view  of  the  Northern  Marianans  a  convincing 
case  has  not  been  made  that  it  is  in  the  national  interest  of  the  United 
States  to  approve  the  Covenant. 

While  many  of  these  arguments  pro  and  con  were  repeated  before 
the  Armed  Services'  General  Legislative  Subcommittee,  that  body 
concentrated  on  the  military  and  strategic  aspects  of  the  proposal. 

FOREIGX  RELATIONS  CX>MMnTEE  ACTION 

The  Foreign  Relations  Conmiittee  considered  H.J.  Resolution  549 
on  November  13  and  20  and  requested  at  the  end  of  the  second  busi- 
ness meeting  to  have  the  report  deadline  extended.  This  was  arranged 
to  be  done  through  January  27,  1976,  for  both  itself  and  the  Armed 
Services  Committee.  At  the  November  20,  1975  session  the  Members 
discussed  two  amendments  introduced  by  Senators  Pell  and  Percy. 
The  latter  would  have  approved  the  Covenant  but  would  have  post- 
poned its  implementation  until  such  time  as  agreements  covering  the 
entire  Trust  Territory  of  the  Pacific  Islands  could  be  presented  for 
Congressional  consideration. 

The  Pell  Amendment's  purpose  was  to  reco^ize  the  desire  of  the 
Northern  Mariana  Island  people  to  enjoy  self-determination,  but  to 
declare  that  it  is  the  sense  of  the  Congress  that  the  obligation  of  the 
United  States  to  promote  tlie  development  of  the  peoples  of  the  Trust 
Territory  of  the  Pacific  Islands  towards  self-government  or  inde- 
pendence can  best  be  accomplished  by  the  submission  to  the  Congress 
lor  its  consideration  of  an  agreement  or  agreements  resolving  the 
political  status  of  all  of  the  Trust  Territory  rather  than  on  an  individ- 
ual basis. 

In  order  to  give  these  two  proposals  the  study  they  deserved  the 
aforementioned  extension  for  reporting  the  resolution  was  requested 
and  granted.  That  period  of  time  permitted  Senator  Griffin  to  visit 
Guam  and  Saipan  m  the  company  of  Senators  Ernest  F.  Hollings, 
John  C.  Culver  and  Howard  H.  Baker,  Jr.  The  last  had  previously 
been  a  member  of  the  Committee.  In  addition.  Senator  Percy  s  Foreign 
Relations  Committee  staff  assistant.  Dr.  Peter  Poole,  spent  a  week 
visiting  Japan,  Guam  and  Saipan  before  the  next  Committee  business 
meeting  was  convened  on  January  20, 1976. 

The  reasons  for  approving  the  Covenant  presented  to  Senators 
Griffin  and  Percy,  therefore,  had  a  telling  effect  on  the  considerations 
of  the  entire  Committee.  Despite  arguments  that  the  United  States 
should  be  contracting  rather  than  expanding  its  international  obliga- 
tions and  that  it  should  not  treat  part  of  the  Trust  Territory  sepa- 
rately. Senator  Griffin  pointed  out  that  after  flying  over  the  vast  ex- 
panses of  the  Pacific  Ocean  to  get  there,  he  could  see  no  reason  why  the 
various  island  groups  such  as  the  Marshalls,  the  Carolines  and  the 
^larianas  should  be  united.  Not  onlj^  were  the  distances  immense  be- 
tween them  but  so  were  their  linguistic,  ethnic  and  political  differ- 
ences. Furthermore,  he  said  members  of  the  Congress  of  Micronesia, 
whom  he  met  while  on  Saipan  and  representing  all  six  districts  of  the 
Trust  Territory,  had  agreed  that  this  step  was  a  logical  one. 
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Senator  Griffin  had  also  been  greatly  impressed  by  tbe  fervor  of  the 
people  of  the  islands  to  be  part  of  the  United  States,  For  him  the  vote 
of  78.8  percent  of  the  eligible  electorate  in  favor  of  the  Covenant  signi- 
fied the  culmination  of  26  years  of  work  towards  achieving  a  status 
comparable  to  that  which  fellow  chamorros  on  Guam  presently  enjoy. 
Mr.  Griffin  told  the  Committee  he  believed  that  the  geographic  and 
ethnic  ties  of  these  Mariana  Islands  would  eventually  lead  to  a  con- 
solidation or  merger  between  Guam  and  the  northern  islands. 

Seeing  two  Senators  from  the  Congress  of  Micronesia  in  the  audi- 
ence, Senator  Griffin  asked  permission  to  have  them  address  them- 
selves to  these  points.  Senator  Edward  Pangelinan,  Chairman  of  the 
Marianas  Political  Status  Commission,  took  the  opportunity  to  dis- 
cuss the  terms  of  the  United  Nations  trusteeship  agreement.  He 
pointed  out  that  such  language  makes  clear  that  the  governing  state 
has  the  obligation  to  develop  the  territory  politically  for  independ- 
ence or  self  self-government.  The  Northern  Marianas  have  taken  the 
second  choice  after  three  and  a  half  years  of  negotiations  on  the  terms. 
The  rest  of  the  Trust  Territory  districts  have  not  come  to  a  final  de- 
cision but  appear  to  want  either  independence  or  a  looser  association. 
Six  months  ago  in  what  the  Micronesian  chairman  described  as  "per- 
haps the  most  democratically  held  plebiscite  throughout  the  world," 
and  one  which  had  been  observed  hj  a  United  Nations  Visiting  Mis- 
sion, the  Covenant  was  overwhelmingly  accepted.  Mr.  Pangelinan 
stressed  that  the  islands  are  ready  for  self  government  and  that  it 
meets  the  interests  of  both  the  United  States  and  the  islands  to  accept 
the  Covenant. 

Mr.  Pedro  A.  Tenorio,  a  senator  represen^^ing  the  Marianas  in  the 
Congress  of  Micronesia  who  had  previously  testified  before  all  three 
U.S.  Senate  Committees  at  their  respective  hearings,  added  that  the 
other  five  districts  of  Micronesia  had  refused  an  oner  of  common- 
wealth status.  Because  the  Marianas  leaders  wanted  this  arrangement, 
separate  negotiations  were  started.  While  those  have  been  concluded, 
negotiations  with  the  other  five  districts  are  still  suspended.  A  delay 
hv  the  Senate  of  the  Covenant  would  be  interpreted,  said  Senator 
Tenorio,  negatively  by  the  other  Micronesian  negotiators. 

Another  persuasive  argument  was  presented  dj  Senator  Charles 
Percy  as  a  result  of  Dr.  Poole's  visit  to  Japan  to  talk  with  Foreign 
Ministry  officials  there.  Senator  Percy's  conclusions  from  Dr.  Poole's 
report  and  from  his  own  long  experience  in  Pacific  and  United  Nations 
affairs  were  as  follows : 

1.  The  partnership  of  Japan  and  the  United  States  is  the 
cornerstone  of  U.S.  policy  in  East  Asia  and  the  Pacific; 

2.  One  of  the  bases  on  which  this  partnership  rests  is  the 
continuing  stability  of  U.S.  relations  with  the  peoples  of 
Micronesia,  including  the  Marianas ; 

3.  However,  this  stability  in  turn  depends  on  the  earliest 
possible  self-determination  of  the  Micronesian  peoples; 

4.  ThuE,  the  Foreign  Relations  Committee  warialj^  wel- 
comes the  recent  drafting  of  a  Micronesian  Constitution  as 
an  historic  step  toward  self-determination  for  Micronesia, 
even  as  we  now  celebrate  the  bicentennial  of  our  own  nation's 
independence; 
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5,  The  Foreign  Relations  Committee  also  welcomes  the 
unequivocil  decision  of  the  Northern  Marianas  people  to  seek 
self-determination  within  the  United  States'  family; 

6.  The  Committee  believes  it  to  be  in  the  interest  of  all 
parties  concerned  to  resolve  outstanding  issues  regarding 
the  free  association  of  the  five  remaining  districts  of  Micro- 
nesia— Palau,  Ponape,  Truk,  Yap,  and  the  Marshall 
Islands — with  the  United  States  with  all  due  speed ;  and 

^  7.  The  Committee  therefore  intends  to  monitor  the  nego- 
tiations for  the  Free  Association  Compact  with  these  remain- 
ing districts  of  Micronesia  to  assure  itself  that  we  are,  as  a 
nation,  fulfilling  our  responsibilities  in  as  expeditious  a  man- 
ner as  possible, 

Notwithstanding  the  arguments  in  favor  of  approving  the  Cove- 
nant, Senator  Pell  repeated  some  of  the  aforementioned  reasojis  why 
the  Committee  should  not  do  so.  In  particular,  he  stated  it  was  his 
firm  belief  that  instead  of  adding  to  its  international  responsibilities 
by  taking  on  its  first  territorial  acquisition  since  1917,  the  United 
States  should  be  contracting  its  international  obligations.  He  said  that 
while  the  Covenant  may  desirable  from  the  point  of  view  of  the 
archipelago's  people,  Administration  negotiators  and  other  propo- 
nents, no  convincing  case  had  been  made  that  the  Covenant  would 
serve  U.S.  national  mterests. 

Furthermore,  stated  Mr.  Pell,  the  Covenant  violates  certain  aspects 
of  those  international  agreements  embodied  mider  the  trusteeship  ar- 
rangements. He  asked  the  Members  to  consider,  for  example,  Principle 
Vlll  of  General  Assembly  Resolution  1541  which  reads  as  follows : 

Principle  VIII 

Integration  with  an  independent  State  should  be  on  the 
basis  of  complete  equality  between  the  peoples  of  the  erst- 
while Non-Self-Goveming  Territory  and  those  of  the  inde- 
pendent country  with  which  it  is  integratexi.  The  peoples  of 
both  territories  should  have  equal  status  and  rights  of  citizen- 
ships and  equal  guarantees  of  fundamental  rights  and  free- 
doms without  any  distinction  or  discrimination ;  both  should 
have  equal  rights  and  opportunities  for  representation  and 
effective  participation  at  all  levels  in  the  executive,  legisla- 
tive and  judicial  organs  of  government. 

FOREIGN  RELATIONS  CX)MMITTEE  AMENDMENT 

Inasmuch  as  the  Marianans  would  not  be  allowed  to  vote  under  the 
Covenant  for  federal  officials,  such  as  the  president  of  the  United 
States,  he  asserted  they  would  not  be  "enjoying  equal  rights  and  rights 
of  citizenship"  nor  would  there  be  complete  equality  between  the 
peoples  of  the  erstwhile  Non-Self-Govemmg  Territory  and  those  of 
the  independent  country  with  which  it  is  integrated."  For  these  rea- 
sons Mr.  Pell  ar^ed  that  it  would  be  more  prudent  to  defer  judgment 
on  Covenant  until  the  Administration  comes  back  with  a  package  pro- 
posal dealing  with  all  districts  of  the  Trust  Territory. 

After  some  debate  on  this  issue,  during  which  it  was  pointed  out 
that  almost  no  self-government  in  history  had  ever  arrived  full-blown 
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ready  to  use  and  enjoy  all  the  rights  and  privileges  of  constitutional 
government.  Senator  Javits  made  two  proposals.  One  was  to  make 
clear  that  the  United  States  would  faithfully  observe  its  legal  and 
ethical  obligations  to  the  United  Nations  by  reporting  to  it,  whetlior 
required  or  not,  any  actions  taken  at  this  time  with  respect  to  the  rest 
of  the  Trust  Territory.  In  short,  while  reporting  to  the  Security 
Council  is  mandatory  in  any  event,  full  and  open  compliance  with 
United  Nations  principles  by  the  United  States  Government  is  the  ex- 
pressed wish  of  the  Committee, 

Second,  because  the  Covenant  might  not  give  to  the  Marianans 
participation  in  the  United  States  government  which  they  may  later 
desire  and  also  to  neutralize  any  argu- 

ment that  this  was  a  step  toward  American  "colonization"  of  part  of 
its  "trust",  Senator  Javits  proposed  giving  the  people  of  the  Marianas 
the  option  to  review  their  decision.  Taking  a  portion  of  Section  902, 
found  in  Article  IX,  Senator  Javits  asked  that  a  sense  of  the  Congress 
resolution  be  appended  to  the  end  of  the  H.J.  Res.  549  to  read  as 
follows ; 

It  is  the  sense  of  the  Congress  that  pursuant  to  section  902 
of  the  foregoing  Covenant,  and  in  anv  case  within  10  years 
from  the  date  of  the  enactment  of  this  resolution,  the  Presi- 
dent of  the  United  States  should  request  on  behalf  of  the 
United  States  the  designation  of  special  representatives  to 
meet  and  to  consider  in  good  faith  such  issues  affecting  the 
relationsliip  between  the  Northern  Mariana  Islands  and  the 
United  States  as  may  be  designated  by  either  Government  and 
to  make  a  report  and  recommendations  with  respect  thereto. 

FOREIGN  RELATIONS  COilMITTEE  VOTE 

On  the  bas^s  of  this  and  other  arguments  Senator  Pell  asked  for  a 
recorded  vote  to  table  the  Resolution  which  was  defeated  7  to  4  with 
Senators  Sparkman,  Humphrev,  Case,  Javits,  Scott.  Percy  and  Griffin 
voting  against  and  Senators  Mansfield,  Church.  Pell  and  Clark  in 
favor.  Mr.  Pell's  motion  to  adopt  a  substitute  amendment  disapprov- 
ing the  Covenant  without  prejudice  and  until  such  time  as  agreements 
covering  the  entire  Tnist  Territory  came  to  the  Congress  was  t^abled 
7  to  4  on  a  motion  from  Senator  Case  with  the  Senators  voting  as  be- 
fore. Finally,  H.J.  Resolution  was  voted  to  be  reported  out  favorably 
7  to  4.  By  a  voice  vote  Senator  Javit's  sense  of  the  Congress  amend- 
ment was  approved  with  only  Senator  Percy  dissenting  on  the  grounds 
that  he  was  reluctant  to  make  it  appear  that  the  United  States  had 
any  indecision  or  doubts  about  giving  full  and  final  approval  of  the 
Covenant. 

FOREIGN  RELATIONS  COMMITTEE  RECOMMENDATION 

The  Senate  Committee  on  Foreign  Relations  in  open  busine^  session 
on  January  20,  1976,  by  a  seven  to  four  vote  of  a  quorum  present 
recommends  that  the  Senate  adopt  H.J.  Res.  649  as  amended  as  de- 
scribed above. 
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ABMED  RER\aCES  COlOflTTEE  ACTIOX 


General  Legislation  Subcommittee 

The  General  Legislation  Subcommittee  of  the  Armed  Services  Com- 
mittee held  open  hearings  on  H.J.  Res.  549  on  Xovember  17. 197.5.  Ap- 

g earing  among  other  witnesses,  were  Mr.  Robert  Ellsworth.  Assistant 
ecretary  of  Defense  (International  Security  Affairs),  Ambassador 
F.  Hayaen  Williams,  the  President's  personal  representative  for  Mi- 
cronesian  Status  Negotiations  and  Ambassador  Robert  Blake.  Deputy 
Assistant  Secretary  of  State  (International  Organization  Affairs). 

The  Subcommittee  held  two  further  meetings  in  open  session  to  de- 
liberate on  H.J.  Res.  549. 

In  shoit,  the  Subcommittee  concluded : 

No  crucial  U.S.  security  interests  are  at  stake  in  the  Mari- 
anas:  such  security  interests  as  the  U.S.  might  have  in  the 
Marianas  could  be  satisfied  in  a  variety  of  ways  other  than 
through  approval  of  the  Covenant. 

Approval  of  the  Covenant  will  not  contribute  to  U.S.  eco- 
nomic or  other  interests,  but  on  the  contrary  will  result  in  eco- 
nomic costs  and  other  problems  for  the  United  States. 

Disposing  of  the  Marianas  at  this  time  may  cause  unneces- 
sary difficulties  with  the  United  Nations  and  set  an  unfor- 
tunate and  disruptive  precedent  for  dealing  with  the  remain- 
ing Trust  districts  in  Micronesia. 

On  January  20, 1976,  the  Subcommittee  voted  by  five  to  two  with  one 
abstention  to  repoit  favorably  an  amendment  proposed  by  Senator 
Byrd.  The  Subcommittee  amendment  was  in  the  nature  of  a 


That  the  Congress  hereby  recognizes  and  sympathizes  with 
the  desires  of  the  people  of  the  Northern  Mariana  Islands  to 
have  and  exercise  the  right  of  self-determination.  The  Con- 
gress also  recognizes  its  obligation  to  promote  the  develop- 
ment of  the  peoples  of  the  entire  Trust  Territory  of  the  Pacific 
Islands  toward  self-government  or  independence  and  believes 
that  such  obligation  can  best  be  accomplished  by  a  considera- 
tion of  a  plan  or  agreement  resolving  the  political  status  of  all 
of  the  Trust  Territory  of  the  Pacific  Islands  rather  than  by 
consideration  of  plans  or  agreements  for  one  or  more  islands 
or  groups  of  islands  on  a  separate  and  individual  basis. 

The  effect  of  the  Subcommittee  amendment  would  have  been  sim- 
ilar to  the  amendment  proposed  by  Senator  Pell.  It  would  not  have 
approved  the  Covenant  as  contained  in  H.J.  Res.  549. 

Armed  Services  Com/rruttee 

On  January  27, 1976  the  full  Conunittee  met  in  open  session  to  dis- 
cuss and  vote  on  3FI.J.  Res,  549.  Senator  Byrd  presented  the  Subcom- 
mittee's findings  and  conclusions. 

After  extensive  deliberations  the  Committee  concluded  that  it  was 
in  the  best  interests  of  the  United  States  to  report  favorably  H.J.  Res. 
549  as  submitted  to  the  Committee. 
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The  Coniinittee  recognizes  that  the  United  States  has  a  special  obli- 
gation to  provide  for  self-determination  by  the  people  of  the  Marianas 
as  to  their  future  political  status.  The  people  of  the  Marianas  through 
the  plebiscite  endorsing  the  Ck>venant  nave  expressed  their  wishes  for 
U.S.  commonwealth  status.  The  United  States  government--executive 
ol!icials  as  well  as  individual  representatives  of  Congress — have  over 
the  years  encouraged  the  aspirations  and  expectations  of  the  Marianas 
people  for  a  permanent  political  relationship  with  the  United  States. 
To  deny  to  the  people  of  the  Marianas  at  this  time  the  commonwealth 
status  contained  in  H.J.  Res.  549  would  constitute  a  serious  breach  of 
faith  by  the  United  States. 

The  United  States  does  have  a  security  interest  in  the  Marianas.  The 
United  States  must  remain  a  military  power  in  the  Pacific  in  order  to 
preserve  stability  in  the  area.  Acquisition  of  the  Marianas  pursuant 
to  the  proposed  Covenant  would  help  the  United  States  maintain  a 
credible  and  flexible  military  presence  in  the  Pacific.  Land  in  the 
Marianas  could  contribute  to  improvmg  U.S.  force  readiness  and  would 
be  militarily  useful  for  training  and  logistics  facilities.  Most  import- 
antl3%  implementation  of  the  proposed  Covenant  would  ensure  that  use 
of  the  Marianas  would  be  denied  to  foreign  powers. 

Approval  of  the  Covenant  would  represent  a  natural  and  desirable 
development  to  enhance  and  support  the  U.S.  territory  of  Guam.  In 
virtually  all  significant  respects— geographical,  cultural  and  military 
—-Ouarn  and  the  Marianas  constitute  a  single  entity. 

Thus  the  Committee  concluded  that  it  would  be  consistent  with  U.S. 
interests  and  responsibilities  to  approve  the  Covenant  as  contained  in 
H.  J.  Ees.  549. 

Lastly,  the  Committee  received  a  report  from  Senator  Culver  who 
had  just  returned  from  a  visit  to  the  Marianas.  Based  on  this  report, 
the  Committee  notes  the  absence  of  any  suitable  memorial  to  Amer- 
icans who  died  in  the  liberation  of  the  !Marianas  in  World  War  II  and 
strongly  urges  prompt  action  to  develop  a  memorial  park  with  an  ap- 
propriate monument  in  accordance  with  sections  803(e)  of  the  Coven- 
ant and  5  B  of  the  Technical  Agreement. 

Armed  Services  Committee  vote 

Senator  Byrd  offered  a  motion  that  the  Subcommittee  amendment 
in  the  nature  of  a  substitute  for  H.J.  Res.  549  be  reported  favorably 
to  the  Senate.  By  a  vote  of  eight  to  seven  the  Committee  rejected  the 
Byrd  amendment.  Senators  Stennis,  Cannon,  Mclntyre,  Byrd  of  Vir- 
ginia, Culver,  Hart  of  Colorado  and  Scott  of  Virginia  voted  in  favor 
of  the  amendment.  Senators  Jackson,  Nunn,  Leahy,  Thurmond.  Tower, 
Goldwater,  Taft,  and  Bartlett  voted  in  opposition  to  the  amendment. 

The  full  Committee  then  by  a  margin  of  nine  to  six  voted  to  report 
H.J.  Res.  549  favorably  without  amendment.  Senators  Jackson.  Mc- 
lntyre, Nunn,  I^ahy,  Thurmond,  Tower,  Goldwater,  Taft,  and  Bart- 
lett voted  in  favor.  Senators  Stennis,  Cannon,  Bjrd  of  Virginia,  Cul- 
ver, Hart  and  Scott  of  Virginia  voted  in  opposition. 

ARMED  SERVICES  COMMriTEE  RECOMMENDATIONS 

The  Armed  Services  Committee  recommends  that  H. J.  Res.  649  do 
pass  without  further  amendment. 


MINORITY  VIEWS  OF  THE  FOREIGN  RELATIONS 
COMMITTEE 

The  Administration's  request  that  the  Congress  give  its  approval 
to  a  Covenant  to  establish  a  Commonwealth  of  the  Northern  Mariana 
Islands  in  political  union  with  the  United  States  raises  the  vital  ques- 
tion of  whether,  regardless  of  the  desires  of  the  people  of  the  Mari- 
anas, it  is  in  the  interest  of  the  United  States  to  enter  into  such  a 
relationship.  We  have  serious  doubts  that  it  is  in  the  interest  of  this 
country  to  do  so  for  the  following  reasons : 

By  taking  on  a  new  territory,  the  first  since  1917  when  we  acquired 
the  Virgin  Islands,  we  would  be  exchanging  a  temporary  responsibil- 
ity for  the  welfare  and  security  of  the  Marianas,  under  a  United  Na- 
tions trusteeship  agreement,  for  a  permanent  responsibility  whose  im- 
plications have  not  been  adequately  thought  through. 

Advocates  of  the  Covenant  have  stressed  the  historic  responsibility 
of  the  United  States  for  the  welfare  of  the  people  of  the  Marianas  and 
the  clear  mandate  for  annexation  reflected  by  the  plebiscite  held  in  the 
Marianas  on  the  Covenant.  'VVliat  those  advocates  overlook,  however,  is 
the  fact  that  the  United  States  has  actively— and  in  our  view 
wron<rly — encouraged  separatist  sentimens  in  the  Marianas  and  ig- 
nored the  preference  of  the  rest  of  Micronesia  to  maintain  the  integrity 
of  the  entire  Trust  Territory.  The  advocates  of  the  Covenant  also  over- 
look the  fact  that  the  plebiscite  was  a  flawed  expression  of  the  will  of 
the  people  of  the  Marianas,  as  alternatives  such  as  independence  or 
free  association  were  not  oif ered ;  and  the  financial  benefits  to  be  pro- 
vided to  the  Marianas  were  tied  to  acceptance  of  the  Covenant. 

More  important  and  more  disturbing,  however,  is  the  Administra- 
tion's emphasis  on  the  strategic  value  of  the  Northern  Marianas  and 
the  inclusion  in  the  Covenant  of  provisions  for  the  acquisition  on  a 
lon^-terin  basis  of  property  which  could  be  used  for  military  purposes. 
Wliile  the  Administration  has  declared  that  there  are  no  current  plans 
to  establish  a  military  complex  in  the  Northern  Marianas,  an  option  to 
do  so  is  being  developed  without  a  full  explanation  of  what  role  is  en- 
visioned for  the  Northern  Marianas  in  America's  Far  Eastern  policy. 
We  have  seen  other  instances,  notably  in  the  Indian  Ocean  regarding 
Diego  Garcia,  where  an  initially  small  and  purportedly  limited  Ameri- 
can military  presence  has  grown  like  topsy  without  the  implications  of 
that  action  being  fully  explained  or  justified.  And  we  recall  the  Ad- 
ministration's earlier  plans  to  build  a  $300  million  base  on  Tinian. 

Finally,  there  is  the  question  of  the  property  of  engaging  in  a  clearly 
expansionist  act  which  flies  in  the  face  of  the  view  of  the  United  Na- 
tions as  expressed  in  General  Assembly  resolutions  1541  and  1514  of 
1960. 

The  first  of  these  two  resolutions  sets  forth  twelve  principles  for 
determining  whether  trust  territories  have  achieved  self-government 
or  independence  as  intended  under  the  United  Nations  Charter. 

(17) 
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Principle  VIII  dealing  with  whether  integration  with  an  independent 
State  (lualifies  as  achieving  self-government,  states  the  following; 

Integration  with  an  independent  State  should  be  on  the 

basis  of  complete  equalit}'  between  the  people  of  the  erst- 
while N^on-Self-Goveming  Territory  and  those  of  the  inde- 
pendent country  with  which  it  is  integrated.  The  peoples  of 
both  territories  should  have  equal  status  and  rights  of  citizen- 
ship and  equal  guarantee  of  fundamental  rights  and  free- 
donis  without  any  distinction  or  discrimination;  both  should 
have  equal  rights  and  opportunities  for  representation  and 
effective  participation  at  all  levels  in  the  executive,  legislative 
and  judicial  organs  of  government. 

Since  under  the  terms  of  the  proposed  Covenant  the  people  of  the 
Northern  Marianas  will  not  be  able  to  vote  foi-  President  or  elect 
Senators  and  Representatives  to  the  Congress  of  the  United  States,  it 
cannot  be  said  that  they  have  been  accorded  "equal  rights  and  oppor- 
tunities for  representation  and  effective  participation  at  all  levels^'  of 
government.  While  today,  Mananans  seem  prepared  to  accept  second 
class  status  as  part  of  receiving-  American  citizenship,  what  will  be 
the  attitude  of  ruture  generations  of  Marianans  ? 

The  second  resolution  cited  above  expresses  the  view  of  the  Gen- 
eral Assembly  that  in  providing  self-government  or  independence  to 
Trust  Territories  the  "partial  or  total  disruption  of  the  national 
unity  and  the  territorial  integrity"  of  such  areas  is  incompatible  with 
the  United  Nations  Charter.  The  proposed  Covenant  would,  of  course, 
begin  a  process  of  dismemberment  and  perhaps  extensive  fractionali- 
zation  of  Micronesia. 

It  is  for  these  reasons  that  we  believe  the  Senate  should  give  more 
thoughtful  consideration  to  the  Covenant  and  not  be  rushed  into  a 
decision.  The  Administration  has  already  declared  its  intention  to 
delay  the  formal  establishment  of  the  Marianas  Commonwealth  until 
it  has  developed  arrangements  govei  ning  the  future  status  of  the  rest 
of  Micronesia  and  has  submitted  to  the  Security  Council  a  proposal 
or  proposals  for  all  areas  of  the  Trust  Territory.  The  target  date  for 
accomplishing  that  objective  is  1981. 

We  see  no  reason  why  the  Congress  should  not  have  the  same  oppor- 
tunity as  the  Security  Council  will  have  to  examine  a  complete  pack- 
age for  all  of  Micronesia  rather  than  proceeding  in  a  piecemeal  man- 
ner. Only  through  a  comprehensive  approach  can  the  Congress  in- 
telligently weigh  the  implications  involved  and  decide  what  it  is 
in  the  interest  ot  the  United  States  to  do. 

That  is  why  we  continue  to  advocate  an  alternative  approach  de- 
claring that  it  is  the  sense,  of  the  Congress  that  the  obligation  of  the 
United  States  to  promote  the  development  of  the  peoples  of  the 
Trust  Territory  of  the  Pacific  Islands  toward  self  government  or  in- 
dependence can  best  be  accomplished  by  the  submission  to  the  Con- 
gress for  its  consideration  of  an  agreement  or  agreements  resolving 
the  political  status  of  all  of  the  Trust  Territory  rather  than  on  an 
individual  basis. 

Frank  Church. 
Claiborne  Pell. 


MINORITY  VIEWS  OF  THE  ARMED  SERVICES 
COMI^IITTEE 

8T7MMAKT 

H.J.  Res.  549  would  approve  the  "Covenant  to  Establish  a  Com- 
monwealth of  the  Northern  Mariana  Islands  in  Political  Union  with 
the  United  States  of  America".  U.S.  approval  of  this  Covenant  would 
represent  a  permanent  grant  to  the  people  of  the  Marianas  of  estraor- 
dinarv'  value  and  proportion,  bestowinof  precious  American  rights  and 
benefits,  involving  significant  economic  costs,  and  affecting  the  future 
course  and  aspirations  of  the  United  States. 

Such  a  valuable  and  sweeping  grant  to  a  foreign  territory  should 
be  made  only  if  it  clearly  is  in  the  best  overall  interests  of  the  United 
States.  In  the  case  of  the  Mariana  Islands,  however,  we  could  find  no 
significant  U.S.  interest  that  would  justify  such  a  grant.  On  the  con- 
trary, U.S.  interests  could  be  better  served  through  a  more  balanced 
and  comprehensive  arrangement  dealin"'  with  the  future  status  of  the 
entire  U.S.  Trust  Territory  of  the  Pacific  Islands. 

We  have  particularly  examined  U.S.  national  security  interests  in 
the  Marianas  since  these  interests  have  been  the  major  U.S.  justifica- 
tion for  entering  into  tlie  Covenant  with  the  Marianas. 

We  found  no  crucial  U.S.  national  security  interests  at  stake  in  the 
Marianas.  To  the  extent  there  are  U.S.  security  interests  in  the  Ma- 
rianas, these  interests  are  similar  to  U.S.  security  interests  throughout 
all  of  Micronesia.  In  addition.  U.S.  security  interests  in  the  Marianas 
can  be  satisfied  in  a  variety  or  ways  other  than  through  the  proposed 
Covenant. 

We  could  find  no  other  major  U.S.  interest  in  the  Marianas,  economic 
or  otherwise.  Indeed,  U.S.  approval  of  the  Covenant  would  constitute 
a  si-bstantial  economic  cost  to  the  United  States.  Moreover,  several 
specific  provisions  of  the  Covenant  are  objectionable  both  in  cost  and 
principle. 

In  originally  agreeing  to  hold  the  islands  of  Micronesia  in  trust, 
the  United  States  undertook  an  obligation  to  the  people  of  Micronesia, 
including  the  Marianas,  to  help  them  toward  self-determination  or 
independence.  While  the  United  States  may  be  flattered  that  the  peo- 
ple of  the  Marianas  have  indicated  a  desire  to  become  associated  with 
the  United  States,  there  is  not  now — and  has  never  been — any  obliga- 
tion to  make  the  Marianas  a  part  of  the  United  States. 

The  United  States  has  made  certain  commitinents  to  the  United 
Nations  in  connection  with  its  trusteeship  of  Micronesia.  Disposing 
of  the  Marianas  prior  to  agreeing  on  the  future  status  of  the  rest  of 
Micronesia  may  cause  unnecessary  difficulties  with  the  United  Nations 
and  set  an  unfortunate  and  disruptive  precedent  for  dealing  with  the 
remaining  Trust  districts  in  Micronesia. 

(10) 
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CRITERION  FOR  EVALUATING  HOUSE  JOINT  RESOLUTION   54 » 

Tlie  fimdanieiital  criterion  to  evaluate  any  proposal  concerning  a 
modification  of  the  status  of  the  Trust  Territory  must  be  whether  the 
roposed  arrangement  is  in  the  best  overall  interests  of  the  United 
tates.  The  advantage  to  U.S.  interests  from  making  the  Marianas  a 
U.S.  commonwealth — its  tii'st  territorial  acquisition  in  over  fifty 
years — must  be  weighed  against  what  the  United  States  is  providing 
or  giving  up  through  this  particular  Covenant.  This  is  particularly 
true  when  the  proposed  arrangement  includes  such  far  reaching  com^- 
mitments  as  U.S.  citizenship,  sovereignty,  and  defense  responsibilities. 
The  burden  of  proof  is  on  the  proponents  of  any  proposed  arrangement 
to  demonstrate  its  overall  and  long-teim  value  to  the  United  States. 

The  United  States  has  accepted  certain  obligations  and  responsibili-. 
ties  in  undertaking  to  administer  the  Trust  Territory  in  the  United 
Nations  system.  These  obligations,  along  with  the  general  goals  and 
well-being  of  the  people  of  the  Marianas,  cannot  be  ignored.  But 
whether  a  proposal  meets  U.S.  obligations  to  the  people  of  the  Mari- 
anas, Micronesia  as  a  whole,  or  even  the  United  Nations  cannot  be  the 
primary  test  for  choosing  a  future  status  arrangement. 

U.Sc  INTERESTS  AFFECTED  BY  HOUSE  JOINT  RESOLUTION  54 & 

U.S.  Defense  and  Security  interests 

In  testimony  before  the  General  Legislation  Subcommittee  of  the 
Armed  Services  Committee,  witnesses  from  the  Defense  Department 
set  forth  a  variety  of  U.S.  defense  interests  associated  with  the  Mari- 
anas. It  was  their  judgment  that  the  proposed  covenant  with  the 
Marianas  would  fully  protect  and  enhance  these  U.S.  defense  interests. 
The  Covenant  would  provide  valuable  land  which  would  be  available 
for  military  purposes  as  well  as  a  desirable  environment  from  which 
to  operate. 

Although  Defense  witnesses  mentioned  many  specific  defense  inter- 
ests and  objectives,  they  could  be  classified  into  essentially  four 

categories : 

1.  Improve  U.S.  military  credibility  in  Asia  and  the  Pacific. 

2.  Provide  a  hedge  and  flexibility  in  defending  existing  U.S. 
presence  in  the  Pacific. 

3.  Contribute  to  U.S.  force  readiness. 

4.  Deny  area  to  other  powers  for  military  purposes. 

The  first  category  of  U.S.  defense  interests  in  the  Marianas  was  the 
enhancement  of  U.S.  military  credibility  in  Asia  and  the  Pacific.  The 
constn>xtion  of  U.S.  military  bases  in  the  Marianas— although  not 
presently  planned — would  constitute  an  additional  U.S.  military  pres- 
ence in  Asia  and  the  Pacific.  This  would  buttress  the  U.S.  maritime 
posture  in  the  Pacific  and  lend  support  to  U.S.  allies  by  assuring  free- 
dom of  transit  through  the  area  surrounding  the  Marianas.  It  was  also 
pointed  out  that  U.S.  military  bases  in  the  Marianas  would  allow  the 
United  States  to  fulfill  its  responsibilities  for  civil  air  traffic  control 
and  search  and  rescue  operations  in  that  area. 

In  principle,  enhancement  of  U.S.  military  credibility  in  the  Pacific 
and  Asia  is  desirable.  In  fact,  however,  IJ.S.  military  bases  in  the 
Marianas  could  do  little  to  enhance  meaningfully  U.S.  military  credi- 
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bility.  The  land  in  the  Marianas  is  not  well  suited  to  serve  as  a  base 
for  U.S.  strate^^ic  forces — bombers,  submarines,  or  missiles.  Similarly, 
these  areas  in  the  Marianas  could  not  be  used  as  major  operating  bases 
for  conventional  forces.  As  contemplated  by  the  Defense  Department, 
the  primary  role  of  these  areas  if  they  were -ever  developed  wouid  be 
for  training  and  logistic  support. 

As  for  protecting  U.S.  and  allied  maritime  activities  in  the  Pacific, 
the  Marianas  do  not  lie  astride  the  most  important  commercial  sea 
lanes  in  the  Western  Pacific.  As  a  result,  U.S.  military  bases  in  the 
Marianas  would  be  of  relatively  minor  significance  in  protecting  im- 
portant sea  lanes. 

The  second  category  of  U.S.  defense  interests  associated  with  the 
Marianas  was  to  provide  a  hedge  and  flexibility  in  defending  the  exist- 
ing U.S.  presence  in  the  Pacific.  Bases  in  the  Marianas  could  help  to 
defend  Guam,  Hawaii,  Midway,  Johnston  Island  and  Wake  Island. 
Moreover,  bases  in  the  Marianas  could  be  a  form  of  insurance  against 
unforeseen  U.S.  basing  changes  elsewhere  in  Asia  and  the  Pacific. 

It  is  true  that  bases  in  the  Marianas  could  offset  to  some  extent  the 
reductions  in  U.S.  military  capability  that  might  accompany  loss  of 
U.S.  basing  rights  in  Japan,  Korea,  Taiwan,  Philippines,  etc.  But  De- 
fense officials  admitted  that  bases  in  the  Marianas  could  not  realisti- 
cally substitute  for  any  existing  U.S.  major  operating  bases  in  the 
Pacific  and  Asia. 

Furthermore,  U.S.  bases  in  the  Marianas  would  have  onl}'  a  mar- 
ginal impact  on  providing  for  the  defense  of  other  U.S.  possessions 
in  the  Pacific.  A  large  number  of  U.S.  military  installations  already 
exist  to  protect  the  U.S.  presence  in  the  Pacific.  On  the  other  hand, 
and  U.S.  installation  in  the  Marianas  would  itself  be  vulnerable  to 
attack.  Approval  of  the  Marianas  Covenant  would  create  a  permanent 
defense  commitment.  Thus,  rather  than  significantly  improving  U.S. 
deff  nse  in  the  Pacific,  the  marianas  Covenant  may  have  the  eflect  of 
addmg  to  U.S.  responsibilities  in  the  Marianas. 

In  fact,  acquisition  of  the  Marianas  might  be  construed  b}'  other 
nations  as  preparation  for  a  U.S.  withdrawal  from  forward-deployed 
installations  in  the  Western  Pacific.  Such  an  unintended  signal  could 
tend  to  undermine  our  present  foreign  policy  in  the  Western  Pacific. 

Any  contribution  that  the  Marianas  could  make  to  the  first  two  cate- 
gories of  U.S.  defense  interests  is  of  a  contingent  and  conjectural 
nature.  U.S.  defense  and  foreign  policy  in  Asia  is  not  tied  in  any  sub- 
stantial sense  to  the  construction  of  a  military  base  in  the  Marianas. 

Tlie  third  category  of  U.S.  defense  interests  that  might  be  served 
by  a  U.S.  military  presence  in  the  Marianas  is  more  straightforward. 
Bases  in  the  Marianas  could  help  sustain  U.S.  combat  readiness  by 
providing  a  safe  and  convenient  environment  for  a  variety  of  military 
training  exercises.  Bases  in  the  Marianas  are  also  well  suited  for  logis- 
tical support  for  f orwarH  deployments  throughout  Asia  and  the  Pacific 
including  the  prepositioning  of  equipment  and  the  storage  of  fuel  and 
ammunition.  Although  the  Defense  Department  has  no  present  plans 
to  construct  military  facilities  in  the  Marianas,  Defense  officials  de- 
clared that  training  and  logistic  support  would  be  the  primars'  mis- 
sions for  any  future  base  construction  in  the  Marianas.  With  the  end 
of  U.S.  military  activities  in  Southeast  Asia  and  the  increasing  politi- 
cal pressure  against  U.S.  military  training  in  Asian  countries,  the 
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availability  of  training  areas  has  become  a  serious  concern  to  the 
Defense  Department. 

We  appreciate  the  need  for  suitable  training  and  logistic  areas  in 
order  to  maintain  U.S.  force  readiness.  Nevertheless,  training  and 
logistic  support  in  the  Marianas,  while  important,  is  not  crucial  or 
essential  to  U.S.  military  needs.  Rather,  such  facilities  would  be  con- 
venient and  useful  to  the  U.S.  defense  posture.  The  general  problem 
of  insufficient  training  and  support  areas  for  U.S.  forces  exists  through- 
out the  world.  A  variety  of  alternative  sites  could  serve  the  same  func- 
tion as  those  in  the  Marianas,  although  at  a  perhaps  higher  construc- 
tion cost. 

It  should  be  pointed  out  that  a  variety  of  desirable  but  not 
indispensable  U.S.  military  interests  could  be  satisfied  in  other  parts 
of  Micronesia.  From  a  military  standpoint,  the  Kwajalein  Missile 
Range  in  the  Marshall  Islands,  where  me  United  States  has  already 
invested  over  $350  million,  is  probably  a  much  more  important  U.S. 
defense  asset  than  the  proposed  land  acquisition  in  the  Marianas. 

The  last  category  of  defense  interests  in  the  Marianas  is  the  denial 
of  the  area  to  other  military  powers.  This  is  unquestionably  an  impor- 
tant U.S.  defense  interest  which  the  United  States  should  strive  to 
preserve.  This  interest,  however,  applies  to  all  of  Micronesia.  More 
significantly,  it  could  be  achieved — albeit  less  emphatically — ^through 
a  variety  of  other  means  such  as  a  status  of  free  association  between 
the  United  States  and  the  Marianas,  a  direct  defense  treaty  with  the 
Marianas,  specific  agreements  on  U.S.  basing  rights,  etc. 

In  short,  a  thorough  review  of  the  U.S.  defense  rationale  for  the 
Marianas  did  not  pursuade  us  that  any  vital  U.S.  defense  interests  were 
at  stake.  While  U.S.  base  rights  majr  be  desirable  in  the  Marianas,  they 
are  not  essential  either  in  a  strategic  or  tactical  sense.  Even  more  rele- 
vant,  such  U.S,  defense  interests  as  there  are  in  the  Marianas  could  be 
satisfied  in  a  variety  of  ways  beyond  granting  commonwealth  status 
to  the  Marianas.  The  Marianas  are  too  small,  too  remote,  and  too 
underdeveloped  to  contribute  substantially  to  the  U.S.  defense  posture. 
Thus  U.S.  defense  interests  should  not  be  a  primary  justification  for 
approving  the  Covenant  contained  in  H.  J.  Res.  549. 

OTHER  U.S.  INTERESTS 

Acquisition  of  the  Marianas  could  serve  no  useful  economic  purpose 
for  the  United  States.  The  Marianas  lack  any  exportable  natural  re- 
sources. Due  to  its  small  population,  the  Marianas  offer  neither  a  major 
labor  source  or  a  potential  market. 

The  largest  employer  in  the  Marianas  is  the  government.  Upwards 
of  75  percent  of  the  total  wage  income  in  the  Marianas  during  FY  1974 
was  from  the  government.  Thus  it  will  be  many  years  in  the  future 
before  the  Marianas  will  be  even  self-sufficient  economically. 

We  are  unable  to  identify  any  other  advantages  that  might  flow  to 
the  United  States  as  a  result  of  the  approval  of  the  proposed  Covenant. 

COST  OF  THE  MARIAXAS  CO'.TIXANT 

The  General  Legislation  Subcommittee  requested  from  the  Admin- 
istration a  detailed  estimate  of  the  total  cost  to  the  United  States 
which  would  result  from  creating  the  proposed  commonwealth.  Un- 
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fortunately,  no  comprehensive  cost  estimate  was  available,  althougli 
component  costs  could  be  identified. 

Under  the  proposed  covenant,  the  Marianas  would  receive  $19.5 
million  if  the  United  States  exercises  its  option  to  lease  land  for  mili- 
tary purposes.  This  amount  would  be  increased  for  inflation  since 
July  1974.  Another  one-time  expenditure  is  $31.9  million  which  the 
Cof  t  Guard  estimates  would  be  necessary  to  construct  facilities  in 
the  Marianas  in  the  event  the  islands  become  U.S.  possessions. 

The  United  States  would  also  be  required  to  give  the  Marianas  in 
grant  assistance  $14  million  yearly  for  the  next  seven  years.  This 
amoant  would  be  automatically  increased  from  the  July  1974  base  to 
make  up  for  any  inflation.  The  Covenant  requires  that  this  annual 
constant  dollar  payment  will  be  paid  indefinitely  after  the  initial 
seven-year  period  unless  Congress  takes  affirmative  action  to  the  con- 
trary. In  addition,  these  funds  from  the  United  States  will  be  con- 
sidered local  in  nature  for  the  purpose  of  obtaining  further  federal 
matching  funds.  The  $14  million  alone  equates  to  $1,000  constant  dol- 
lars yearly  for  every  inhabitant  of  the  islands. 

The  people  of  the  Marianas  will  also  be  eligible  for  a  full  range  of 
federal  programs  and  services.  Administration  witnesses  estimate  that, 
based  on  tlie  experience  in  Guam,  the  cost  of  federal  services  to  the 
Marianas  would  be  roughly  $285  per  person.  Other  information  of- 
fered to  the  General  Legislation  Subcommittee,  however,  indicates 
that  this  cost  could  be  vastly  higher.  Based  on  estimates  of  additional 
costs  forecast  by  only  three  departments,  HEW,  Transportation  and 
Agriculture,  the  acquisition  of  the  Marianas  could  cost  an  additional 
$12  mililon  yearly.  On  this  basis,  the  total  yearly  cost  to  the  United 
States,  excluding  the  one-time  pavments,  would  be  about  $27.6  million 
a  year.  On  a  per  capita  basis  this  represents  nearly  $2,000,  approxi- 
mately 10  times  more  than  the  average  annual  per  capita  federal  pay- 
ments to  the  states  of  the  union. 

Yi  3  are  concerned  about  this  relatively  high  level  of  federal  pay- 
ments to  the  inhabitants  of  the  Marianas,  particularly  in  light  of  the 
tax  provisions  contained  in  the  Covenant.  Under  the  Covenant  the 
Marianas  would  retain  locally  all  duties  and  income  taxes  collected 
there  under  existing  law,  including  the  income  taxes  paid  by  federal 
employees  and  military  personnel.  The  Covenant  also  allows  the  IMari- 
anas  legislature  to  rebate  any  or  all  of  these  taxes  at  its  own  discre- 
tion. In  summary,  Covenant  would  allow  the  Marianas  to  avoid,  in 
effect,  the  payment  of  any  income  taxes  to  the  U.S.  government. 

We  believe  that  these  tax  provisions  are  ill-advised  and  deserving 
of  further  study. 

OTHER  QUESTIONS  RAISED  BY  THE  COVENANT 

In  addition  to  the  tax  and  revenue  provisions  we  are  also  concerned 
about  other  features  of  the  Covenant,  particularly  its  irrevocable  na- 
ture. If  the  Covenant  is  enacted  into  law.  no  change  may  be  made  to 
certain  of  its  fundamental  provisions  without  the  agreement  of  both 
the  United  States  and  the  future  government  of  the  Marianas. 

Several  sections  of  the  Covenant  raise  problems  which  might  prove 
fletrimental  to  the  interests  of  all  the  people  of  the  United  States. 
Some  of  these  are : 
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Land  ownership  could  be  denied  to  mainland  Americans  for  at 
least  the  first  25  years  under  the  Covenant. 

The  Marianas  government  would  have  to  approve  tlie  applica- 
tion of  any  future  U.S.  constitutional  amendments  to  the  isJancls. 

The  principle  of  "one  man,  one  vote"  would  not  apply  to  Mari- 
anas legislature. 

The  right  to  indictment  by  gi  and  jury  and  trial  by  jury  in  cases 
of  violations  of  Marianas  law  would  be  denied  to  all  Americans 
when  in  the  islands. 

The  Covenant  would  bind  the  Congress  to  refrain  from  exei- 
cising  its  authority  without  the  consent  of  the  Mariana  Islands 
in  certain  enumerated  areas  which  would  otherwise  be  under  Con- 
gressional authority  through  Article  IV.  Section  3,  Clause  2  of 
the  United  States  Constitution.  Consent  of  the  parties  would  be 
necessary  to  alter  certain  fundamental  provisions  of  the  Covenant 
such  as  the  political  relationship  between  the  United  States  and 
the  Marianas,  U.S.  citizenship,  rights  of  land  ownership,  etc. 

U.S.  OBLIGATIONS  TO  THE  MARIANAS  AND  MICRONESIA 

In  accepting  the  Trust  Territory  for  the  Pacific  Islands,  the  United 
States  agreed  to  certain  obligations  and  responsibilities  as  set  forth  in 
the  Tnist  Aj^reement.  Among  other  things,  these  obligations  include 
promoting  the  economic,  social  and  educational  advancement  of  the 
inhabitants  of  the  Trust  Territory,  as  well  as  guaranteeing  security 
and  certain  basic  freedoms.  Of  special  significance,  the  United  States 
undertook  to  promote  the  development  of  self-government  or  inde- 
pendence for  the  people  of  the  Tni^  Territory. 

For  almost  thirty  years  the  United  States  has  been  working  to  moot 
these  responsibilities.  In  particular,  the  United  States  has  made  a 
sincere  enort  to  encourage  the  people  of  I^Iicronesia  to  work  out  their 
own  future  political  status.  It  should  be  emphasized,  however,  that  a 
United  States  commitment  to  promoting  self-determination  or 
indepedence  for  Micronesia  does  not  encompass  any  obligation  for  the 
United  States  to  join  in  permanent  political  union  with  Micronesia  or 
any  part  thereof. 

U.S.  obligations  and  responsibilities  extend  to  the  entire  Trust  Terri- 
tory. Indeed,  it  is  essential  that  the  United  States  be  even-handed  in 
its  treatment  of  all  parts  of  Micronesia.  Singling  out  the  ^larianas  for 
special  treatment  at  this  time  must  inevitably  affect  the  terms  of  future 
status  for  the  remaining  areas  of  Micronesia.  To  the  extent  this  splin- 
tering off  of  the  Marianas  causes  problems  for  the  rest  of  Micronesia, 
these  problems  will  ulthnat^ly  have  tx)  be  confronted  by  the  United 
States.  If  the  fragmentation  of  Micronesia  leaves  some  areas  unable 
io  achieve  self-determination,  they  will  remain  the  responsibility  of 
tlie  United  States.  Similarly,  to  the  extent  that  the  United  States 
grants  political  rights  and  piivileges  to  the  Marianas,  it  will  con- 
stitute a  strong  precedent  for  other  areas  such  as  the  ^farshalls  or  the 
Carolines  to  insist  upon  a  similar  arrangement. 

Finally,  we  believe  there  is  no  compelling  reason  to  resolve  im- 
mediately the  future  status  of  the  Marianas.  While  we  would  favor 
expeditious  action  regarding  the  disposition  of  the  entire  Tnist  Terri- 
tory, there  is  no  urgency  which  requires  special  treatment  for  the 
Marianas  at  this  time. 
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THE  MARIANAS  CX)VEXANT  AND  THE  UNITED  STATi:S 

The  Trust  Territory  is  the  only  remairing  trust  territory  of  the  ori^r- 
inal  11  United  Nations  trusteeships.  To  be  consistent  with  the  spirit 
of  the  Trust  Agreement  the  Trusteeship  should  be  terminated  at  one 
time.  Furthermore,  the  Trust  Territory  was  created  under  the  au- 
thority and  with  the  approval  of  the  United  Nations.  Article  83  of  the 
Uniteii  Nations  Charter  calls  for  Security  Council  approval  for  any 
"alteration  or  amendment"  to  the  Trust  Agreement.  Thus,  any  termi- 
nation of  the  Trust  Territory  should  be  pursuant  to  the  authority  of 
the  United  Nations. 

The  Covenant  itself  does  not  deal  with  the  termination  of  the  Trust 
Territory  nor  does  it  make  any  provision  for  notifying  the  United 
Nations.  Nevertheless,  the  United  States  is  rightly  dedicated  to 
terminating  the  Trust  Territory  as  soon  as  possible.  The  United  States 
intends  to  terminate  the  Trust  Tcrritor^r  only  when  the  future  status 
of  the  entire  Trust  Territory  has  been  resolved.  Also,  the  United  States 
intends  to  submit  its  termination  scheme  for  the  Trust  Territory  to  the 
United  Nations.  In  light  of  this  substantial  and  necessary  involvement 
of  the  United  Nations  in  the  termination  of  the  Trust  Territory  as  a 
whole,  it  would  appear  desirable  to  consider  an  overall  plan  to  ter- 
minate the  Trust  Territory  prior  to  taking  steps  to  terminate  a  portion 
of  the  Trust  Territory.  In  addition  to  allowing  the  Congress  to  be 
better  informed  generally,  development  of  an  agreement  covering  the 
disposition  of  the  entire  Trust  Territory  could  reduce  the  uncertainty 
surrounding  future  action  by  the  United  Nations  with  regard  to  the 
Trusteeship. 

John  C.  Stennis, 
Howard  W.  Cannon, 
Harry  F.  Byrd,  Jr., 
Gary  Hart, 
William  L.  Scott. 


Public  Law  (h,R.  Il4i+8U) , 

July  Ikf  1976,  An  Act  to  make 
permanent  the  existing  temporary 
authority  for  reimbursement  of 
States  for  interim  assistance 
payments  under  title  XVI  of  the 
Social  Security  Act. 


Public  Law  94-365 
94th  Congress,  H.  R.  14484 
July  14,  1976 

an  act 

To  make  permanent  the  existing  temporary  authority  for  reimbursement  of 
States  for  interim  assistance  payments  under  title  XVI  of  the  Social  Security 
Act,  to  extend  for  one  year  the  eligibility  of  supplemental  security  income 
recipients  for  food  stamps,  and  to  extend  for  one  year  the  period  during  which 
payments  may  be  made  to  States  for  child  support  collection  services  under 
part  D  of  title  IV  of  such  Act. 


Be  it  enacted  hy  the  Senate  and  House  of  Representatives  of  the 
United  States  of  Amenc-a  in  Congress  assemhled^  Social  Security- 

Act,  amend- 

IXTEKIM  ASSISTANCE  ments. 

Section'  1.  Section  1631(g)  of  tlie  Social  Security  Act  is  amended  by  42  USC  1383. 
striking  out  paragraph  ( 6 ) . 


FOOD  STAMP  ELIGIBILITY  FOR  SUPPLEMENTAL  SECUKITY  INCOME  RECIPIENTS 


Sec.  2.  Section  8  of  Public  Law  93-233  is  amended,  subject  to  such 
further  modifications  as  may  hereafter  be  made  in  the  provisions  of 
law  involved,  by  striking  out  "the  30-month  period  beginning  January 
1, 1974"  where  it  appeai-s — 

(1)  in  the  matter  preceding  the  colon  in  subsection  (a)(1), 
and  in  the  new  sentence  added  by  such  subsection,  and 

(2)  in  subsections  (a)(2),  (b)  (1) ,  (b)  (2) ,  (b)(3),  and  (e). 
and  bv  inserting  in  lieu  thereof  in  each  instance  "the  period  ending 
June  30, 1977". 

CHILD  SUPPORT  COLLECTION  PAYMENTS 


7  USC  2012 
note. 


7  USC  2012 
note,  612c 
notes,  1431 
note, 

42  USC  1382e 
note. 


Sec.  3.  Section  455  (a)  of  the  Social  Security  Act  is  amended  by  strik-    42  USC  655. 
ing  out  "June  30,  1976"  in  the  matter  following  j^aragraph  (2)  and 
inserting  in  lieu  thereof  ''June  30, 1977". 

Approved  July  14,  1976. 


LEGISLATIVE  HISTORY: 

HOUSE  REPORT  No.  94-1296  (Comm.  on  Ways  and  Means). 
CONGRESSIONAL  RECORD,  Vol.    122  (1976): 

June  28,   considered  and  passed  House. 

June  30,   considered  and  passed  Senate,  amended. 

Jixly  1,   House  disagreed  to  Senate  amendments. 

Jtdy  2,  Senate  receded  itom  its  amendments. 


90  STAT.  990 

GPO  57-139 


Report  of  the  Committee  on 
Ways  and  Means,  to  accompany 
H.R.  llji+SU,  House  of 
Representatives  Report  No. 
9U-1296. 


^4th  Congress  )  HOUSE  OF  REPRESENTATIVES  f  Eeport 
2d  Session      j  (  No.  94-1296 


EXTEXSIOX  OF  CERTAIN  TEMPORARY  PROVISIONS 
UNDER  SSI  AND  CHILD  SUPPORT  PROGRAMS 


June  24,  1966. — Committed  to  the  Committee  of  the  Whole  House  on  the 
State  of  the  Union  and  ordered  to  be  printed 


!Mr.  Ullmax,  from  the  Committee  on  Ways  and  Means, 
submitted  the  following 

REPORT 

[Including  cost  estimate  of  the  Congressional  Budget  Office] 
[To  accompany  H.R.  14484] 

The  Committee  on  Ways  and  Means,  to  whom  was  referred  the  bill 
(H.R.  1448-1)  to  make  permanent  the  existing  temporary  authority  for 
reimbursement  of  States  for  interim  assistance  payments  under  title 
XVI  of  the  Social  Security  Act,  to  extend  for  one  year  the  eligibility 
of  supplemental  security  income  recipients  for  food  stamps,  and  to 
extend  for  one  year  the  period  during  which  payments  may  be. made 
to  States  for  child  support  collection  services  under  part  D  of  title  IV 
of  such  Act,  having  considered  the  same,  report  favorably  thereon 
without  amendment  and  recommend  that  the  bill  do  pass. 

I.  General  Discussion  of  the  Provisions 

EXTENSION  OF  THE  INTERIM  ASSISTANCE  REIMBURSEMENT  PROGRAM 

Section  1  of  H.R.  14484  amends  title  XVI  to  permanently  extend 
the  Interim  Assistance  Reimbursement  Program  w^hich  was  enacted 
in  1974  for  the  purpose  of  providing  Federal  reimbursement  to  states 
for  interim  assistance  payments  made  to  individuals  awaiting  final 
determination  on  their  applications  for  benefits  from  the  supple- 
mental security  income  program  for  the  aged,  blind  and  disabled.  The 
lAR  program  was  established  to  alleviate  hardships  on  potential  SSI 
recipients  resulting  from  delay  in  determination  of  SSI  eligibility. 
Federal  reimbursement  is  made  only  for  applicants  who  are  subse- 
quently determined  eligible  for  SSI  payments.  There  is  no  cost  to  the 
Federal  government  because  SSI  payments  are  retroactive  to  the  date 
of  application  once  eligibility  is  determined. 

Participation  in  the  lAR  program  is  an  option  which  the  states 
may  exercise  through  agreement  with  the  Department  of  Health, 
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Education  and  Welfare— an  agreement  which  permits  reimburse- 
ment to  the  state  or  directly  to  a  state  or  local  agency  withm  the 
state.  Currently,  24  states  and  the  District  of  Columbia  participate 
directly  or  have  agencies  which  participate  in  the  lAR  program. 

The  statutory  provisions  relating  to  the  interim  assistance  program 
an  expiration  date  of  J une  30, 1976. 

In  its  statutorily  mandated  report  on  the  lAK  program,  the  De- 
partment of  Health,  Education  and  Welfare  recommended  that  the 
Interim  Assistance  Program  be  made  permanent  based  on  the  demon- 
strated effectiveness  and  efficiency  of  the  program. 

ELIGIBILITY  OF  SUPPLEMENTARY  SECURITY  INCOME  RECIPIENTS  FOR 

FOOD  STAMPS 

Section  2  of  the  bill  would  extend  the  provisions  of  section  8  of 
Public  Law  93-233  until  July  1,  1977  or  until  modifications  of  the 
law  affecting  food  stamp  eligibility  are  enacted,  whichever  occurs 
earlier. 

Under  section  8  of  Public  Law  93-233,  Supplemental  Security  In- 
come recipients  are  entitled  to  purchase  food  stamps  except  in  those 
states  in  which  the  federal  government  is  contributing  an  equivalent 
amount  through  the  states'  "hold  harmless"  payments  under  Section 
401  of  Public  Law  92-603  (Public  Law  92-603  established  the  SSI 
program). 

Section  8  expires  on  June  30,  1976,  at  which  time  the  provisions  of 
Public  Law  93-86  would  take  effect  Public  Law  93-86  was  enacted 
before  Public  Law  92-603  became  effective.  Public  Law  93-86  would 
necessitate  a  complicated  procedure  whereby  each  recipient,  would 
have  his  actual  benefit  compared  to  a  calculated  benefit  that  would 
have  been  payable  under  the  Federal-State  programs.  In  other  words, 
the  individual  eligibility  determination  would  have  been  made  on  the 
basis  of  whether  current  income  is  larger  or  smaller  than  that  re- 
ceived or  would  have  been  received  in  December  1973.  The  states 
objected  strongly  to  these  provisions  calling  them  unworkable  and 
administratively  costly. 

As  a  temporary  solution,  Public  Law  93-233  was  enacted  in  Janu- 
ary 1974.  This  law  suspended  the  complex  formula  required  in  Public 
Law  93-86  for  6  months  until  July  1,  1974.  Since  that  time,  the  tem- 
porary provisions  of  Public  Law  93-233  have  been  extended  two  addi- 
tional times  an  are  currently  due  to  expire  on  June  30,  1976. 

In  addition,  the  Agriculture  Committee  is  in  the  process  of  marking 
up  a  food  stamp  reform  bill.  However,  it  is  now  clear  that  the  bill  will 
not  become  law  prior  to  the  expiration  of  section  8  of  Public  Law 
93-233.  The  Agriculture  Committee  has  indicated  it  would  have  no 
objection  to  the  extension  of  the  existing  food  stamp  provisions  until 
a  food  stamp  reform  bill  is  enacted. 

Accordingly,  your  committee's  bill  would  extend  the  provisions  of 
section  8  of  Public  Law  93-233  to  either  June  30,  1977  or  until  the 
passage  of  relevant  food  stamp  legislation,  whichever  occurs  first. 
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CONTINUATION"  OF  FEDERAL  MATCHING  FOR  STATE  CHILD  SUPPORT 
PROGRAMS  FOR  NON-WELFARE  RECIPIENTS 

Section  3  would  continue  for  1  year,  Federal  matching  for  state 
■Child  Support  Programs  for  non-welfare  recipients. 

Public  Law  93-647  contained  a  provision  requiring  states  to  estab- 
lish a  child  support  program.  A  part  of  that  law  mandates  states  to 
make  available  services  for  the  determination  of  paternity,  child  sup- 
port collection  and  enforcement.  These  services  would  be  available  to 
public  assistance  recipients  and  those  individuals  not  on  public 
■assistance. 

Section  455  of  the  Social  Security  Act  which  provides  Federal 
sharing  in  the  cost  of  the  above-named  services  for  non- welfare  recip- 
ients, expires  on  June  30,  1976. 

The  American  Public  Welfare  Association,  the  American  Bar 
Association,  and  numerous  District  Attorneys  urge  the  extension  of 
this  provision.  States  have  been  slow  to  implement  the  law. 

This  section  would  continue  75  percent  Federal  matching  for  such 
services  for  non-welfare  recipients  for  one  calendar  year.  This  would 
give  states  adequate  time  to  develop  these  systems  and  collect  fees  for 
the  services  so  the  program  can  become  self-supporting. 

II.  Other  Matters  Required  To  Be  Discussed 

In  compliance  with  clause  7 (a)  of  rule  XIII  of  the  Rules  of  the 
House  of  Representatives,  the  following  statement  is  made.  The  Con- 
gressional Budget  Office  estimate  is  contained  in  section  III  of  this 
report.  Your  Committee  believes  the  estimate  to  be  reasonable. 

In  compliance  with  clause  2(1)  (2)  (B)  of  rule  XI  of  the  House  of 
Representatives,  the  following  statement  is  made.  The  bill  H.R.  14484 
was  ordered  favorably  reported  to  the  House  of  Representatives  by  a 
voice  vote. 

In  compliance  with  clause  2(1)  (4)  of  rule  IX  of  the  House  of  Rep- 
resentatives, the  following  statement  is  made.  H.R.  14484  should  not 
have  any  inflationary  impact  on  prices  or  on  the  cost  of  operation  of 
the  national  economy  because  it  has  no  significant  cost  features. 

In  compliance  with  clause  2(1)  (3)  subdivisions  (A),  (B)  and  (D) 
of  rule  XI  of  the  House  of  Representatives,  the  following  statements 
are  made.  With  respect  to  subdivision  (A)  of  clause  (3),  the  Commit- 
tee advises  that  there  has  been  some  oversight  of  the  three  programs 
affected  by  this  legislation  by  the  Subcommittee  on  Oversight  of  the 
Committee  on  Ways  and  Means.  The  findings  of  that  Subcommittee 
are  presented  in  Section  IV  of  this  report. 

With  respect  to  subdivision  (B)  of  clause  (3),  the  following  state- 
ment is  made.  The  bill  continues  budget  authority  under  existing  law. 
The  bill  contains  no  new  tax  expenditures. 

With  respect  to  subdivision  (D)  of  clause  (3),  the  Committee  ad- 
vises that  no  oversight  findings  or  recommendations  have  been  made 
by  the  Committee  on  Government  Operations  with  respect  to  the  sub- 
ject matter  of  this  legislation. 
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In  compliance  with  rule  XI,  clause  2(1)  (3)  (C),  a  cost  estimate  for 
H,E.  14484  prepared  by  the  Congressional  Budget  Office  is  contained 
in  Section  III  of  this  report. 

III.  Views  of  the  Congressional  Budget  Office 

',  Congress  of  the  United  States, 

Congressional  Budget  Office, 

Washington.D.C,  June  2Ji,,  1976, 

Hon.  Al  Ullman, 

Chairman^  Committee  on  Ways  and  Means^  U.S.  House  of  Representa- 
tives^ Washington^  D.O, 

Dear  Mr.  Chairman  :  Pursuant  to  Section  403  of  the  Congressional 
Budget  Act  of  1974,  the  Congressional  Budget  Office  has  prepared 
the  attached  cost  estimate  for  H.K.  14484,  legislation  affecting  Titles 
IV  and  XVI  of  the  Social  Security  Act. 

As  you  will  note,  the  Congressional  Budget  Office  has  indicated  that 
there  will  be  no  budgetary  cost  for  any  provisions  of  the  Committee 
bill.  Explanations  for  these  determinations  are  provided  in  the  cost 
estimate  discussion. 

Should  the  Committee  so  desire,  we  would  be  pleased  to  discuss  this 
cost  estimate  further  with  Members  or  staff. 
Sincerely, 

Alice  M.  lR,iyijiN,  Director, 
cost  estimate 

The  Congressional  Budget  Office  has  determined  that  Sections  1  and 
2  of  H.E.  14484  will  have  no  current  or  future  cost  impact. 

Additionally,  Section  3,  although  it  involves  a  cost,  will  have  no 
tiost  impact  on  either  the  Congressional  Budget  Office  scorekeeping 
report  or  the  amount  of  budget  authority  and  outlays  allocated  to 
the  relevant  House  and  Senate  Committees  by  the  First  Concurrent 
Eesolution  for  fiscal  year  1977. 

BASIS  for  estimate 

Section  1  of  H.E.  14484  makes  permanent  existing  policy.  The  in- 
teripi  payments  to  SSI  applicants  are  made  by  States  basically  to 
mitigate  the  impact  of  the  waiting  period  for  certification.  The  Fed- 
eral government  only  reimburses  the  States  for  payments  which  were 
made  to  applicants  who  were  eligible  during  the  period  for  which  they 
received  interim  payments.  In  the  absence  of  this  reimbursement  pro- 
vision, no  State  would  have  the  incentive  to  make  interim  payments 
^ind  it  appears  that  the  Federal  government  would  be  liable  for  retro- 
active payments  to  eligible  SSI  applicants.  While  the  expiration  of 
reimbursement  authority  might  delay  outlays  and  alter  the  methods 
of  payment,  it  does  not  seem  that  it  could  save  the  Federal  government 
money. 

Section  2  of  H.R.  14484  extends  the  provision  of  title  XVI  which 
authorizes  the  automatic  categorical  eligibility  of  SSI  recipients,  for 
Food  Stamp  benefits.  The  expiration  of  this  provision  would  compel 
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SSI  recipients  to  go  through  normal  application  and  certification  pro- 
cedures for  the  Food  Stamp  Program.  The  application  and  certifica- 
tion process  would  not  deny  any  SSI  recipients  Food  Stamp  eligibility 
since  the  SSI  means  and  assets  test  would  also  qualify  SSI  recipients 
for  Food  Stamp  benefits.  Additionally,  the  participation  of  SSI  eli- 
gibles  in  the  Food  Stamp  Program  is  unlikely  to  be  reduced  by  the 
expiration  of  automatic  eligibility  since  it  appears  currently  that  only 
the  most  needy  SSI  recipients  are  using  food  coupons  (the  participa- 
tion rate  is  estimated  by  CBO  to  be  about  30  percent  in  non-cash-out 
states).  The  most  needy  recipients  are  also  those  whose  participation 
is  least  affected  by  additional  administrative  procedures.  Also,  it  is 
possible  that  in  the  longer  term  the  requirement  hat  SSI  recipients 
follow  normal  application  procedures  for  Food  Stamps  will  increase 
the  administrative  costs  of  the  program  to  the  Federal  government. 
(In  the  short  run,  administrative  costs  are  assumed  to  be  fixed.) 

Section  3  of  H.K.  14484  extends  for  one  year  the  authorization  for 
the  Federal  government  to  provide  administrative  and  enforcement 
payments  to  States  for  the  AFDC  Child  Support  Program.  The  CBO 
has  included  $51  million  of  such  payments  in  its  base  estimate  of 
AFDC  program  costs  for  fiscal  year  1977.  The  First  Concurrent 
Budget  Resolution  includes  an  equiA^alent  amount.  The  enactment  of 
this  Section  therefore  will  require  no  adjustment  in  the  CBO  score- 
keeping  report  or  in  the  amounts  allocated  to  the  relevant  House  and 
Senate  Committees  under  the  First  Concurrent  Resolution. 

TV.  FiXDIXGS  OF  THE  SUBCOMMITTEE  ON  OVERSIGHT 

Interim  Assistance  Reimbursement  is  an  essential  service,  particu- 
larly in  view  of  the  nearly  month  long  processing  times  for  SSI  eligi- 
bility. The  Subcommittee  believes,  however,  that  there  may  be  prob- 
lems in  coordinating  the  payment  of  emergency  interim  assistance 
with  the  payment  of  regular  benefits.  For  example,  the  Subcommittee 
has  received  reports  from  the  City  of  Xew  York  that  as  much  as  $3.3 
million  may  be  lost  because  of  the  lack  of  a  central  Social  Security 
Administration  coordinator  in  the  City.  As  a  result,  an  interim  as- 
sistance check  is  sometimes  issued  at  the  same  general  time  that  a  regu- 
lar benefit  check  is  being  issued  and  the  individual  receives  an 
overpayment.  Because  of  the  relatively  low  level  of  benefits,  it  is  often 
impossible  to  recover  fully  these  overpayments  from  the  individual 
since  the  beneficiary  is  usually  in  desperate  need  of  the  funds  and 
spends  them  immediately. 

The  Oversight  Subcommittee  is  scheduling  a  field  hearing  on  SSI 
in  Xew  York  City  in  late  July  and  will  discuss  with  Social  Security 
officials  how  interim  assistance  reimbursement  check  issuances  can  be 
better  coordinated  with  the  regular  benefit  application  process. 

In  the  area  of  Food  Stamps,  the  Oversight  Subcommittee  Chairman 
has  written  to  the  House  and  Senate  Agriculture  Committees  regard- 
ing provisions  in  the  H.R.  13613  and  S.  3136  which  would  encourage 
or  provide  for  the  acceptance  and  processing  of  food  stamp  applica- 
tions at  Social  Security  offices.  While  this  would  certainly  be  a  con- 
venience for  the  beneficiaries  and  "one  stop"  service  is  an  admirable 
goal,  the  Oversight  Subcommittee  Chairman  warned  of  the  already 
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(other  than  the  parent  locator  services)  to  individuals  under  section 
454  (6)  during  any  period  beginning  after  June  30,  [1976]  1977. 

(b)  (1)  Prior  to  the  beginning  of  each  quarter,  the  Secretary  shall 
estimate  the  amount  to  which  a  State  will  be  entitled  under  subsec- 
tion (a)  for  such  quarter,  such  estimates  to  be  based  on  (A)  a  report 
filed  by  the  State  containing  its  estimate  of  the  total  sum  to  be 
expended  in  such  quarter  in  accordance  with  the  provisions  of  such 
subsection,  and  stating  the  amount  appropriated  or  made  available 
by  the  State  and  its  political  subdivisions  for  such  expenditures  in 
such  quarter,  and  if  such  amount  is  less  than  the  Stat-e's  proportionate 
share  of  the  total  sum  of  such  estimated  expenditures,  the  source  or 
sources  from  which  the  difference  is  expected  to  be  derived,  and  (B) 
such  other  investigation  as  the  Secretary  may  find  necessary. 

(2)  The  Secretary  shall  then  pay,  in  such  installments  as  he  may 
deterine.  to  the  State  the  amount  so  estimated,  reduced  or  increased 
to  the  extent  of  any  overpayment  or  underpayment  which  the  Secre- 
tary determines  was  made  under  this  section  to  such  State  for  any 
prior  quarter  and  with  respect  to  which  adjustment  has  not  already 
been  made  under  this  subsection. 

(3)  Upon  the  making  of  any  estimate  by  the  Secretary  under  this 
subsection,  any  appropriations  available  for  payments  under  this  sec- 
tion shall  be  deemed  obligated. 

TITLE  X^T[— GRANTS  TO  STATES  FOR  AID  TO  THE  AGED,. 
BLIXD.  OR  DISABLED,  OR  FOR  SUCH  AID  AND  MEDI- 
CAL ASSISTANCE  FOR  THE  AGED 

Part  B — Procedural  axd  General  Provisions 

pay3iexts  axd  procedures 

Payment  of  Benefits 

Sec.  1631.  (a) (i)  *  *  * 
******* 

Reimbursement  to  States  for  Interim  Assistance  Payments 

(g)  (1)  Notwithstanding  subsection  (d)  (1)  and  subsection  (b)  as 
it  relates  to  the  payment  of  less  than  the  correct  amount  of  benefits, 
the  Secretary  may,  upon  written  authorization  by  an  individual,  with- 
hold benefits  due  with  respect  to  that  individual  and  may  pay  to  a 
State  (or  a  political  subdivision  thereof  if  agreed  to  by  the  Secretary 
and  the  State^  from  the  benefits  withheld  an  amount  sufficient  to  re- 
imburse the  State  (or  political  subdivision)  for  interim  assistance 
furnished  on  behalf  of  the  individual  by  the  State  (or  political 
division). 

(2)  For  purposes  of  this  subsection,  the  term  "benefits'"  with  respect 
to  any  individual  means  supplemental  security  income  benefits  under 
this  title,  and  any  State  supplementary  payments  under  section  1616 
or  under  section  212  of  Public  Law  93-66  which  the  Secretary  makes 
on  behalf  of  a  State  (or  political  subdivision  thereof),  that  the  Secre- 
tary has  determined  to  be  due  with  respect  to  the  individual  at  the 
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time  the  Secretary  makes  the  first  payment  of  benefits.  A  cash  advance 
made  pursuant  to  subsection  (a)  (4)  (A)  shall  not  be  considered  as  the 
first  payment  of  benefits  for  purposes  of  the  preceding  sentence. 

(3)  For  purposes  of  this  subsection,  the  term  "interim  assistance" 
with  respect  to  any  individual  means  assistance  financed  from  State 
or  local  funds  and  furnished  for  meeting  basic  needs  during  the  period, 
beginning  with  the  month  in  which  the  individual  filed  an  application 
for  benefits  (as  defined  in  paragraph  (2) ),  for  which  he  was  eligible 
for  such  benefits. 

(4)  In  order  for  a  State  to  receive  reimbursement  under  the  pro- 
visions of  paragraph  (1),  the  State  shall  have  in  elfect  an  agreement 
with  the  Secretary  which  shall  provide — 

(A)  that  if  the  Secretary  makes  payment  to  the  State  (or  a 
political  subdivision  of  the  State  as  provided  for  under  the  agree- 
ment) in  reimbursement  for  interim  assistance  (as  defined  in 
paragraph  (3))  for  any  individual  in  an  amount  greater  than 
the  reimbursable  amount  authorized  by  paragraph  (1),  the  State 
(or  political  subdivision)  shall  pay  to  the  individual  the  balance 
of  such  payment  in  excess  of  the  reimbursable  amount  as  expedi- 
tiously as  possible,  but  in  any  event  within  ten  working  days  or 

,    .   a  shorter  period  specified  in  the  agreement ;  and 

(B)  that  the  State  will  comply  with  such  other  rules  as  the 
Secretary  finds  necessary  to  achieve  efficient  and  effective  admin- 
istration of  this  subsection  and  to  carry  out  the  purposes  of  the 
program  established  by  this  title,  including  protection  of  hearing 
rights  for  any  individual  aggrieved  by  action  taken  by  the  State 
(or  political  subdivision)  pursuant  to  this  subsection. 

(5)  The  provisions  of  subsection  (c)  shall  not  be  applicable  to  any 
disagreement  concerning  payment  by  the  Secretary  to  a  State  pur- 
suant to  the  preceding  provisions  of  this  subsection  nor  the  amount 
retained  by  the  State  (or  political  subdivision) . 

[(6)  The  provisions  of  this  subsection  shall  expire  on  June  30, 1976. 
At  least  sixty  days  prior  to  such  expiration  date,  the  Secretary  shall 
submit  to  Congress  a  report  assessing  the  effects  of  actions  taken  pur- 
suant to  this  subsection,  including  the  adequacy  of  interim  assistance 
provided  and  the  effi.ciency  and  effectiveness  of  the  administration  of 
such  provisions.  Such  report  may  include  such  recommendations  as  the 
Secretary  deems  appropriate.! 

*  iti  *  *  *  *  * 


Section  8  or  Public  Law  93-233 

AN  ACT  To  provide  a  7-pereent  increase  in  social  security  benefits  beginning 
with  March  1974  and  an  additional  4-percent  increase  beginning  with  June 
1974,  to  provide  increases  in  supplemental  security  income  benefits,  and  for 
other  purposes. 

ELIGIBILITY  OF  SUPPLEMENTAL  SECURITY  INCOME  RECIPIENTS  FOR  FOOD 

STAMPS 

Sec  8.  (a)(1)  Section  3(e)  of  the  Food  Stamp  Act  of  1961  is 
amended  effective  only  for  [the  30-month  period  beginning  January  1,. 
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19T-i3  the  penod  ending  June  30, 1977  to  read  as  it  did  before  amend- 
ment by  Public  Law  92-603  and  Public  Law  93-86,  but  with  the  addi- 
tion of  the  following  new  sentence  at  the  end  thereof:  "For  [the 
30-month  period  beginning  January  1,  19T4J  the  period  ending 
June  30,  1977  no  individual,  who  receives  supplemental  security  in- 
come benefits  under  title  XYI  of  the  Social  Security  Act,  State  supple- 
mentary payments  described  in  section  1616  of  such  Act,  or  payments 
of  the  type  referred  to  in  section  212(a)  of  Public  Law  93-66,  shall  be 
considered  to  be  a  member  of  a  household  or  an  elderly  person  for 
purposes  of  this  Act  for  any  month  during  such  period,  if,  for  such 
month,  such  individual  resides  in  a  State  which  provides  State  sup- 
plementary payments  (A)  of  the  type  described  in  section  1616(a)  of 
the  Social  Security  Act,  and  (B)  the  level  of  which  has  been  found 
by  the  Secretary  of  Health,  Education,  and  Welfare  to  have  been 
specificallv  increased  so  as  to  include  the  bonus  value  of  food  stamps.". 

(2)  Section  3(b)  of  Public  Law  93-86  shall  not  be  effective  for  the 
[30-month  period  beginning  January  1,  1974]  period  ending  June  30^ 

(b)  (1)  Section  4(c)  of  Public  Law  93-86  shall  not  be  effective  for 
[the  30-month  period  beginning  January  1,  1974]  the  period  ending 
June  30. 1977. 

(2)  The  last  sentence  of  section  416  of  the  Act  of  October  31,  1949 
(as  added  by  section  411(g)  of  Public  Law  92-603)  shall  not  be  effec- 
tive for  [the  30-month  period  beginning  January  1,  1974  the  period 
ending  June  30, 1977. 

(3)  For  [the  30-month  period  beginning  January  1, 1974]  the  period 
ending  June  30, 1977,  no  individual,  who  receives  supplemental  secur- 
ity income  benefits  under  title  XVI  of  the  Social  Security  Act,  State 
supplementary  payments  described  in  section  1616  of  such  Act,  or  pay- 
ments of  the  type  referred  to  in  section  212(a)  of  Public  Law  93-66, 
shall  be  considered  to  be  a  member  of  a  household  for  any  purpose  of 
the  food  distribution  program  for  families  under  section  32  of  Public 
Law  74-320,  section  416  of  the  Agricultural  Act  of  1949,  or  any  other 
law,  for  any  month  during  such  period,  if,  for  such  month,  such  indi- 
vidual resides  in  a  State  which  provides  State  supplementary  pay- 
ments (A)  of  the  type  described  in  section  1616(a)  of  the  Social 
Security  Act,  and  (B)  the  level  of  which  has  been  found  by  the  Secre- 
tary of  Health,  Education,  and  Welfare  to  have  been  specifically  in- 
creased so  as  to  include  the  bonus  value  of  food  stamps. 

(c)  For  purposes  of  the  last  sentence  of  section  3(e)  of  the  Food 
Stamp  Act  of  1964  (as  amended  by  subsection  (a)  of  this  section)  and 
subsections  (b)  (3)  and  (f)  of  this  section,  the  level  of  State  supple- 
mentary payment  under  section  1616(a)  shall  be  found  by  the  Secre- 
tary to  have  been  specifically  increased  so  as  to  include  the  bonus  value 
of  food  stamps  (1)  only  if,  prior  to  October  1,  1973,  the  State  has 
entered  into  an  agreement  with  the  Secretary  or  taken  other  positive 
steps  which  demonstrate  its  intention  to  provide  supplementary  pay- 
ments under  section  1616(a)  at  a  level  which  is  at  least  equal  to  the 
maximum  level  which  can  be  determined  under  section  401(b)  (1)  of 
the  Social  Security  Amendments  of  1972  and  which  is  such  that  the 
limitation  on  State  fiscal  liability  under  section  401  does  result  in  a 
reduction  in  the  amount  which  would  otherwise  be  payable  to  the 
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■Secretary  by  the  State,  and  (2)  only  witli  respect  to  such  months  as 

the  State  may,  at  its  option,  elect. 

(d)  Section  401(b)  (1)  of  the  Social  Security  Amendments  of  1972 
is  amended  by  striking  out  everything  after  the  word  "exceed"  and 
inserting  in  lieu  thereof:  "a  payment  level  modification  (as  defined  in 
paragraph  (2)  of  this  subsection)  with  respect  to  such  plans." 

(e)  The  amendment  made  by  subsection  (d)  shall  be  effective  only 
for  [the  30-month  period  beginning  January  1,  1974]  the  period  end- 
ing June  30^  1977^  except  that  such  amendment  shall  not  during  such 
period,  be  effective  in  any  State  which  provides  supplementary  pay- 
ments of  the  type  described  in  section  1616(a)  of  the  Social  Security 
Act  the  level  of  which  has  been  found  by  the  Secretary  to  have  been 
specifically  increased  so  as  to  include  the  bonus  value  of  food  stamps. 
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Public  Law  9U-368  (h.R.  13501), 
July  16,  1976,  An  Act  to  extend 
or  remove  certain  time  limitations 
and  make  other  administrative 
improvements  in  the  Medicare 
program  under  title  XVTII  of  the 
Social  Security  Act, 


Public  Law  94-368 
94th  Congress,  H.  R,  13501 
July  16,  1976 


an  act 


To  extend  <ir  remove  certain  time  limitations  and  make  other  administrative 
improvements  in  the  medicare  program  under  title  XVIII  of  the  Social 
Security  Act. 

Be  it  enorted  hy  the  Seiiate  and  Home  of  Representatives  of  the 
Un.ited  States  of  America  in  Congress  assembled^  That  section  15(d) 
of  Public  Law '93-233  (as  amended  by  section  7(c)  of  Public  Law 
93-368)  is  amended  by  striking  out  "July  1.  1976"  and  inserting  in 
lieu  thereof  ""October  1.  1977". 

Sec.  '1.  The  la.-t  seiitence  of  section  1842 (b)  (3)  of  the  Social  Secu- 
rity Act  i.-  amended  by  striking  out  "'for  the  fiscal  year  beginning 
July  1.  1975."'  and  inserting  in  lieu  thereof  ""for  the  t^Yelve-nlonth 
period  beginning  on  July  1  in  any  calendar  year  after  1974". 

Sec.  3.  (a)  The  third  sentence  of  section  1842 (b)  (3)  of  the  Social 
Security  Act  is  amended  by  striking  out  ""prior  to  the  start  of  the  fiscal 
year  in  wliich  the  bill  is  submitted  or  the  request  for  payment  is  made" 
in  clause  (ii)  and  inserting  in  lieu  thereof  "prior  to  the  start  of  the 
t\Yelve-month  period  (beginning  July  1  of  each  year)  in  which  the 
bill  is  submitted  or  the  rec^uest  for  payment  is  made". 

(b)  The  fourth  sentence  of  section  1842(b)(3)  of  such  Act  is 
amended  by  striking  out  "'for  any  fiscal  year  beginning  after  June  30, 
1973."  and  inserting  in  lieu  thereof  ""for  any  twelve-month  period 
(beginning  after  June  30.  1973)  specified  in  clause  (ii)  of  such 
sentence". 

(c)  Section  204(7)  of  tlie  Fiscal  Year  Transition  Aci  is  amended 
by  striking  out  the  reference  to  section  1842(b)(3)  of  the  Social 
Security  Act. 

Se(  ,  4.  The  amendments  made  by  sections  2  and  3  of  this  Act  shall 
\x}  ('tlocti\e  with  respect  to  periods  beginning  after  June  30,  1976; 
except  that,  for  the  twelve-month  period  beginning  July  1,  1976,  the 
amendmeiits  made  by  section  3  shall  be  applicable  with  respect  to 
claims  filed  under  part  B  of  title  XVIII  of  the  Social  Security  Act 
(after  June  30,  1976.  and  before  July  1,  1977)  with  a  carrier  desig- 
nated pursuant  to  section  1842  of  such  Act  and  processed  by  such 
carrier  after  the  appropriate  changes  were  made  pursuant  to  such 
section  3  in  the  prevailing  charge  levels  for  such  tw^elve-month  period 
under  the  third  and  fourth  sentences  of  section  1842(b)(3)  of  the 
Social  Security  Act. 

Approved  July  l6,  1976. 
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Report  of  the  Committee  on 
Ways  and  Means,  to  accompany 
H.R.  13501,  House  of 
Representatives  Report  No. 
9U-111U. 


UTn  Congress  )  HOUSE  OF  EEPEESEXTATIYES  j  Report 
2d  Session     \  (  No.  94-1 1 1 4 


MEDICAEE  EXTENSION  AMENDMENTS 


May  10,  1976. — Committed  to  the  Committee  of  the  Whole  House  on  the 
State  of  the  Union  and  ordered  to  be  printed 


Mr.  Ull^^iax,  from  the  Committee  on  Ways  and  Means, 
submitted  the  following 

REPORT 

(Including  cost  estimate  and  comparison  of  the  Congressional 

Budget  Office) 

[To  accompany  H.R.  13501] 

The  Committee  on  Ways  and  Means,  to  whom  was  referred  the  bill 
(IT.Iv.  13501)  to  extend  or  remove  certain  time  limitations  and  make 
other  administrative  improvements  in  the  medicare  program  under 
title  XVIII  of  the  Social  Security  Act,  having  considered  the  same, 
leport  favorably  thereon  without  amendment  and  recommend  that  the 
bill  do  pass. 

I.  Purpose  and  Background  or  the  Bill 

Your  committee's  bill  would  make  three  relatively  minor  changes  in 
the  medicare  law  that  must  take  effect  by  July  1,  1976,  in  order  to 
avoid  cei-tain  adverse  effects  on  medicare  beneficiaries  and  health  care 
providers.  In  brief,  these  changes  would  (a)  provide  needed  additional 
time  during  which  the  Congress  can  determine  an  appropriate  policy 
regarding  medicare  reimbursement  for  the  services  of  physicians  in 
teaching  hospitals ;  (b)  avoid  the  rollback  below  fiscal  year  1975  levels, 
of  "prevailing  charges"  (used  in  determining  medicare  reimburse- 
ment for  physicians'  services) ;  and  (c)  continue  the  practice,  which 
the  medicare  program  has  followed  since  its  inception,  of  updating 
"customary"  and  "prevailing"  charges  (used  in  determining  physician 
reimbursement)  each  year  as  of  J uly  1. 

Your  committee  recommends  these  minor,  but  necessary,  amend- 
ments at  this  time  to  modify  the  effect  of  medicare  changes  that  would 
otherwise  occur  as  of  July  1  of  this  year. 
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II.  General  Statement 

A.  REIMBURSEMENT  FOR  SERVICES  OF  PHYSICIANS  PROVIDED  IN 
TEACHING  HOSPITALS 

When  medicare  was  enacted,  the  general  expectation  reflected  in  the 
law  was  tliat  the  patient  care  services  of  physicians  would  be  reim- 
bursed under  part  B  of  medicare  (supplementary  medical  insurance) 
on  the  basis  of  reasonable  charges.  Hospital  costs,  including  salaries 
of  interns  and  residents,  as  well  as  supervising  physicians  participat- 
ing in  educational  programs  in  the  hospital,  were  to  be  reimbursed 
luider  part  A  of  medicare  (hospital  insurance)  on  a  reasonable  cost 
basis. 

These  distinctions,  however,  are  not  easily  made  with  respect  to  the 
actual  services  and  responsibilities  in  a  teaching  hospital,  where  teach- 
ing and  patient  care  are  often  inseparable.  The  original  medicare  law 
did  not  address  the  specific  issue  of  how  medicare  should  determine 
reimbursement  for  the  services  of  a  physician  when  he  supervises 
interns  and  residents  in  the  care  of  patients. 

This  ambiguity  led  in  practice  to  a  variety  of  arrangements  for  re- 
imbursing the  services  of  physicians  in  teaching  hospitals.  Out  of  con- 
cern about  the  lack  of  uniformity  in  these  arrangements,  the  Congress 
included  a  provision  (section  227)  in  the  1972  social  security  amend- 
ments (Public  Law  92-603)  that  was  intended  to  simplify  payment 
problems. 

Adoption  of  this  provision,  liowever,  brought  forth  expressions  of 
serious  concern  from  the  medical  education  community  about  whether 
the  legislation  in  fact  established  a  workable  and  equitable  reimburse- 
ment policy  for  the  teaching  hospital  setting.  Thereafter,  and  before 
section  227  was  implimented,  the  Congress  adopted  legislation  (P.L. 
92-233)  calling  for  a  thorough  study  of  the  issue  by  the  National 
Academy  of  Sciences.  Pending  completion  of  the  study,  section  227  of 
Public  Law  92-603  was  suspended  (until  July  1, 1976) . 

The  congressionally  chartered  study  by  the  National  Academy  of 
Sciences  was  presented  to  your  committee  on  March  1, 1976.  There  has 
not  been  sufficient  time  since  then  to  consider  the  results  of  the  study 
and  develop  appropriate  legislation.  However,  the  reimbursement 
method  for  services  of  teaching  physicians  mandated  in  the  1972 
amendments  will  become  effective  beginning  July  1,  1976,  in  the  ab- 
sence of  any  legislative  action.  Since  your  committee  plans  to  fully 
reexamine  the  entire  issue  of  reimbursement  of  teaching  physicians  in 
light  of  the  study  by  the  National  Academy,  the  bill  would  postpone 
the  effective  date"  of  the  1972  reimbursement  provision  until  October  1, 
1977.  This  would  allow  your  committee  the  time  necessary  to  give  full 
consideration  to  the  study's  findings  and  reconunendations  relating  to 
alternative  methods  of  reimbursement  for  services  of  physicians  in 
teaching  hopsitals. 

B.  ELIMINATION  OF  ROLLBACKS  IN  PREVAILING  CHARGES  DUE  TO 
APPLICATION  OF  THE  ECONOMIC  INDEX 

The  Social  Security  Amendments  of  1972  (Public  Law  92-603)  in- 
cluded several  provisions  designed  to  control  the  escalating  costs  of 
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the  medicare  program.  Among  these  was  a  provision  limiting  the  rate 
at  which  "prevailing  charges"  (the  ceilings  on  what  the  medicare  pro- 
gram will  recognize  as  reasonable  charges  for  physicians'  services)  can 
increase  from  year  to  year. 

Under  this  provision,  the  prevailing  charges  recognized  in  fiscal 
year  1973  for  a  locality  were  allowed  to  increase  in  fiscal  year  1974, 
and  in  later  years,  only  to  the  extent  justified  by  indices  reflecting 
changes  in  operating  expenses  of  physicians  and  in  general  earnings 
levels.  The  statistical  methods  used  to  calculate  the  limit  on  increases 
alloAved  by  the  provision  were  to  be  established  by  the  Secretary  of 
Health,  Education,  and  Welfare. 

The  application  of  the  index  in  the  fiscal  year  beginning  July  1, 
1975  had  one  completely  unintended  effect.  In  some  cases,  the  index 
caused  fiscal  year  1976  prevailing  charges  to  be  rolled  back  below  fiscal 
year  1975  prevailing  charge  levels.  Out  of  concern  that  this  reduction 
in  the  ceiling  on  medicare  payments  Avould  have  an  adverse  effect  on 
l)cneficiaries,  your  committee  recoromended  leglisation  to  assure  that 
operation  of  the  economic  index  during  fiscal  year  1976  would  not  re- 
sult in  lower  prevailing  charges  for  physicians'  services  than  during 
fiscal  vear  1976.  This  legislation  was  enacted  into  law  on  December  31, 
1975  (  Public  Law  91-182) . 

It  has  come  to  the  attention  of  your  committee,  however,  that,  in  the 
absence  of  legislation,  application  of  the  economic  index  in  periods 
after  fiscal  year  1976  will  once  again  have  a  rollback  effect — reducing 
some  prevailing  charges  to  levels  below  what  they  were  in  fiscal  yesiv 
1975.  Although  the  total  effects  of  the  rollback  in  the  next  12  months 
Avill  be  less  than  in  the  prior  fiscal  year  (and  will  in  the  future  totally 
disappear),  it  is  nevertheless  an  unintended  and  adverse  effect,  and 
should  not  be  allowed  to  take  place.  Your  committee's  bill  would,  there- 
fore, change  the  law  to  eliminate  the  future  possibility  of  rollbacks  in 
prevailing  charges  due  to  application  of  the  economic  index. 

C.  UPDATIXG  OF  CUSTOINIARY  AND  PREVAILING  CHARGES 

Under  present  medicare  law,  "customary"  and  "prevailing"  charges 
(used  to  determine  the  medicare  reasonable  charge  for  a  physician's 
service)  are  updated  at  the  beginning  of  every  fiscal  year.  In  years 
prior  to  1976,  this  meant  that  charges  were  updated  every  July  1,  with 
the  update  based  on  actual  charges  made  by  physicians  in  the  preceding 
calendar  year. 

Under  the  Consfressional  Budget  and  Impoundment  Control  Act  of 
1974,  the  beginning  of  the  governmental  fiscal  year  is  moved  from 
July  1  to  October  1.  A  consequence  for  the  medicare  program  is  that 
the  updating  of  customary  and  prevailing  charges  will  henceforth  take 
place  each  year  as  of  October  1  rather  than  July  1,  because  existing 
medicare  law  calls  for  such  updating  to  occur  at  the  beginning  of  each 
fiscal  year.  Thus,  without  a  change  in  the  law,  in  1976  and  every  year 
tlieroafter.  medicare  will  delay  for  three  additional  months  the  recog- 
nition of  fee  increases  that  have  occurred  during  the  preceding  calen- 
dar year.  The  effect  is  to  make  medicare  reimbursement  amounts  for 
physicians'  services  less  adequate  than  today — at  a  time  when  many 
physicians  and  beneficiaries  already  believe  that  medicare  delays  too 
long  in  recognizing  increases  in  fees. 
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It  is  the  primary  concern  of  your  committee  that  this  additional  3- 
month  lag  would  have  a  direct  adverse  effect  on  beneficiaries.  Even 
fewer  physicians  than  today  would  be  willing  to  accept  assignment  of 
claims — with  the  result  that  additional  beneficiaries  would  have  to 
pay  out  of  their  own  pockets  the  increased  difference  between  the 
medicare  allowance  and  the  actual  charge  of  the  physician. 

Your  committee's  bill  would,  therefore,  maintain  the  July  1  date  for 
revising  prevailing  and  customary  charges,  irrespective  of  the  overall 
change  in  the  Federal  Government's  fiscal  year. 

III.  Cost  of  Carryixg  Out  the  Bill  and  Effect  ox  the  Revexues 

In  compliance  with  clause  7  of  rule  XIII  of  the  Rules  of  the  House 
of  Representatives,  the  following  statement  is  made : 

Section  1  of  your  committee's  bill  postpones  for  15  months  the  ef- 
fective date  of  the  reimbursement  methods  for  teaching  physicians 
mandated  in  section  227  of  Public  Law  92-603.  The  President's  budget 
made  no  assumption  that  section  227  would  go  into  effect  on  July  1, 
1976.  The  Administration  estimates,  however,  that  if  section  227  were 
allowed  to  go  into  effect  on  July  1,  1976,  additional  medicare  expendi- 
tures would  be  incurred.  The  estimated  additional  expenditures  are 
shown  below : 


Medicare  expenclitures — additional  expenditures  resulting  from  reimbursement 
methods  under  section  227  of  Public  Laic  92-603 

Piscal  years  :  Millions 
Transitional  fiscal  period  (July  1,  1976,  through  Sept.  30,  1976)  

1977   $5 

1978    6 

1979    7 

1980    8 

1981   9 

1  Less  than  $1  million. 

It  should  be  emphasized  that  enactment  of  this  provision  of  your 
committee's  bill  would  have  no  effect  on  the  outla^^s  shown  in  the 
President's  budget  for  the  existing  medicare  program.  Failure  to  enact 
this  or  any  other  provision  (thus  permitting  the  provisions  of  existing 
law  to  take  effect)  would  increase  budgeted  program  outlays  by  the 
amount  shown  above. 

Section  2  of  the  bill  assures  that  application  of  the  economic  index 
(as  required  by  Public  Law  92-603)  will  never  result  in  the  determina- 
tion of  prevailing  charges  which  are  lower  than  such  charges  deter- 
mined for  fiscal  year  1975.  The  Administration  estimates  that  if  the 
rollback  of  prevailing  charges  were  allowed  to  take  place,  the  result- 
ing savings  to  the  medicare  program  would  amount  to  $3  million  in 
the  transitional  fiscal  period,  $7  million  in  fiscal  year  1977,  less  than 
$1  million  in  fiscal  year  1978,  and  negligible  amounts  beginning  in 
fiscal  year  1979,  declining  eventually  to  zero. 

However,  in  determining  total  medicare  expenditures  under  exist- 
ing law,  the  President's  budget  did  not  assume  that  there  would  be 
any  rollback  in  prevailing  charges.  Thus,  adoption  of  this  provision 
of  the  bill  would  not  affect  the  amounts  already  shown  in  the  budget 
for  the  existing  medicare  program. 

Section  3  of  the  bill  provides  that,  regardless  of  the  change  in  the 
Federal  Government's  fiscal  year,  medicare's  customary  and  prevail- 
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ing  charges  will  continue  to  be  upclated  every  July  1.  To  allow  tlie 
three-month  delay  in  recognition  of  increases  in  plwsicians'  fees  to 
occur  would  result  in  a  reduction  in  program  expenditures.  The  esti- 
mated reductions  are  as  follows : 

Medicare  expenditures — reduction  in  outlays  resulting  from  additional  delay  in 
updating  customary  and  prevailing  charges 


Fiscal  years : 

Transitional  fiscal  period  (July  1,  1976  through  Sept.  30,  1977)   $91 

1977    62 

1978    67 

1979    76 

1980    73 

1981   66 


However,  the  President's  budget  as  sent  to  Congress  did  not  assume 
that  customary  and  prevailing  charges  would  henceforth  be  updated 
as  of  October  1  (rather  than  July  1)  of  each  year.  Thus,  adoption  of 
this  provision  of  the  bill  would  not  affect  the  amounts  already  shown 
in  the  budget  for  the  existing  medicare  program. 

In  compliance  with  clause  2(1)  (3)  (C)  of  rule  XI  of  the  Rules  of 
the  House  of  Representatives,  the  statement  relative  to  the  estimated 
costs  of  carrying  out  the  bill  furnished  to  3'our  committee  by  the  Di- 
rector of  the  Congressional  Budget  Office  follows : 

COXGRESS  OF  THE  UjnITED  StATES, 

Congressional  Budget  Office, 

Washington,  D.C.,  May  6, 1976. 

Hon.  Al  Ullmax, 

Chairman,  Committee  on  W ays  and  M eans,  U.S.  House  of  Eeprescnt- 
atives,  Washington,  B.C. 
Dear  Mr.  Chair:max  :  Pursuant  to  Section  403  of  the  Congressional 
Budget  Act  of  1974,  the  Congressional  Budget  Office  has  prepared  the 
attached  cost  estimate  for  H.R.  13501,  the  Medicare  Extension 
Amendments. 

Should  the  Committee  so  desire,  we  would  be  pleased  to  provide 
further  details  on  the  atached  cost  estimate. 
Sincerely, 

Alice  M.  Rivlix, 

Birector. 

Attachment. 

COXGRESSIOXAL  BuDGET  OfFICE  CoST  EsTIMATE 

1.  Bill  number :  H.R.  13501. 

2.  Bill  title :  Medicare  Extension  Amendments. 

3.  Purposes  of  the  bill :  To  extend  provisions  in  the  Medicare  statute 
(Title  XAH^II  of  the  Social  Security  Act)  related  to  the  avoidance 
of  roll  backs  in  charges  due  to  the  economic  index,  the  maintenance  of 
the  July  1  updating  of  the  charge  screen,  and  the  reimbursement  of 
teaching  physicians. 

4.  Cost  estimate :  Xo  budgetary  impact. 

5.  Basis  for  estimate :  The  provisions  in  this  bill  extend  current  law. 
Since  CBO  projections  for  the  costs  of  the  Medicare  program  are 
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based  upon  current  policy,  H.R.  13501  would  make  no  change  in  those 
projections. 

6.  Estimate  comparison:  The  Social  Security  Administration  has 
also  indicated  that  these  provisions  would  have  no  impact  on  their 
current  services  projections  for  medicare  outlays. 

7.  Previous  CBO  estimate :  Not  applicable. 

8.  Estimate  prepared  by :  Jeffrey  C.  Merrill  (225-^972) . 

9.  Estimate  approved  by:  C.  G.  Nuckols  for  James  L.  Blum,  As- 
sistant Director  for  Budget  Analysis. 

IV.  Other  ]Matters  Eequired  To  Be  Discussed  Under  House  Eules 

In  compliance  with  clause  2(1)  (2)  (B)  of  rule  XI  of  the  Eules  of 
the  House  of  Eepresentatives,  the  following  statement  is  made  rela- 
tive to  the  vote  by  your  committee  on  the  motion  to  report  the  bill. 
The  bill  was  unanimously  ordered  favorably  reported  by  your 
committee. 

In  compliance  with  clause  2(1)  (3)  (A)  of  rule  XI  of  the  Eules  of 
the  House  of  Eepresentatives,  the  following  statement  is  made  rela- 
tive to  oversight  findings  by  your  committee.  As  the  result  of  its  con- 
tinuing examination  of  the  operation  of  the  medicare  program,  your 
committee  has  concluded  that  certain  changes  that  would  occur  in 
the  program  under  existing  law  should  not  take  place;  accordingly, 
the  bill  instead  extends  into  the  future  several  arrangements  under 
\vhich  the  program  currently  operates. 

In  compliance  with  clause  2(1)  (3)  (B)  of  rule  XI  of  the  Eules  of 
the  House  of  Eepresentatives,  your  committee  states  that  the  changes 
made  in  present  law  by  this  bill  involve  no  new  budgetary  authority 
or  new  or  increased  tax  expenditures. 

With  respect  to  clause  2(1)  (3)  (D)  of  rule  XI  of  the  Eules  of  the 
House  of  Eepresentatives,  your  committee  advises  that  no  oversight 
findings  or  recommendations  have  been  submitted  to  your  committee 
by  the  Committee  on  Government  Operations  with  respect  to  the  sub- 
ject matter  contained  in  the  bill. 

In  compliance  with  clause  2(1)  (4)  of  rule  XI  of  the  Eules  of  the 
House  of  Eepresentatives,  your  committee  states  that  the  three  changes 
made  under  this  bill  would  not  have  an  inflationary  impact  on  prices 
and  costs  in  the  operation  of  the  national  economy.  All  three  sections 
would  merely  extend  certain  existing  medicare  arrangements. 

V.  Secttox-by-Section  Analysis  and  Jurisdiction  or  the  Bill 

SECTION   1.  reimbursement  FOR  SERVICES  OF  PHYSICIANS  PROVIDED  IN 

TEACHING  HOSPITALS 

Analysis 

Section  1  would  postpone  the  effective  date  of  the  reinmbursement 
methods  for  services  of  physicians  in  teaching  hospitals  called  for 
under  section  227  of  the  1972  social  security  amendments  (Public  Law 
92-603)  from  July  1, 1976,  to  October  1, 1977  (i.e.,  cost-accounting  pe- 
riods beginning  after  September  30, 1977) . 

Jmtification 

Before  section  227  was  implemented.  Public  Law  93-233  (Decem- 
ber 31,  1973)  authorized  the  Institute  of  Medicine  of  the  National 
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Academy  of  Sciences  to  undertake  a  detailed  study  of  the  issues  in 
teacliing  physician  reimbursement  and  postponed  the  effective  date 
of  section  227.  The  completed  study  was  submitted  to  the  Committee 
on  Ways  and  Means  in  March,  1976.  The  further  extension  of  the 
effective  date  of  the  reimbursement  provision  would  allow  the  time 
necessary  for  the  committee  to  consider  the  study  and  determine 
whether  an  alternative  approach  to  teaching  physician  reimbursement 
would  be  preferable. 

SECTIOX  2.  ELIZVIIXATIOX  OF  ROLLBACKS  IX  PREVAILIXGS  CHAEGES  DUE  TO 
APPLICATIOX  OF  TIIE  ECOXOMIC  IXDEX 

Analysis 

Section  2  would  assure  that  operation  of  the  economic  index  (applied 
pursuant  to  the  1972  social  security  admendments — Public  Law  92- 
GOo)  will  never  result  in  determination  of  prevailing  charges  for 
physician  services  that  are  lower  than  they  ^ere  in  fiscal  year  1975. 

J  ustification 

It  was  never  intended  that  application  of  the  economic  index  in 
fiscal  year  1976  (when  the  index  was  first  applied)  should  have  the 
effect  of  rolling  back  prevailing  charges  below  their  fiscal  year  1975 
levels.  A  rollback  did,  however,  occur  in  fiscal  year  1976  but  was  cor- 
rected by  enactment  of  Public  Law  91—182.  To  avoid  the  occurance 
of  such  rollbacks  again,  the  bill  would  modify  the  law  to  assure  that 
in  no  future  period  will  the  economic  index  result  in  prevailing  charges 
lower  than  were  determined  for  fiscal  year  1975. 

SECTIOX  3.  L'PDATIXG  OF  CUSTOMARY  AXD  PREVAILIXG  CHARGES 

Analysis, 

^  Section  3  would  assure  that  customarj^  and  prevailing  charges  con- 
tinue to  be  updated  every  July  1,  even  though  the  beginning  of  the 
Federal  Government's  fiscal  year  is  changed  to  October  1. 

Justification 

To  allow  the  change  in  the  fiscal  year  to  apph'  to  the  updating  of 
customary  and  prevailing  charges  would  result  in  an  additional  3- 
month  delay  in  recognizing  increases  in  phj^sicians'  fees  at  a  time  when 
many  physicians  and  beneficiaries  alread}^  believe  medicare  delays 
too  long  in  recognizing  increases.  Of  primary  concern  is  that  this 
delay  would  have  an  adverse  effect  on  beneficiaries.  Even  fewer  phys- 
icans  than  today  would  be  willing  to  accept  assigmnent  of  claims — 
with  the  result  that  additional  beneficiaries  would  have  to  ]3ay  out  of 
their  own  pockets  the  increased  difference  between  the  medicare  al- 
lowance and  the  actual  charge  of  the  physician. 

SECTIOX   4.   EFFECTEV'E  DATES 

Analysis. 

Section  4  provides  that  section  2  (elimination  of  a  rollback  in  pre- 
vailing charges  due  to  application  of  the  economic  index)  and  section 
3  (updating  of  customary  and  prevailing  charges)  will  become  effec- 
tive July  1, 1976  ;  except  that,  for  the  12-month  period  beginning  July 
1,  1976,  the  requirements  of  section  2  will  be  effective  with  respect  to 
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claims  filed  witli  carriers  after  the  carriers  have  updated  the  custom- 
ary and  prevailing  charges  pursuant  to  section  3. 

Justification 

Jul}'  1,  197G  is  the  date  on  which  the  existing  medicare  law  \yould 
have  called  for  customary  and  prevailing  charges  to  be  updated  if  the 
Federal  Goverjunent's  fiscal  year  had  not  been  changed,  and  section  Z 
of  the  bill  restores  that  date.  A  previously  enacted  medicare  amend- 
ment assured  that  for  fiscal  year  1976,  no  prevailing  charges  would  be 
determined  to  be  lower  than  they  were  in  fiscal  year  1975  (due  to  aio- 
plication  of  the  economic  index).  For  periods  after  fiscal  year  1976, 
the  effective  date  of  section  2  results  in  the  same  assurance,  kej'cd  to  the 
updating  of  prevailing  charges  by  medicare  carriers. 

VI.  Changes  in  Exisiing  Law  Made  by  the  Bill,  as  Eeported 

In  compliance  with  clause  ?>  of  Rule  XIII  of  the  Rules  of  the  House 
of  Representatives,  changes  in  existing  law  made  by  the  bill,  as  re- 
portecl,  are  shown  as  follows  (existing  law  proposed  to  be  omitted  is 
enclosed  in  black  brackets,  new  matter  is  printed  in  italic,  existing 
law  in  which  no  change  is  proposed  is  shown  in  roman)  : 

Section  15  of  Public  Law  93-233 

To  provide  a  7-percent  increase  in  social  security  benefits  beginning  with  March 
1974  and  an  additional  4-percent  increase  beginning  with  June  1974,  to  provide 
Increases  in  supplemental  security  income  benefits,  an  for  other  purposes 
*  *  *  *  *  «  * 

PAYMENT  FOR  SERVICES  OF  PHYSICIANS  RENDERED  IN  A  TEACHING 

HOSPITAL 

:  Sec  15.  (a)  (1)  *  *  - 

(d)  The  provisions  of  subsection  (a)  shall  apply  with  respect  to  cost 
accoimting  periods  beginning  after  June  30,  1973,  and  prior  to  [July 
1, 1976]  Octolerl,  1077. 


Section  1824  of  the  Social  Security  Kct 

USE  OF  carriers  FOR  ADMINISIT.ATION  OF  BENEFITS 

•1.  Sec.  1842.  (a)  *  -  * 
(b)(1)  *  ^  ^ 

(3)  Each  such  contract  shall  provide  that  the  carrier — 

(A)  will  take  sucli  action  as  may  be  necessary  to  assure  that, 
wdiere  payment  under  this  part  for  a  service  is  on  a  cost  basis,  the 
cost  is  reasonable  cost  (as  determined  under  section  1861  (v)); 

(B)  will  take  such  action  as  may  be  necessary  to  assure  that, 
where  payment  under  this  part  for  a  service  is  on  a  charge  basis, 
such  charge  will  be  reasonable  and  not  higher  than  the  charge 
applicable,  for  a  comparable  service  and  under  comparable  cir- 


H.R.  1114 


9 


cumstances.  to  the  policYliolcIers  and  subscribers  of  tlie  carrier, 
and  such,  pavnient  will  (except  as  otherwise  provided  in  section 
lS70(f))  be  made— 

(i)  on  the  basis  of  an  itemized  bill:  or 

(ii)  on  the  basis  of  an  assignment  nnder  the  terms  of 
which  (I)  the  reasonable  charge  is  the  full  charge  for  the 
service  (except  in  the  case  of  physicians'  services  and  am- 
bulance service  furnished  as  described  in  section  1862(a)  (4), 
other  than  for  purposes  of  section  1870 (f)  and  (II)  the 
physician  or  other  person  furnishing  such  service  agrees  not 
to  charge  for  such  service  if  payment  may  not  be  made  there- 
for by  reason  of  the  iDrovisions  of  paragraph  (1)  of  section 
1S62.  and  if  the  individual  to  whom  such  service  was  fur- 
nished was  without  fault  in  incurring  the  expenses  of  such 
service,  and  if  the  Secretary's  determination  that  payment 
(pursuant  to  such  assignment)  was  incorrect  and  was  made 
subsequent  to  the  third  year  .following  the  year  in  which 
notice  of  such  payment  was  sent  to  such  individual:  except 
that  the  Secretary  may  redtice  such  three-year  period  to  not 
less  than  one  year  if  he  finds  such  reduction  is  consistent  with 
the  objectives  of  this  title: 

but  ( in  the  case  of  bills  stibmitted.  or  requests  for  payment  made, 
after  ]March  1968)  only  if  the  bill  is  submitted,  or  a  written  re- 
C|tiest  for  payment  is  made  in  such  other  form  as  may  be  permit- 
ted tmder  regulations,  no  later  than  the  close  of  the  calendar 
year  following  the  year  in  which  stich  service  is  furnished  (dteem- 
ing  any  service  furnished  in  the  last  3  months  of  any  calendar  year 
to  have  been  furnished  m  the  succeeding  calendar  year)  : 

( C )  will  establish  and  maintain  procedures  pursuant  to  which 
an  individual  enrolled  imder  this  part  will  be  granted  an  oppor- 
tunity for  a  fair  hearing  by  the  carrier,  in  any  case  where  the 
amount  in  controversy  is  $100  or  more  when  requests  for  pay- 
ment under  this  part  with  respect  to  services  furnished  him  are 
denied  or  are  not  acted  upon  with  reasonable  promptness  or  when 
the  amoimt  of  such  payment  is  in  controversy : 

(D)  will  furnish  to  the  Secretary  such  timely  mformation  and 
reports  as  he  may  find  necessary  in  performing  his  fimctions 
under  this  part :  and 

(E)  will  mamtain  such  records  and  afford  such  access  thereto  as 
the  Secretary  finds  necessary  to  assure  the  correctness  and  verifi- 
cation of  the  information  and  reports  under  subparagraph  (D) 
and  otherwise  to  carry  out  the  purposes  of  this  part: 

and  si: all  r'on'^ain  such  other  terms  and  conditions  not  inconsistent  with 
till-  s;-Lt:'  n  us  the  vSecretary  miay  find  necessary  or  appropriate.  In 
dt  r ;-!  :  .'  i  :  -'  reasonable  charge  for  services  for  purposes  of  this 
p.ir;ii:  .  ^  -re  shall  be  taken  into  consideration  the  customary 
r  ':  .  i  :„  -  -  liiilar  serviccs  generally  made  by  the  physician  or  other 
-  .  .ishing  such  services,  as  well  as  the  prevailing  charges  in 
the  loL-aiity  lor  similar  services. 

Xo  chai'L^e  may  be  determined  to  be  reasonable  in  the  case  of  bills 
-U'.mitted  or  requests  for  payment  made  under  this  part  after  Decem- 
ij'-r  -'A.  l^'T*  '.  ii  it  exceeds  the  higher  of  (i)  the  prevailing  charge  recog- 
nized by  the  carrier  and  foimd  acceptable  by  the  Secretary  for  similar 
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services  in  tlie  same  locality  in  administering  this  part  on  Decem- 
ber 31,  1970,  or  (ii)  the  prevailing  charge  level  that,  on  the  basis  of 
statistical  data  and  methodology  acceptable  to  the  Secretary,  would 
cover  75  percent  of  the  customary  charges  made  for  similar  services  in 
the  same  locality  during  the  last  preceding  calendar  year  elapsing 
X^rior  to  the  start  of  the  [fiscal  year]  12-month  period  {beginning 
July  1  of  each  year)  in  which  the  bill  is  submitted  or  the  request  for 
payment  is  made.  In  the  case  of  physician  services  the  prevailing 
charge  level  determined  for  purposes  of  clause  (ii)  of  the  preceding 
sentence  for  any  [fiscal  year  beginning  after  June  30, 1973,J  12-month 
feriod  {heginning  after  June  30^  1973)  specified  in  clause  {ii)  of  such 
sentence  may  not  exceed  (in  the  aggregate)  the  level  determined  under 
such  clause  for  the  fiscal  year  ending  June  30,  1973,  except  to  the 
extent  that  the  Secretary  finds,  on  the  basis  of  appropriate  economics 
index  data,  that  such  higher  level  is  justified  by  economic  changes.  In 
the  case  of  medical  services,  supplies,  and  equipment  (including 
equipment  servicing)  that,  in  the  judgment  of  the  Secretary,  do  not 
generall}^  vary  significantly  in  quality  from  one  supplier  to  another, 
the  charges  incurred  after  December  31, 1972,  determined  to  be  reason- 
able may  not  exceed  the  lowest  charge  levels  at  which  such  services, 
supplies,  and  equipment  are  widely  and  consistently  available  in  a 
jocalitv  except  to  the  extent  and  under  tlie  circumstances  specified  by 
the  Secretary.  The  requirement  in  subparagraph  (B)  that  a  bill  be 
submitted  or  request  for  payment  be  made  by  the  close  of  the  follow- 
ing calendar  year  shall  not  apply  if  (i)  failure  to  submit  the  bill  or 
request  the  payment  by  the  close  of  such  year  is  due  to  the  error  or 
misrepresentation  of  an  officer,  employee,  fiscal  intermediary,  carrier, 
or  agent  of  the  Department  of  Health,  Eduction,  and  Welfare  per- 
forming functions  under  this  title  and  acting  within  the  scope  of  his 
or  its  authority,  and  (ii)  the  bill  is  submitted  or  the  payment  is  re- 
quested promptly  after  such  error  or  misrepresentation  is  eliminated 
or  corrected.  Notwithstanding  the  provisions  of  the  third  and  fourth 
sentences  preceding  this  sentence,  the  prevailing  charge  level  in  the 
case  of  a  physician  service  in  a  particular  locality  determined  pursu- 
ant to  such  third  and  fourth  sentences  for  the  [fiscal  year  beginning 
July  1,  1975,3  12-month  period  heginning  on  July  1  in  any  calendar 
year  after  197 U  shall,  if  lower  than  the  prevailing  charge  level  for  the 
fiscal  year  ending  June  30,  1975,  in  the  case  of  a  similar  physician 
service  in  the  same  locality  by  reason  of  the  application  of  economic 
index  data,  be  raised  to  such  prevailing  charge  level  for  the  fiscal  year 
ending  June  30, 1975. 

*****  * 

i;   

?  Section  201  or  the  Fiscal  Year  Traxsition  Act 

'    AN  ACT  To  provide  for  the  orderly  transaction  to  the  new  October  1  to 
V.  September  30  fiscal  year 

■        *  *  *  *  *  *  * 
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Sec.  '204c.  The  period  of  July  1,  1976.  throngli  September  30,  1976, 
shall  be  treated  as  part  of  the  fiscal  year  beginning  July  1,  1975,  for 
the  purposes  of  the  f  oUowino-  provisions  of  law : 

(1)  *  *  * 

:;j  *  ^  ^  *  ^  * 

(7)  the  following  provisions  of  the  Social  SecuritA'  Act: 
section  201(c)  (42  U.S.C.  401(c) )  ; 
sections  403  (c)  and  (f )  (42  U.S.C.  603  (c)  and  (f)  : 
section  423(c)  (42  U.S.C.  623(c) )  ; 
section  1118  (42  U.S.C.  1318)  : 
section  1817(b)  (42  U.S.C.  1395i(b) ) ; 
section  1841(b)  (42  U.S.C.  1395t(b) )  ; 
[section  1842(b)  (3)  (42  U.S.C.  1395u(b)  (3))  :J 
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MEDICARE  EXTENSION  AMENDMENTS 


June  25  (legislative  day,  June  18),  1976. — Ordered  to  be  printed 


Mr.  Long,  from  the  Committee  on  Finance, 
submitted  the  following 

REPORT 

[To  accompany  H.R.  13501] 

The  Committee  on  Finance,  to  which  was  referred  the  bill  (H.R. 
13501)  to  extend  or  remove  certain  time  limitations  and  make  other 
administrative  improvements  in  the  medicare  program  under  title 
XVIII  of  the  Social  Security  Act,  having  considered  the  same,  reports 
favorably  thereon  with  an  amendment  and  recommends  that  the  bill 
do  pass. 

I.  Summary  or  the  Bill 

The  bill  Avould  make  three  relatively  minor  changes  in  the  medicare 
Jaw  tliat  must  take  effect  by  July  1,  1976,  in  order  to  avoid  certain 
adverse  effects  on  medicare  beneficiaries  and  health  care  providers.  In 
brief,  these  changes  would  (a)  provide  needed  additional  time  during 
which  the  Congress  can  determine  an  appropriate  policy  regarding 
medicare  reimbursement  for  the  services  of  physicians  in  teaching 
hospitals;  (b)  avoid  the  rollback  below^  fiscal  year  1975  levels,  of 
'•prevailing  charges"  (used  in  determining  medicare  reimbursement 
for  physicians'  services)  ;  and  (c)  continue  the  practice,  which  the 
medicare  program  has  followed  since  its  inception,  of  updating  "cus- 
tomary" and  "prevailing"  charges  (used  in  determining  physician  re- 
imbursement) each  year  as  of  July  1. 

The  committee  recommends  these  mhior,  but  necessary,  amendments 
at  this  time  to  modify  the  effect  of  medicare  changes  that  would  other- 
wise occur  as  of  July  1  of  this  3^ear. 

In  addition,  the  committee  bill  would  authorize  the  Secretary  of 
Health.  Education,  and  Welfare  to  make  adjustments  in  medicare 
nursing  home  reimbursement  in  certain  areas  of  the  country — such  as 
Alaska — w^ith  unusually  high  cost  levels. 
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II.  General  Explanation  of  the  Bill 

-   -      A.  REIMBURSEMENT  FOR  SERVICES  OF  PHYSICIANS  PROVIDED  IN 

TEACHING  HOSPITALS 

When  medicare  was  enacted,  the  general  expectation  reflected  in  the 
law  was  that  the  patient  care  services  of  physicians  would  be  reim- 
bursed under  part  B  of  medicare  (supplementary  medical  insurance) 
on  the  basis  of  reasonable  charges.  Hospital  costs,  including  salaries 
of  interns  and  residents,  as  well  as  supervising  physicians  participat- 
ing in  educational  program  in  the  hospital,  were  to  be  reimbursed 
under  part  A  of  medicare  (hospital  insurance)  on  a  reasonable  cost 
basis. 

These  distinctions,  however,  are  not  easily  made  with  respect  to  the 
actual  services  and  responsibilities  in  a  teaching  hospital,  where  teach- 
ing and  patient  care  are  often  inseparable.  The  original  medicare  law 
did  not  address  the  specific  issue  of  how  medicare  should  determine 
reimbursement  for  the  services  of  a  physician  when  he  supervises 
interns  and  residents  in  the  care  of  patients. 

This  ambiguity  led  in  practice  to  a  variety  of  arrangements  for  re- 
imbursing the  services  of  physicians  in  teaching  hospitals.  Out  of  con- 
cern about  the  lack  of  uniformity  in  these  arrangements,  the  Congress 
included  a  provision  (section  227)  in  the  1972  social  security  amend- 
ments (Public  Law  92-603)  that  was  intended  to  simplify  ^payment 
problems. 

Adoption  of  this  provision,  however,  brought  forth  expressions  of 
serious  concern  from  the  medical  education  community  about  whether 
the  legislation  in  fact  established  a  workable  and  equitable  reimburse- 
ment policy  for  the  teaching  hosiptal  setting.  Thereafter,  and  before 
section  227  was  implimented,  the  Congress  adopted  legislation  (P.L. 
92-233)  calling  for  a  thorough  study  of  the  issue  by  the  National 
Academy  of  Sciences.  Pending  completion  of  the  study,  section  227  of 
Public  Law  92-603  was  suspended  (until  July  1, 1976) . 

The  congressional ly  chartered  study  by  the  National  Academy  of 
Sciences  was  submitted  on  March  1,  1976.  There  has  not  been  suffi- 
cient time  since  then  to  consider  the  results  of  the  study  and  develop 
appropriate  legislation.  However,  the  reimbursement  method  for  serv- 
ices of  teaching  physicians  mandated  in  the  1972  amendments  will 
become  effective  beginning  July  1,  1976,  in  the  absence  of  anv  legisla- 
tiyp  action.  Since  the  Committee  on  Ways  and  Mean  and  the  Com- 
mittee on  Finance  plan  to  fully  reexamine  the  entire  issue  of  reim- 
bursement of  teaching  physicians  in  light  of  the  study  by  the  National 
Academy,  the  bill  would  postpone  the  effective  date  of  the  1972  reim- 
bursement provision  until  October  1, 1977.  This  would  allow  the  time 
necessary  to  give  full  consideration  to  the  study's  findings  and  recom- 
mendatiOT^s  relating  to  alfornative  methods  ^of  reimbursement  for 
services  of  physicians  in  teaching  hospitals. 

B.     ELIMINATION     OF     ROLLBACKS     IN     PREVAILING     CHARGES    DUE  TO 

APPLICATION  OF  THE  ECONOMIC  INDEX 

The  Social  Security  Amendments  of  1972  (Public  Law  92-603)  in- 
cluded several  provisions  designed  to  control  the  escalating  costs  of 
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the  medicare  program.  Among  these  was  a  provision  limiting  the  rate 
at  which  ''prevailing  charges"  (the  ceilings  on  what  the  medicare  pro- 
gram will  recognize  as  reasonable  charges  for  physicians'  services)  can 
increase  from  year  to  year. 

Under  this  provision,  the  prevailing  charges  recognized  in  fiscal 
year  1973  for  a  locality  were  allowed  to  increase  in  fiscal  year  1974, 
and  in  later  j'ears,  only  to  the  extent  justified  by  indices  reflecting 
changes  in  operating  expenses  of  physicians  and  in  general  earnings 
levels.  The  statistical  methods  used  to  calculate  the  limit  on  increases 
allowed  by  the  provision  Avere  to  be  established  by  the  Secretary  of 
Health,  Education,  and  Welfare. 

The  application  of  the  index  in  the  fiscal  year  beginning  Juh^  1, 
1975  had  one  completely  unintended  effect.  In  some  cases,  the  index 
caused  fiscal  year  1976  prevailing  charges  to  be  rolled  back  below  fiscal 
year  1975  prevailing  charge  levels.  Out  of  concern  that  this  reduction 
in  the  ceiling  on  medicare  payments  would  have  an  adverse  effect  on 
beneficiaries,  the  committee  recommended  legislation  to  assure  that 
operation  of  the  economic  index  during  fiscal  year  1976  would  not  re- 
sult in  lower  prevailing  charges  for  physicians'  services  than  during 
fiscal  vear  1976.  This  legislation  was  enacted  into  law  on  December  31, 
1975  (Public  Law  94-182) . 

However,  in  the  absence  of  further  legislation,  application  of  the 
economic  index  in  periods  after  fiscal  year  1976  will  once  again  have 
a  rollback  effect — reducing  some  prevailing  charges  to  levels  below 
what  they  were  in  fiscal  year  1975.  Although  the  total  effects  of  the 
rollback  in  the  next  12  months  will  be  less  than  in  the  prior  fiscal  year 
(and  will  in  the  future  totally  disappear),  it  is  nevertheless  an  unin- 
tended and  adverse  effect,  and  should  not  be  allowed  to  take  place.  The 
bill  would,  therefore,  change  the  law  to  eliminate  the  future  possibility 
of  rollbacks  in  prevailing  charges  due  to  application  of  the  economic 
index. 

C.  UPDATIXG  OF  CUSTOMARY  AND  PREVAILING  CHARGES 

Under  present  medicare  law,  "customary"  and  "prevailing"  charges 
(used  to  determine  the  medicare  reasonable  char^'e  for  a  physician's 
service)  are  updated  at  the  beginning  of  every  fiscal  year.  In  years 
prior  to  1976,  this  meant  that  charges  were  updated  every  July  1,  with 
the  update  based  on  actual  charges  made  by  physicians  in  the  preceding- 
calendar  year. 

Under  the  Congressional  Budget  and  Impoundment  Control  Act  of 
1971,  the  beginning  of  the  governmental  fiscal  year  is  moved  from 
July  1  to  October  1.  A  consequence  for  the  medicare  program  is  that 
the  updating  of  customary  and  prevailing  charges  will  henceforth  take 
place  each  year  as  of  October  1  rather  than  July  1,  because  existing 
medicare  law  calls  for  such  updating  to  occur  at  the  beginning  of  each 
fiscal  year.  Thus,  without  a  change  in  the  law,  in  1976  and  every  year 
thereafter,  medicare  will  delay  for  three  additional  months  the  recog- 
nition of  fee  increases  that  have  occurred  during  the  preceding  calen- 
dar year.  The  effect  is  to  make  medicare  reimbursement  amounts  for 
physicians'  services  less  adequate  than  today — at  a  time  when  many 
physicians  and  beneficiaries  already  believe  that  medicare  delays  too 
long  in  recognizing  increases  in  fees. 
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D.  ADJUSTMENT  IN  MEDICARE  EEIMBURSEMENT  IN  UNUSUALLY  HIGH  COST 

GEOGRAPHIC  AREAS 

The  committee  is  concerned  that  present  methods  for  determining 
reasonable  costs  reimbursement  for  nursing  home  care  under  Medicare 
may  be  inadequate  in  Alaska  because  of  the  unusually  high  cost  levels 
prevailing  in  that  State.  The  effect  of  any  significant  inadequacies  in 
payment  may  be  to  discourage  the  provision  and  availability  of  neces- 
sary care  for  medicare  patients.  The  committee  has,  therefore,  in- 
cluded an  amendment  authorizing  the  Secretary  of  HEW  to  increase 
reimbursement  for  skilled  nursing  facility  care  in  Alaska  if  he  finds 
present  payment  levels  and  procedures  inadequate  or  inequitable.  Any 
adjustments  which  the  Secretary  might  find  appropriate  would  be  ap- 
plicable for  care  provided  in  skilled  nursing  facilities  which  currently 
participate  in  or  which  previously  participated  in  the  medicare  pro- 
gram. 

It  is  the  concern  of  the  committee  that  this  additional  o-month  lag 
would  have  a  direct  adverse  effect  on  beneficiaries.  Even  fewer  physi- 
<^ians  than  today  would  be  willing  to  accept  assignment  of  claims — 
with  the  result  that  additional  beneficiaries  would  have  to  pay  out  of 
their  own  pockets  the  increased  difference  between  the  medicare  allow- 
ance and  the  actual  charge  of  the  physician. 

The  bill  would,  therefore,  maintain  the  July  1  date  for  revising 
prevailing  and  customary  charges,  irrespective  of  the  overall  change 
in  the  Federal  Government's  fiscal  year. 

III.  Budgetary  Impact  of  the  Bill 

In  compliance  with  section  252(a)  of  the  Legislative  Reorganiza- 
tion Act  of  1970  and  section  308  of  the  Congressional  Budget  Act  of 
1974,  the  following  statements  are  made  with  respect  to  budgetary 
impact : 

Section  1  of  the  bill  postpones  for  15  months  the  effective  date  of 
the  reimbursement  methods  for  teaching  physicians  mandated  in  sec- 
tion 227  of  Public  Law  92-603.  The  President's  budget  made  no 
assumption  that  section  227  would  go  into  effect  on  July  1,  1976.  The 
Administration  estimates,  however,  that  if  section  227  were  allowed  to 
go  into  effect  on  July  1,  1976,  additional  medicare  expenditures  would 
be  incurred.  The  estimated  additional  expenditures  are  shown  below : 

Medicare  expenditures — additional  expenditures  resulting  from  reimMrsement 


methods  under  section  227  of  PuUic  Law  92-603 
Fiscal  years :  Millions 

Transitional  fiscal  period  (July  1,  1976,  through  Sept.  30,  1976)   C) 

1977    $5 

1978    6 

1979    7 

1980    8 

1981    9 


1  Less  than  $1,000,000. 

It  should  be  emphasized  that  enactment  of  this  provision  of  the 
bill  would  have  no  effect  on  the  outlays  shown  in  the  President's 
budget  for  the  existing  medicare  program.  Failure  to  enact  this  or  any 
other  provision  (thus  permitting  the  provisions  of  existing  law  to  take 
eff'ect)  would  increase  budgeted  program  outlays  by  the  amount  shown 
above. 
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Section  2  of  the  bill  assures  tliat  application  of  the  economic  index 
(as  required  b}^  Public  Law  92-603)  will  never  result  in  the  determina- 
tion or  prevailing  charges  Trhich  are  lower  than  such  charges  deter- 
mined for  fiscal  year  1975.  The  Administration  estimates  that  if  the 
rollback  of  prevailing  charges  were  allowed  to  take  place,  the  result- 
ing savings  to  the  medicare  program  v/ould  amount  to  $3  million  in 
the  transitional  fiscal  period,  $7  million  in  fiscal  year  1977,  less  than 
$1  million  in  fi.scal  year  1978,  and  negligible  amounts  beginning  in 
fiscal  year  1979,  declining  eventually  to  zero. 

However,  in  determining  total  medicare  expenditures  under  exist- 
ing law,  the  President's  budget  did  not  assume  that  there  would  be 
any  rollback  in  prevailing  charges.  Thus,  adoption  of  this  provision 
of  the  bill  would  not  affect  the  amounts  already  shown  in  the  budget 
for  the  existing  medicare  program. 

Section  3  of  the  bill  provides  that,  regardless  of  the  change  in  tlie 
Federal  Government's  fiscal  year,  medicare's  customary  and  prevail- 
ing charges  will  continue  to  be  updated  every  July  1.  To  allow  the 
three-month  delay  in  recognition  of  increases  in  physicians'  fees  to 
occur  would  result  in  a  reduction  in  program  expenditures.  The  esti- 
mated reductions  are  as  follows : 

Medicare  expenditures — redaction  in  outlays  resulting  from  additional  delay  in 
updating  customary  and  prevailing  charges 


Fiscal  years : 

Transitional  fiscal  period  (.July  1,  1976  tlirou^li  Sept.  30.  1977)   $91 

1977    62 

1978    67 

1979    76 

1980    73 

1981    66 


However,  the  President's  budget  as  sent  to  Congress  did  not  assume 
that  customary  and  prevailing  charges  would  henceforth  be  updated 
as  of  October  1  (rather  than  July  1)  of  each  year.  Thus,  adoption  of 
this  provision  of  the  bill  v.'ould  not  affect  the  amounts  already  shown 
in  tiie  bud^zet  for  the  existing  medicare  program. 

The  statement  relative  to  the  estimated  costs  of  carrying  out  the  bill 
furnished  by  the  Director  of  tlie  Congressional  Budget  Office  loUow^s : 

Congress  of  the  Uivited  Stx\tes, 

Congressional  Budget  Office, 

Washington,  D,0.,  May  6, 1976. 

Hon.  Al  Ullman, 

Chairman,  Committee  on  Ways  and  Means,  U.S.  House  of  Representa- 
tives^ Washington,  B.C. 
Dear  ;Mr.  Chairman  :  Pursuant  to  Section  403  of  the  Congressional 
Budoet  Act  of  1974,  the  Congressional  Budget  Office  has  prepared  the 
attached  cost  estimate  for  H.R.  13501,  the  Medicare  Extension 
Amendments. 

Should  the  Committee  so  desire,  we  would  be  pleased  to  provide 
further  details  on  the  attaclied  cost  estimate. 
Sincerely, 

Alice  ^I.  Rivlin, 

DirectoT. 

Attachment. 
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COXGRESSIOXAL  BuDGET  OfFICE   CosT  ESTIMATE 

1.  Bill  number:  H.R.  18501. 

2.  Bill  title :  Medicare  Extension  Amendments. 

8.  Purposes  of  the  bill :  To  extend  provisions  in  the  Medicare  statute 
(Title  XVIII  of  the  Social  Security  Act)  related  to  the  avoidance 
of  roll  backs  in  charges  due  to  the  economic  index,  the  maintenance  of 
the  July  1  updating  of  the  charge  screen,  and  the  reimbursement  of 
teaching  physicians. 

4.  Cost  estimate :  No  budgetary  impact. 

5.  Basis  for  estimate :  The  provisions  in  this  bill  extend  current  law. 
Since  CBO  projections  for  the  costs  of  the  Medicare  program  are 
based  upon  current  policy,  H.R.  13501  would  make  no  change  in  those 
projections. 

6.  Estimate  comparison:  The  Social  Security  Administration  has 
also  indicated  that  these  provisions  would  have  no  impact  on  their 
current  services  projections  for  medicare  outlays. 

7.  Previous  CBO  estimate  :  Not  applicable. 

8.  Estimate  prepared  by :  Jeffrey  C.  Merrill  (225-4972) . 

9.  Estimate  approved  by:  C.  G.  Nuckols  for  James  L.  Blum,  As- 
sistant Director  for  Budget  Analysis. 

IV.  Vote  of  the  Committee  in  Reportixg  the  Bill 

In  compliance  with  section  133  of  the  Legislative  Reorganization 
Act  of  1946  the  following  statement  is  made  relative  to  the  vote  by  the 
committee  on  the  motion  to  report  the  bill.  The  bill  was  ordered  re- 
ported by  voice  vote.     ,  ,  ^ 

V.  Changes  ix  Existing  Law  Made  by  the  Bill,  as  Reported 

In  compliance  with  subsection  (4)  of  rule  XXIX  of  the  Standing- 
Rules  of  the  Senate,  changes  in  existing  law  made  by  the  bill,  as  re- 
ported, are  shown  as  follows  (existing  law  proposed  to  be  omitted  is 
enclosed  in  black  brackets,  new  matter  is  printed  in  italic,  existing 
law^  in  which  no  change  is  proposed  is  shown  in  roman)  : 

Sectiox  15  OF  Public  Law  93-233 

To  provide  a  7-percent  increase  in  social  security  benefits  beginning  with  March 
1974  and  an  additional  4-pereent  increase  beginning  with  .June  1974,  to  provide- 
increases  in  supplemental  security  income  benefits,  and  for  other  purposes 

*  *  *  *  * 

paymext  for  services  of  physiciaxs  rexdered  IX  a  teachixg 

hospital 

Sec.  15.  (a)(1)  *  *  * 

(d)  The  provisions  of  subsection  (a)  shall  apply  with  respect  to  cost 
accounting  periods  beginning  after  June  30,  1973,  and  prior  to  [July 
l^m^JOctoher  1,1977. 
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Excerpts  From  the  Social  Security  Act 
i:se  of  carriers  for  administration  of  benefits 

Sec.  1812.  (a)  *  *  * 
(b)(1)  =^  ^  * 

^  ^  ^  ^  ^  ❖ 

(3)  Each  such  contract  shall  provide  that  the  carrier — 

(A)  will  take  such  action  as  may  be  necessary  to  assure  that, 
where  payment  under  this  part  for  a  service  is  on  a  cost  basis,  the 
cost  is  reasonable  cost  (as  determined  under  section  1881  (v)); 

(B)  will  take  such  action  as  may  be  necessary  to  assure  that, 
where  payment  under  this  part  for  a  service  is  on  a  charge  basis, 
such  charge  will  be  reasonable  and  not  higher  than  the  charge 
applicable,  for  a  comparable  service  and  under  comparable  cir- 
cumstances, to  the  policyholders  and  subscribers  of  the  carrier, 
and  such  pavment  will  (e.Tcept  as  otherwise  provided  in  section 
18T0(f))  be'made— 

(i)  on  the  basis  of  an  itemized  bill;  or 

(ii)  on  the  basis  of  an  assignment  under  the  terms  of 
which  (I)  the  reasonable  charge  is  the  full  charge  for  the 
service  (except  in  the  case  of  physicians'  services  and  am- 
bulance service  furnished  as  described  in  section  1862(a)  (4), 
other  than  for  purposes  of  section  1870(f)  and  (II)  the 
physician  or  other  person  furnishing  such  service  agrees  not 
to  charge  for  such  service  if  payment  may  not  be  made  there- 
for by  reason  of  the  provisions  of  paragraph  (1)  of  section 
1862,  and  if  the  individual  to  whom  such  service  was  fur- 
nished was  without  fault  in  incurring  the  expenses  of  such 
service,  and  if  the  Secretary's  determination  that  payment 
(pursuant  to  such  assignment)  was  incorrect  and  was  made 
subsequent  to  the  third  year  following  the  year  in  which 
notice  of  such  payment  was  sent  to  such  individual;  except 
that  the  Secretary  may  reduce  such  three-year  period  to  not 
less  than  one  year  if  he  finds  such  reduction  is  consistent  with 
the  objectives  of  this  title ; 

but  (in  the  case  of  bills  submitted,  or  requests  for  payment  made, 
after  March  1968)  only  if  the  bill  is  submitted,  or  a  written  re- 
quest for  payment  is  made  in  such  other  form  as  may  be  permit- 
ted under  regulations,  no  later  than  the  close  of  the  calendar 
year  following  the  year  in  which  such  service  is  furnished  (deem- 
ing any  service  furnished  in  the  last  3  months  of  any  calendar  year 
to  have  been  furnished  in  the  succeeding  calendar  year)  ; 

(C)  will  establish  and  maintain  procedures  pursuant  to  which 
an  individual  enrolled  under  this  part  will  be  granted  an  oppor- 
tunity for  a  fair  hearing  by  the  carrier,  in  any  case  where  the 
amount  in  controversy  is  $100  or  more  when  requests  for  pay- 
ment under  this  part  with  respect  to  services  furnished  him  are 
denied  or  are  not  acted  upon  with  reasonable  promptness  or  when 
the  amount  of  such  payment  is  in  controversy  ; 
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(D)  will  furnish  to  the  Secretary  such  timely  information  and 
reports  as  he  may  find  necessary  in  performing  his  functions 
under  this  part ;  and 

(E)  will  maintain  such  records  and  afford  such  access  thereto  as 
the  Secretary  finds  necessary  to  assure  the  correctness  and  verifi- 
cation of  the  information  and  reports  under  subparao-raph  (D) 
and  otherwise  to  carry  out  the  purposes  of  this  part ; 

and  shall  contain  such  other  terms  and  conditions  not  inconsistent  with 
this  section  as  the  Secretary  may  find  necessary  or  appropriate.  In 
determining  the  reasonable  charge  for  services  for  purposes  of  this 
paragraph,  there  shall  be  taken  into  consideration  the  customary 
charges  for  similar  services  generally  made  by  the  physician  or  other 
person  furnishing  such  services,  as  well  as  the  prevailing  charges  in 
the  locality  for  similar  services. 

No  charge  may  be  determined  to  be  reasonable  in  the  case  of  bills 
submitted  or  requests  for  payment  made  under  this  part  after  Decem- 
ber 31, 1970,  if  it  exceeds  the  higher  of  (i)  the  prevailing  charge  recog- 
nized l3y  the  carrier  and  found  acceptable  by  the  Secretary  for  similar 
services  in  the  same  locality  in  administering  this  part  on  Decem- 
ber 31,  1970,  or  (ii)  the  prevailing  charge  level  that,  on  the  basis  of 
statistical  data  and  methodology  acceptable  to  the  Secretary,  would 
cover  75  percent  of  the  customary  charges  made  for  similar  services  in 
the  same  locality  during  the  last  preceding  calendar  year  elapsing 
prior  to  the  start  of  the  [fiscal  yearj  12-m.onth  feriod  (beginning 
July  1  of  each  year)  in  which  the  bill  is  submitted  or  the  request  for 
payment  is  m.ade.  In  the  case  of  physician  services  the  prevailing 
charge  level  determined  for  purposes  of  clause  (ii)  of  the  preceding 
sentence  for  any  [fiscal  year  beginning  after  June  30, 1973,3  12-niontli 
period  {beginning  after  June  30^  1973)  specified  in  clause  {ii)  of  such 
sentence  may  not  exceed  (in  the  aggregate)  the  level  determined  under 
such  clause  for  the  fiscal  year  ending  June  30,  1973,  except  to  the 
extent  that  the  Secretar}^  finds,  on  the  basis  of  appropriate  economics 
index  data,  that  such  higher  level  is  justified  by  economic  changes.  In 
the  case  of  medical  services,  supplies,  and  equipment  (including 
equipment  servicing)  that,  in  the  judgment  of  the  Secretary,  do  not 
generally  vary  significantly  in  quality  from  one  supplier  to  another, 
the  charges  incurred  after  December  31, 1972,  determined  to  be  reason- 
able may  not  exceed  the  lowest  charge  levels  at  Vv^hich  such  services, 
supplies,  and  equipment  are  widely  and  consistently  available  in  a 
locality  except  to  the  extent  and  under  the  circumstances  specified  by 
the  Secretary.  The  requirement  in  subparagraph  (B)  that  a  bill  be 
submitted  or  request  for  payment  be  made  by  the  close  of  the  follow- 
ing calendar  year  shall  not  apply  if  (i)  failure  to  submit  the  bill  or 
request  the  payment  by  the  close  of  such  year  is  due  to  the  error  or 
misrepresentation  of  an  officer,  employee,  fiscal  intermediary,  carrier, 
or  agent  of  the  Department  of  Health,  Education,  and  Welfare  per- 
forming functions  under  this  title  and  acting  within  the  scope  of  his 
or  its  authority,  and  (ii)  the  bill  is  submitted  or  the  payment  is  re- 
questtecl  promptl}^  after  such  error  or  misrepresentation  is  eliminated 
or  corrected.  Notwithstanding  the  provisions  of  the  third  and  fourth 
sentences  preceding  this  sentence,  the  prevailing  charge  level  in  the 
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case  of  a  pliysican  service  in  a  particular  locality  determined  pursu- 
ant to  such  third  and  fourth  sentences  for  the  [fiscal  year  beginning 
July  1.  1975.3  12-month  feriod  heginning  on  July  1  in  any  calendar 
year  after  197 shall,  if  lower  than  the  prevailing  charge  level  for  the 
fiscal  year  ending  June  30,  1975,  in  the  case  of  a  similar  physician 
service  in  the  same  locality  by  reason  of  the  application  of  economic 
index  data,  be  raised  to  such  prevailing  charge  level  for  the  fiscal  year 
■ending  June  30, 1975. 

Sec.  1861  (a)    *  * 
(t)(1)(A)*** 

******* 

{F)  The  Secretary  of  Healthy  Education^  and  Welfare  in  the  admin- 
istration of  the  health  insurance  program  estahlished  hy  title  XVIII 
of  the  SocujI  Security  Act  may^  estahlish  special  cmteria  for  purposes 
of  determining  the  reasonahle  cost  incurred  hy  a  skilled  nursing  facility 
for  services  for  ichich  payment  is  authorized  under  either  such  title^ 
«/— 

(7)  such  skilled  mirsing  facility  is  located  in  an  area  character- 
ized hy  unusually  higher  cost  levels  (as  compared  to  other  areas 
in  the  United  States)^ 

( '')  -  "'h  fur-Uity  is  experiencing  financial  adversity  clue  in  suh- 
sf'Anfhjl  part  to  such  unusuuUy  higher  cost  levels^ 

(.J  )  (/./  iixrrease  in  reimbursewxnt  to  such  facility^  for  services 
performed  hy  it  for  patients  covered  under  the  program  estah- 
lished hy  such  title  XVIII  icould  enahle  such  facility  to  continue 
in  operat'on,  and 

(4)  surJi  J  acidity  was  a  provider  of  services  on  or  hefore  July  7, 
1976^  vdiich  special  criteria  shall  he  designed  to  increase  the 
■amounts  otherwise  payahle  to  such  facility^  under  such  title 
XVIII  to  the  extent  necessary  more  fully  to  take  into  account 
the  unusually  higher  costs  incurred  hy  such  facility  and  the  im- 
pact of  such  higher  costs  on  the  cost  which  such  facility  would 
incur  in  necessary  replacement  of  items  and  facilities  utilized  hy 
it  in  candying  out  its  functions, 
ih)  The  special  criteria  referred  to  in  suhsection  {a)  shall  he  appli- 
<jahle  to  a  skilled  nursing  facility  only  during  a  period  with  respect  to 
which  such  facility  meets  the  conditions  specified  in  paragraphs  (i), 
(^),  {3)  and  (4)  of  such  suhsection. 


Sectiox  204  or  the  Fiscal  Year  Traxsition  Act 

AN  ACT  To  provide  for  the  orderly  transaction  to  the  new  October  1  to 
September  30  fiscal  year 
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Sec.  204.  The  period  of  July  1,  1976,  througli  September  30,  1976, 
shall  be  treated  as  part  of  the  fiscal  year  beginning  July  1,  1975,  for 

the  purposes  of  the  following  provisions  of  law : 

*  *  * 

'I    ,  ^  ^  ^  ^  *f» 

(7)  the  following  provisions  of  the  Social  Security  Act : 
section  201(c)  (42  U.S.C.  401(c) ) ; 
section  403  (c)  and  (f )  (42  U.S.C.  603  (c)  and  (f) ; 
section  423(c)  (42  U.S.C.  623(c) ) ; 
:       section  1118  (42  U.S.C.  1318)  ; 

section  1817  (b)  (42  U.S.C.  13951  (b) ) ; 
section  1841(b)  (42  U.S.C.  1395t(b) )  ; 
[section  1842(b)  (3)  (42  U.S.C.  1395u(b)  (3) )  ;] 
******* 

o 
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Public  Law  9U-379  (h.R.  lU^lU), 
Au^t  10,  1976,  An  Act  to 
permit  a  State  which  no  longer 
qualifies  for  hold  harmless 
treatment  under  the  supplemental 
security  income  program  to  elect 
to  remain  a  food  stamp  cashout 
State  upon  condition  that  it  pass 
throTo^  a  part  of  the  1976  cost- 
of-living  increase  in  SSI  benefits 
and  all  of  any  subsequent  increases 
in  such  benefits. 


Public  Law  94-379 
94th  Congress,  H.  R.  14514 
August  10,  1976 

an  act 

To  permit  a  State  which  no  longer  qualifies  for  hold  harmless  treatment  under 
the  supplemental  security  income  program  to  elect  to  remain  a  food  stamp 
cashout  State  upon  condition  that  it  pass  through  a  part  of  the  1976  cost-of- 
living  increase  in  SSI  benefits  and  all  of  any  subsequent  increases  in  such 
benefits. 


Be  it  enacted  hy  the  Senate  and  House  of  Representatives  of  the 
L'nited  States  of  Ayn^rica  in  Congress  assembled ^  That  (a)  section  8 
of  Public  Law  93-233  is  amended  b}'  redesignating  subsections  (d)  and 
(e)  as  subsections  (e)  and  (f).  respectively,  and  by  inserting  after 
subsection  (c)  the  following  new  subsection  : 

"(d)  Lpon  the  request  of  the  State  of  California  the  Secretary 
shall  find,  for  purposes  of  the  provisions  specified  in  subsection  (c)  of 
this  section,  that  the  level  of  such  State's  supplementary  payments  of 
the  type  described  in  section  1616(a)  of  the  Social  Security  Act  has 
been  specifically  increased  for  any  month  after  June  1976  so  as  to 
include  the  bonus  value  of  food  stamps  if — 

"(1)  the  State  law  as  in  effect  for  such  month  specifically  pro- 
vides for  increases  in  such  payments  on  account  of  increases  in 
the  level  of  benefits  payable  under  title  XVI  of  the  Social  Security 
Act  in  a  manner  designed  to  assure  that,  whenever  a  cost-of-living 
increase  in  the  level  of  benefits  payable  under  such  title  XVI 
becomes  effective  for  any  month  after  June  1976,  the  amount  of 
the  State  supplementary  payment  payable,  for  each  month  with 
respect  to  which  such  cost-of-living  increase  is  effective,  to  any 
individual  or  to  any  individual  with  an  eligible  spouse,  will  be 
increased  by  such  amount  as  is  necessary  to  assure  that — 

"(A)  the  aggregate  of  (i)  the  amount  payable  for  such 
month  to  such  individual,  or  to  such  individual  with  an 
eligible  spouse,  under  such  title  XVI,  and  (ii)  the  amount 
payable  for  such  month  to  such  individual,  or  to  such  indi- 
vidual with  an  eligible  spouse,  under  the  State's  supple- 
mentary payments  program, 
will  exceed,  by  an  amount  which  is  not  less  than  the  monthly 
amount  of  such  cost-of-living  increase  (plus  the  monthly  amount 
of  any  previous  cost-of-living  increases  in  the  level  of  benefits 
payable  under  title  XVI  of  the  Social  Security  Act  which  became 
effective  for  months  after  June  1976)  — 

"(B)  the  aggregate  of  the  amounts  which  would  otherwise 
have  been  payable,  to  such  individual  (or  to  such  individual 
with  an  eligible  spouse),  under  such  title  XVI  and  under  the 
State's  supplementary  payments  program  for  such  month 
under  the  law  as  in  effect  on  June  1, 1976 ;  and 
"(2)  such  month  is  (A)  the  month  of  July  1976,  or  (B)  a 
month  thereafter  which  is  in  a  period  of  consecutive  months  the 
first  of  which  is  July  1976  and  each  of  which  is  a  month  with 
respect  to  which  the  conditions  of  paragraph  (1)  are  met. 
As  used  in  this  subsection,  the  term  'cost-of-living  increase  in  the  level 
of  benefits  payable  under  title  XVI  of  the  Social  Security  Act'  means 
an  increase  in  benefits  payable  under  such  title  XVI  by  reason  of  the 


SSI  program. 
State  cash-out 
status. 

42  use  1382e 
notes. 

California  sup- 
plementary 
payment  level. 
42  use  1382e. 


Definition. 


90  STAT,  nil 


Pub.  Law  94-379 


-  2  - 


August  10,  1976 


42  use  1382f.    operation  of  section  1617  of  such  Act;  except  that  the  cost-of-living 
42  use  1381.     increase  in  the  level  of  benefits  payable  under  such  title  XVI  which 
became  effective  for  the  month  of  July  1976  shall  be  deemed  (for 
purposes  of  determining  the  amount  of  the  required  excess  referred  to 
in  the  matter  following  subparagraph  (A)  and  preceding  subpara- 
graph (B)  in  paragraph  (1))  to  have  provided  an  increase  of  $3.00 
per  month  in  the  case  of  an  individual  without  an  eligible  spouse  and 
$4.50  per  month  in  the  case  of  an  individual  with  an  eligible  spouse.". 
42  use  1382 e        (b)  The  provision  of  section  8  of  Public  Law  93-233  redesignated 
notes.  as  subsection  (f )  by  subsection  (a)  of  this  section  is  amended  by  strik- 

ing out  "subsection  (d) "  and  inserting  in  lieu  thereof  "subsection  (e) ". 
Approved  August  10,  1976. 
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SOCIAL  SECURITY  BENEFITS 

P.L.  94-379 

SOCIAL  SECURITY  BENEFITS— INCREASE 

r.J..  94-379,  fiee  page  90  Stat.  IJJl 

House  Report  (Ways  and  Means  Committee)  No.  94-1310, 
June  28,  1976  [To  accompany  H.R.  14514] 

Cong.  Record  Vol.  122  (1976) 

DATES  OF  CONSIDERATION  AND  PASSAGE 
House  July  29,  1976 
Senate  July  29,  1976 
No  Senate  Report  was  submitted  with  this  legislation. 

HOUSE  REPORT  NO.  94-1310 
[page  1] 

Tlie  Committee  on  Ways  and  Means,  to  whom  was  referred  the  bill 
(II.R.  14514)  to  permit  *^a  State  which  no  longer  qualifiGs  for  hold 
harmless  treatment  under  the  supplemental  security  income  program 
to  elect  to  remain  a  food  stamp  cash-out  fetate  upon  condition  that  it 
pass  through  a  part  of  the  1976  cost-of-living  increase  in  SSI  benefits 
wild  all  of  any  subsequent  increases  in  such  benefits,  having  considered 
the  same,  report  fa^'orably  thereon  without  amendment  and  recom- 
?nend  that  the  bill  do  pass. 

I.  Geneilvl  Discussion 

Your  Committee  bill  would  allow  a  state  which  no  longer  qualifies 
for  hold  harmless  treatment  under  the  supplemental  security  income 
program  to  elect  to  retain  food  stamp  "cash  out"  status  upon  condition 
(hat  it  pass  through  a  part  of  the  1976  cost-of-living  increase  in  SSI 
benefits  and  all  of  any  subsequent  increases  to  such  benefits. 

Under  Section  8  of  Public  Law  93-233,  SSI  recipients  are  cate- 
gorically ineligible  to  purchase  food  stamps  in  those  states  in  which 
the  Federal  government  is  contributing  an  equivalent  amount  to  the 
\mms  value  of  food  stamps  through  the  states'  hold  harmless  pay- 
ment pursuant  to  Section  401  of  P.L.  92-603.  These  states'  adjusted 
payment  levels  are  increased  to  include  the  bonus  value  of  food  stamps 
and  that  bonus  value  must  be  part  of  the  Federally  administered  sup- 
plement. In  other  words,  if  a  state  loses  hold  harmless  status,  the  SSI 

(page  2] 

rt>cipients  become  eligible  for  food  stamps,  and  it  is  no  longer  a  cash- 
out  state. 

On  Julv  1,  when  the  SSI  cost-of-living  increase  takes  effect,  three 
states  will  lose  their  hold  harmless  desigiuition.  Thus,  the  SSI  recipi- 
ents in  the  states  of  California,  New  York,  and  Nevada  will  be. allowed 
to  i)urchase  food  stamps. 

New  York  and  Nevada  at  this  time  have  decided  to  provide  food 
Ftamps  to  SSI  recipients  and  have  begun  an  administiative  mcclia- 
nism  to  accomplish  this  task.  However,  the  Governor  and  the  Stato 
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Le^]jislalurc  of  Califoriua  prefer  to  retain  cash-out  status  for  fcxj,} 
stamps. 

Tliey  claim  that  only  one  third  of  the  SSI  recipients  are  cxporf,^,| 
to  participate  in  the  food  stamp  program  and  where  tlic  l)oniis  vuliiM 
of  food  stamps  is  low,  tlie  total  value  of  the  benefit  would  not  hv 
high  as  the  administrative  cost.  They  estimate  that  tlie  Federal -sfui,. 
cost  of  administering^  the  food  stamp  program  would  be  $02  miUio!,. 
while  the  total  bonus  value  of  the  food  stamps  would  only  be  ojl 
million. 

Accordingly,  your  Committee's  bill  specifies  the  conditions  under 
which  a  state  losing  hold  harTiless  status  may  continue  to  retain  ffXMl 
stamp  "cash-out"  status.  A  compromise  position  has  been  reuclit'.l 
which  would  require  that: 

1.  In  Fiscal  i'car  1977.  a  state  would  have  to  provide  for  a  $3  in- 
crease in  the  amounts  paid  to  individual  SSI  recipients  and  a  pro- 
portionate increase  to  couples. 

2.  In  years  after  FY  1977,  a  state  would  have  to  provide  for  a 
pass  through  of  Feileral  SSI  cost-of-living  inci-eases  or  general  in- 
creases in  SSI. 

3.  If  current  state  law  provides  for  a  cost-of-living  increase  in  tlu^ 
state  supplementary  payments,  such  an  increase  may  not  be  counted 
in  determining  whether  the  state  has  provided  for  the  $3  increase  to 
individuals  and  the  proportionate  increase  to  couples. 

II.  Other  ^LvxrERS  Required  To  Be  Discussfj) 

In  compliance  with  clause  7(a)  of  Rule  XIII  of  the  Rules  of  the 
House  of  Representatives,  the  following  statement  is  made.  The  Com- 
mittee found  that  there  would  be  no  Federal  cost  connected  with  the 
implementation  of  H.R.  14514. 

In  compliance  with  clause  2(1)  (2)  (B)  of  Rule  XI  of  the  House  of 
Representatives,  the  following  statement  is  made.  The  bill  H.R.  14.")  11 
was  ordered  favorably  reported  to  the  House  of  Representatives  by  a 
recorded  vote  of  15  ayes,  13  noes. 

In  compliance  with  clause  2(1)  (4)  of  Rule  XI  of  the  House  of 
Representatives,  the  following  statement  is  made.  H.R.  14514  should 
not  have  any  inflationary^  impact  on  prices  or  on  the  cost  of  operation 
of  the  national  economy  because  it  has  no  significant  cost  features. 

In  com])liance  with  clause  2(1)  (3)  subdivisions  (A),  (B)  and  (D) 
of  Rule  XI  of  the  House  of  Representatives,  the  following  statements 
are  made.  AVith  respect  to  subdivision  (A)  of  clause  (3),  the  Com- 
mittee's review  of  the  situation  addressed  by  H.R.  14514  revealed  tliat 
this  legislation  is  warranted. 

[page  3] 

With  respect  to  subdivision  (B)  of  clause  (3),  the  following  state- 
ment is  made.  Tlie  bill  contains  no  new  budget  authority  and  no  tax 
expenditures. 

AVith  respect  to  subdivision  (D)  of  clause  (3),  the  Committee  ad- 
vises that  no  oversight  lindings  or  recommendations  have  been  made 
by  the  Committee  on  Government  Operations  with  respect  to  the  sub- 
ject matter  of  tliis  legislation. 

In  compliance  wuh  Rule  XI  clause  2(1)  (3)  (C),  a  cost  estimate 
for  H.R.  14514  prepared  by  the  Congressional  Budget  Ofiicc  is  con- 
tained in  Section  J 1 1  of  this  report. 
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III.  COXGRKSSIOXAL  BubGET  OlTICE  CoST  ESTniATE  FOR  II.R.  14514 

COXGRESS  OF  THE  UxiTED  StAT?:S, 

COXGKESSIOXAL  BuDGET  OfFICE, 

Waahiiiffton^  Z>.6'.,  Jujie  25^  1976, 

Hon.  Al  IJLL^rAX', 

Cha'rnnan,  Committee  on  Ways  and  Meam^  U.S.  Home  of  Repre- 
sentatives^ Washinr/ton^  B.C. 

Dear  Mr.  Chairmax:  Pursuant  to  Section  403  of  tlie  Con^^ressional 
Bud^'c't  Act  of  11)74,  the  Connrrcssional  Butlirct  Oflice  has  prepared  the 
attcJchod  cost  estimate  for  ILK.  145 J 4.  le^xishition  pcrmittinn^  states  in 
*'hold  harmless"  status  under  the  Supplemental  Security  Income  Pro- 
gram to  retain  cash-out  provisions  for  Food  Stamps. 

As  you  will  note,  the  Congressional  Budget  Ofiice  has  indicated  that 
there  will  be  no  budgetary  cost  for  any  provisions  of  the  Committee 
bill.  Explanations  for  these  determinations  are  provided  in  the  cost 
estimate  discussion. 

Should  the  Committee  so  desire,  we  would  be  pleased  to  discuss  this 
cost  estimate  further  with  Members  or  staff. 
Sincerely, 

Alice  M.  Eivlin, 

Director, 

Attachment. 

Cost  estimate :  The  Congressional  Budget  Office  has  concluded  that 
there  will  be  no  Federal  cost  in  connection  with  the  implementation  of 
H.R.  14514. 

Basis  for  estimate:  The  shift  of  SSI  recipients  in  to  normal  Food 
Stamp  application  and  determination  channels  would  not  alter  the 
benefits  to  those  individuals.  Thus,  if  States  elected  7wt  to  retain  cash- 
out  provisions,  the  only  costs  incurred  would  be  increases  in  adminis- 
trative expenses. 

H.R.  14514  allows  States  to  retain  cash-out  provisions  and  thus 
saves  any  increase  in  administrative  expenses  resulting  from  the  addi- 
tional burden  on  the  Food  Stamp  program.  Also,  the  conditions  upon 
which  retention  of  cash-out  provisions  is  allowed  involves  only  costs 
-to  the  States  and  not  the  Federal  government. 

♦  ♦**♦**♦** 

(page  7] 

MINORITY  VIEAVS  OX  H.R.  14514 

We  are  opposed  to  H.R.  14514  because  we  believe  that  it  is  a  wolf 
in  sheep's  clothing.  It  is  not,  as  the  majority  describes  it,  simply  a 
means  of  enabling  the  State  of  California  to  continue  to  ''cash  out" 
food  stamps  for  SSI  recipients,  upon  the  condition  that  the  State  pass 
$3  of  the  Federal  benefit  increase  of  this  year  and  the  full  amount  of 
future  increases  through  to  SSI  beneticiaries. 

This  legislation  was  conceived  by  majority  members  of  the  Cali- 
fornia delegation  as  an  expedient  means  of  advancing  the  interests 
of  that  State's  administration.  We  can  find  no  compelling  national 
justification  for  its  enactment;  to  the  contrary,  wo  believe  that  its 
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approval  only  would  undcnniMe  the  Hound  principle  of  conhistont  1m'<1. 
eial  ])oliry  toward  all  States. 

As  a  I'esult  of  increases  iji  Federal  SST  IxMiefits,  California  will  ccaNo 
to  1x3  in  the  'iiold  h;irndess''  eate^'cwy  on  .July  1  of  this  year.  In  tho 
absence  of  sf)ecia]  le;/ishition,  California  wid  lose  the  option  of  ca^lnn;* 
out  food  stani[)s  for  SSI  reci]>ients.  Cidike  other  States  facing  similar 
circumstances,  California  is  seekin;:^  to  avoid  implementation  of  food 
stamps.  Behind  this  objective  lurks  a  more  parochial  motive  than  the 
stated  concern  over  administrative  expense. 

It  is  apparent  that  Califoinia  seeks  to  divert  funds  from  food  stanip 
adndnistiation  in  order  to  providi;  a  six  percent  increase  in  benefits  to 
AFDC  recipients.  Sucli  an  increase  presently  is  Ix^in^r  considercfl  by 
the  lefrislature,  as  an  a<ldition  to  the  cost-of-living  increase  wliich  an- 
nually is  awarded  to  welfare  recii)ients. 

On  July  ],  the  basic  Federal  SSI  benefit  will  increase  from  $158  to 
$1G8.  If  this  bill  is  not  enacted,  the  California  grant  for  a  single  a^red 
person,  including  State  supplementation,  will  increase,  from  $259  to 
$273.  SSI  recipients  would  become  eligible  to  purchase  food  stamps. 

If  California  legislators  wish  to  achieve  a  greater  balance  Ix^tween 
assistance  to  the  aged  and  to  the  AFDC  population,  the  State  certainly 
may  do  so  within  the  parametei-s  of  its  own  resources.  But  we  cannot 
participate  in  a  Federal  action  which  would  deny  the  needy  aged  in 
that  State  of  access  to  food  stamps,  which  are  generally  available  else- 
\vhere,  for  the  narrowly  designed  purpose  of  responding  to  other  in- 
terests within  the  State. 

The  fact  that  many  Avelfarc  recipients  are  able  to  work,  while  the 
elderly  usually  cannot,  only  magnifies  the  inappropriateness  of  this 
proposed  Federal  policy.  We  urge  the  defeat  of  this  legislation. 

JOHX  J.  DUXCAX. 

Bill  Archer. 
Barber  B.  Coxable,  Jr. 
Willia:m  a.  Steiger. 
Guy  Vaxder  Jagt. 
Philip  M.  Craxe. 
Willia?,!  M.  Ketchum. 

HeIOIAX  T.  SCHXEEBELI. 

Doxald  D.  Claxcy. 
>  Bill  Frexzel. 

James  G.  Martix. 
L.  A.  Bafalis. 
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Public  Law  9k'h31  (S.  ^22), 
September  30,  1976,  An  Act 
to  implement  the  Federal 
responsibility  for  the  care 
and  education  of  the  Indian 
people  by  improving  the  services 
and  facilities  of  Federal  Indian 
health  prog2?ams  and  encouraging 
maximum  participation  of  Indians 
in  such  programs. 


Public  Law  94-43  7 
94th  Congress,  S,  522 
September  30,  1976 

an  act 

To  implement  the  Federal  responsibility  for  the  care  and  education  of  the  Indian 
I)eople  by  improving  the  services  and  facilities  of  Federal  Indian  health  pro- 
grams and  encouraging  maximum  participation  of  Indians  in  such  programs, 
and  for  other  purposes. 

Be  it  enacted  hy  the  Senate  and  House  of  Re  present  at  Ices  of  the 
United  States  of  America  in  Congress  assenibled.  That  this  Act  may 
be  cited  as  the  "Indian  Health  Care  Improvement  Act". 

FIXDIXGS 

Sec.  2.  The  Congress  finds  that —  25  USC  1601. 

( a  i  Federal  health  services  to  maintain  and  improve  the  health  of 
the  Indians  are  consonant  with  and  required  by  the  Federal  Govern- 
ment "s  historical  and  unique  legal  relationship  with,  arid  resulting 
responsibility  to.  the  American  Indian  people. 

(b)  A  major  national  goal  of  the  ITnited  States  is  to  provide  the 
quantity  and  quality  of  health  services  which  will  permit  the  health 
status  of  Indians  to  be  raised  to  the  highest  possible  level  and  to 
encourage  the  maximum  participation  of  Indians  in  the  planning  and 
management  of  those  services. 

(c)  Federal  health  services  to  Indians  have  resulted  in  a  reduction 
in  the  prevalence  and  incidence  of  preventable  illnesses  among,  and 
unnecessary  and  premature  deaths  of.  Indians. 

(d)  Despite  such  services,  the  unmet  health  needs  of  the  American 
Indian  people  are  severe  and  the  health  status  of  the  Indians  is  far 
below  that  of  the  general  population  of  the  United  States.  For  example, 
for  Indians  compared  to  all  Americans  in  1971.  the  tuberculosis  death 
rate  was  over  four  and  one-half  times  greater,  the  influenza  and  pneu- 
monia death  rate  over  one  and  one-half  times  greater,  and  the  infant 
death  rate  approximately  20  per  centum  greater. 

(e)  All  other  Federal  services  and  programs  in  fulfillment  of  the 
Federal  responsibility  to  Indians  are  jeopardized  by  the  low  health 
status  of  the  American  Indian  people. 

(  f )  Further  improvement  in  Indian  health  is  imperiled  by — 

(1)  inadecpate.  outdated,  inefficient,  and  undermanned  facil- 
ities. For  example,  only  twenty-four  of  fifty-one  Indian  Health 
Service  hospitals  are  accredited  by  the  Joint  Commission  on 
Accreditation  of  Hospitals:  only  thirty-one  meet  national  fire  and 
safety  codes :  and  fifty-two  locations  with  Indian  populations  have 
been  identified  as  requiring  either  new  or  replacement  health 
centers  and  stations,  or  clinics  remodeled  for  improved  or  addi- 
tional service; 

(2)  shortage  of  personnel.  For  example,  about  one-half  of  the 
Service  hospitals,  four-fifths  of  the  Service  hospital  outpatient 
clinics,  and  one-half  of  the  Service  health  clinics  meet  only  Si*  per 
centum  of  staffing  standards  for  their  respective  services: 

(3)  insufficient  services  in  such  areas  as  laboratory,  hospital 
inpatient  and  outpatient,  eye  care  and  mental  health  services,  and 
services  available  through  contracts  with  private  physicians,  clin- 
ics, and  agencies.  For  example,  about  90  per  centimi  of  the  surgical 
operations  needed  for  otitis  media  have  not  been  performed,  over 
57  per  centum  of  required  dental  services  remain  to  be  provided, 
and  about  98  per  centum  of  hearing  aid  reciuirements  are  unmet : 

(4)  related  support  factors.  For  example,  over  seven  hundred 
housing  units  are  needed  for  stafl'  at  remote  Service  facilities : 
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(5)  lack  of  access  of  Indians  to  health  services  due  to  remote 
residences,  undeveloped  or  underdeveloped  communication  and 
transportation  systems,  and  difficult,  sometimes  severe,  climate 
conditions;  and 

(6)  lack  of  safe  water  and  sanitary  waste  disposal  services. 
For  example,  over  thirty-seven  thousand  four  hundred  existing 
and  forty-eight  thousand  nine  hundred  and  sixty  planned  replace- 
ment and  renovated  Indian  housing  units  need  new  or  upgraded 
water  and  sanitation  facilities. 

(g)  The  Indian  people's  growth  of  confidence  in  Federal  Indian 
health  services  is  revealed  by  their  increasingly  heavy  use  of  such 
services.  Progress  toward  the  goal  of  better  Indian  health  is  depend- 
ent on  this  continued  growth  of  confidence.  Both  such  progress  and 
such  confidence  are  dependent  on  improved  Federal  Indian  health 
services. 

DECLARATION  OF  POLICY 

25  use  1602.  Sec.  3.  The  Congress  hereby  declares  that  it  is  the  policy  of  this 
Nation,  in  fulfillment  of  its  special  responsibilities  and  legal  obliga- 
tion to  the  American  Indian  people,  to  meet  the  national  goal  of 
providing  the  highest  possible  health  status  to  Indians  and  to  provide 
existing  Indian  health  services  with  all  resources  necessary  to  effect 
that  policy. 

DEFINITIONS 

25  use  1603.         Sec.  4.  For  purposes  of  this  Act— 

(a)  "Secretary",  unless  otherwise  designated,  means  the  Secretary 
of  Health,  Education,  and  Welfare. 

(b)  "Service"  means  the  Indian  Health  Service. 

(c)  "Indians"  or  "Indian",  unless  otherwise  designated,  means  any 
person  who  is  a  member  of  an  Indian  tribe,  as  defined  in  subsection 
(d)  hereof,  except  that,  for  the  purpose  of  sections  102,  103,  and 
201  (c)(5),  such  terms  shall  mean  any  individual  who  (1) ,  irrespective 
of  whether  he  or  she  lives  on  or  near  a  reservation,  is  a  member  of  a 
tribe,  band,  or  other  organized  group  of  Indians,  including  those 
tribes,  bands,  or  groups  terminated  since  1940  and  those  recognized 
now  or  in  the  future  by  the  State  in  which  they  reside,  or 
who  is  a  descendant,  in  the  first  or  second  degree,  of  any  such  mem- 
ber, or  (2)  is  an  Eskimo  or  Aleut  or  other  Alaska  Native,  or  (3) 
is  considered  by  the  Secretary  of  the  Interior  to  be  an  Indian  for 
any  purpose,  or  (4)  is  determined  to  be  an  Indian  under  regulations 
promulgated  by  the  Secretary. 

(d)  "Indian  tribe"  means  any  Indian  tribe,  band,  nation,  or  other 
organized  group  or  community,  including  any  Alaska  Native  village 
or  group  or  regional  or  village  corporation  as  defined  in  or  established 

43  use  1601  pursuant  to  the  Alaska  Native  Claims  Settlement  Act  (85  Stat.  688), 
note.  which  is  recognized  as  eligible  for  the  special  programs  and  services 

provided  by  the  United  States  to  Indians  because  of  their  status  as 

Indians. 

(e)  "Tribal  organization"  means  the  elected  governing  body  of 
any  Indian  tribe  or  any  legally  established  organization  of  Indians 
which  is  controlled  by  one  or  more  such  bodies  or  by  a  board  of 
directors  elected  or  selected  by  one  or  more  such  bodies  (or  elected 
by  the  Indian  population  to  be  served  by  such  organization)  and 
which  includes  the  maximum  participation  of  Indians  in  all  phases 
of  its  activities. 

(f )  "Urban  Indian"  means  any  individual  who  resides  in  an  urban 
center,  as  defined  in  subsection  (g)  hereof,  and  who  meets  one  or  more 
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of  the  four  criteria  in  subsection  (c)  (1)  through  (4)  of  this  section. 

(g)  "Urban  center"  means  any  community  which  has  a  sufficient 
urban  Indian  population  with  unmet  health  needs  to  warrant  assist- 
ance under  title  V.  a.s  determined  by  the  Secret ar}\ 

(h)  "Urban  Indian  organization'*  means  a  nonprofit  corporate  body 
situated  in  an  urban  center,  composed  of  urban  Indians,  and  proyiding 
for  the  maximum  participation  of  all  interested  Indian  groups  and 
indiyiduals,  which  body  is  capable  of  legally  cooperating  with  other 
public  and  priyate  entities  for  the  purpose  of  performing  the  actiyities 
described  in  section  503 (a) . 


TITLE  I— IXDIAX  HEALTH  MAXP0AAT:R 


PTJRPOSE 


Sec.  101.  The  purpose  of  this  title  is  to  augment  the  inadequate    25  USC  1611. 
number  of  health  professionals  serying  Indians  and  remoye  the  mul- 
tiple barriei^s  to  the  entrance  of  health  professionals  into  the  Seryice 
and  priyate  practice  among  Indians. 


HEALTH  PROFESSIONS  RECRriTMEXT  PROGRAM  FOR  INDIAXS 


Sec.  102.  (a)  The  Secretary,  acting  through  the  Seryice,  shall  make 
grants  to  public  or  nonprofit  priyate  health  or  educational  entities  or 
Indian  tribes  or  tribal  organizations  to  assist  such  entities  in  meeting 
the  costs  of — 

(1)  identifying  Indians  with  a  potential  for  education  or  train- 
ing in  the  health  professions  and  encouraging  and  assisting  them 
(A)  to  enroll  in  schools  of  medicine,  osteopathy,  dentistry,  yeteri- 
nary  medicine,  optometry,  podiatry,  pharmacy,  public  health, 
nursing,  or  allied  health  professions;  or  (B),  if  they  are  not 
qualified  to  enroll  in  any  such  school,  to  undertake  such  post- 
secondary  education  or  training  as  may  be  required  to  qualify 
them  for  enrollment; 

(2)  publicizing  existing  sources  of  financial  aid  available  to 
Indians  enrolled  in  any  school  referred  to  in  clause  (1)  (A)  of 
this  subsection  or  who  are  undertaking  training  necessary  to 
qualify  them  to  enroll  in  any  such  school;  or 

(3)  establishing  other  programs  which  the  Secretary  determines 
will  enhance  and  facilitate  the  enrollment  of  Indians,  and  the 
subsequent  pursuit  and  completion  by  them  of  courses  of  study, 
in  any  school  referred  to  in  clause  (1)  (A)  of  this  subsection. 

(b)  (1)  Xo  grant  may  be  made  under  this  section  unless  an  applica- 
tion therefor  has  been  submitted  to,  and  approved  by,  the  Secretary. 
Such  application  shall  be  in  such  form,  submitted  in  such  manner,  and 
contain  such  information,  as  the  Secretary  shall  by  regulation  pre- 
scribe: Provided.  That  the  Secretary  shall  give  a  preference  to 
applications  submitted  by  Indian  tribes  or  tribal  organizations. 

(2)  The  amount  of  any  grant  under  this  section  shall  be  determined 
by  the  Secretary.  Payments  pursuant  to  grants  under  this  section  may 
be  made  in  advance  or  by  way  of  reimbursement,  and  at  such  intervals 
and  on  such  conditions  as  the  Secretary  finds  necessary. 

(c)  For  the  purpose  of  making  payments  pursuant  to  grants  under 
this  section,  there  are  authorized  to  be  appropriated  $900,000  for  fiscal 
year  1978,  $1,500,000  for  fiscal  year  1979,  and  $1,800,000  for  fiscal  year 
1980.  For  fiscal  years  1981,  1982,  1983,  and  1984  there  are  authorized 
to  be  appropriated  for  such  payments  such  sums  as  may  be  specifically 
authorized  by  an  Act  enacted  after  this  Act. 


Grants. 

25  USC  1612. 


Application, 
submittal 
and  approval. 


Amount  and 
payment. 


Appropriation 
auliiorization. 
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HEAJ/iil   J'JrOI'KSSlONH  PliEPAKATOiiY  SOHOLAKHHIP  FROOKAM  FOli  INJjIAXS 


Scholarship 
grants,  eligi- 
bilit/  require- 
ments. 
25  use  1613. 


Tv/o-year 
limitation. 


Appropriation 
authorization. 


Skc.  JOv.  (a)  The  Secretary,  a/:tjng  throu^.'h  tJie  Service,  shalJ  make 
s<^;ho]arship  ^^rarits  to  Indians  who — 

H;  Ijave  successfully  completefJ  fijfjr  hi^i;}!  school  education 
or  school  e/^ui valency ;  and 

(2)  have  demonstrated  the  capability  to  successfully  complete 
courses  of  study  in  s<'^h<'x>ls  of  medicine,  osteopathy,  dentistry, 
veterinary   medicine,  optometry,   fx-KJiatry,   pliarmacy,  public 
health,  nursing,  or  allied  health  professions. 
(h)  Each  scholarship  grant  made  under  this  section  shall  be  for  a 
period  not  to  axccA'/i  two  ac/ddftnncy  years,  which  years  shall  be  for 
co/rjpeusatory  preprofessional  education  of  any  grantee. 

fc;  Scholarship  grants  made  under  this  section  may  cover  costs  of 
tuition,  books,  transportation,  hoard,  and  other  necessary  related 
expenses. 

( (1)  There  are  authorizexl  to  be  appropriated  for  the  purpose  of  this 
H('/-,ti()!i :  $800,000  for  fiscal  year  1978,  $1,000,000  for  fiscal  year  1979, 
and  $l,.'iOO,,000  U>r  flsr,J  yf,ar  1980.  For  fiscal  years  1981, 1982,  ]98.'i,  and 
1984  there,  ant  uuUjoj  j/f-d  U)  be  appropriated  for  the  purposes  of  this 
section  sucIj  sums  as  njay  be  specifif;ally  authorizf'/l  by  an  Act  cji'dcUtd 
after  this  Act. 


HKA'I/ni    MiOJ-hSSlONS   SCHOLARSHIP  PROGRAM 


Appropriation 
authorization. 


bi:>trjl;ution. 


Active  duty 
service 
obligation. 
Post,  p.  1410. 


'Indians.  " 


Skc.  104.  Section  225 (i)  of  the  I^iblic  Health  S(trvice  Act  (42 
[J.S.C.  2.':;4Cjj ;  1  ,  ;unended  (1)  by  inserting  "(Ij"  after  "(i)",  and 
(2)  by  addiii;/  at  Djc  end  the  following: 

"(2)  (A)  1))  Ji'l'Jjtion  U)  the  sums  authorized  to  be  appropriated 
under  paragruj^h  (\ )  to  carry  out  the  Program,  there  are  authorized 
to  be  appropriated  for  the  fiscal  year  ending  S(iptemher  i^>0,  1978, 
$5,450,000;  for  the  fiscal  year  ending  September  '40,  1979,  $G,:^.00,000 ; 
for  the  fisr;al  year  ending  September  ^M),  1980,  $7,200,000;  and  for 
fiscal  years  1981,  1982,  198:^>,  and  1984  such  sums  as  may  l>e  spe/:ifically 
authorized  by  an  Act  enji/;t,ed  m  Iter  the  Indiar)  Health  ('ant  Improve- 
ment Act,  to  provide  scholarsiiifos  under  the  Program  to  provide 
physicians,  o  I  f  h -.  doilisf  -;.  vm  I  cr  inarians,  nurses,  optometrists, 
podiatrists,  f;h;i rin;i(  j -,t-,  pufilif.  Ijcjillli  personnel,  and  allied  health 
prof(iSsionals  to  provide  services  to  Indians.  Such  scholarships  shall 
be  designated  Indian  Ifealth  Scholarships  and  shall  be  made  in 
accordfince  vvlfli  llii     f  fj  ion  f-xfcpt  as  [>rovided  in  subparagraph  (B). 

'(I>)fi)  Tlx-  Scrj  (I  ;uy-  lifting  llirough  the  Indian  Health  Service, 
sliall  d(t(j-ni  j  jic,  the  irjdi  vidiials  vvljo  receive  the  Indian  Health  Schol- 
arships, sliall  acroi'd  [priority  to  ap[)licants  who  are  Indians,  and  shall 
determine  the  distribution  of  the  sr;holarships  on  the  basis  of  the 
i-elative  needs  of  Indians  for  additional  service  in  specific  health 
professions. 

"(ii)  The  a^;tiv(t  duty  servifXi  obligation  pres(;ribed  by  subsection 
(e)  shall  be  met  by  the  recipient  of  an  Indian  Health  Scholarship 
by  service  in  the  Indian  Health  Serviex'.,  in  a  program  assisted  under 
title  V  of  the  Indian  Health  Care  Improvement  Act,  or  in  the  pnvate 
practice  of  his  profession  if,  as  d(;termin(Hl  by  the  Sex;r(!tary  in  a/;cord- 
ance  with  guidelines  promulgated  by  him,  such  practice  is  situated  in 
a  physician  or  other  health  professional  shortage  area  and  addresses 
the  health  care  ne^ds  of  a  substantial  number  of  Indians. 

"(C)  For  purposes  of  this  paragraph,  the  temi  'Indian.s'  ha.s  the 
same  meaning  given  that  term  by  subsection  (c)  of  section  4  of  the 
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Indian  Health  Care  Improvement  Act  and  includes  individuals  Ante,  p.  1401. 
described  in  clauses  (1)  through  (4)  of  that  subsection.". 

INDIAN  HEALTH  SERVICE  EXTERN  PROGRAMS 

Sec.  105.  (a)  Any  individual  who  receives  a  scholarship  grant  pur-  25  USC  1614. 
suant  to  section  104  shall  be  entitled  to  employment  in  the  Service 
during  any  nonacademic  period  of  the  year.  Periods  of  employment 
pursuant  to  this  subsection  shall  not  be  counted  in  determining  the 
fulfillment  of  the  service  obligation  incurred  as  a  condition  of  the 
scholarship  grant. 

(b)  Any  individual  enrolled  in  a  school  of  medicine,  osteopathy, 
dentistry,  veterinary  medicine,  optometry,  podiatry,  pharmacy,  public 
health,  nursing,  or  allied  health  professions  may  be  employed  by  the 
Service  during  any  nonacademic  period  of  the  year.  Any  such  employ- 
ment shall  not  exceed  one  hundred  and  twenty  days  during  any 
calendar  year. 

(c)  Any  employment  pursuant  to  this  section  shall  be  made  with- 
out regard  to  any  competitive  personnel  system  or  agency  personnel 
limitation  and  to  a  position  which  will  enable  the  individual  so 
employed  to  receive  practical  experience  in  the  health  profession  in 
which  he  or  she  is  engaged  in  study.  Any  individual  so  employed 
shall  receive  payment  for  his  or  her  services  comparable  to  the  salary 
he  or  she  would  receive  if  he  or  she  were  employed  in  the  competitive 
system.  Any  individual  so  employed  shall  not  be  counted  against  any 
employment  ceiling  affecting  the  Service  or  the  Department  of  Health, 
Education,  and  Welfare. 

(d)  There  are  authorized  to  be  appropriated  for  the  purpose  of  Appropriation 
this  section :  $600,000  for  fiscal  vear  1978,  $800,000  for  fiscal  year  1979,  authorization, 
and  $1,000,000  for  fiscal  year  i980.  For  fiscal  years  1981,  1982,  1983, 

and  1984  there  are  authorized  to  be  appropriated  for  the  purpose 
of  this  section  such  sums  as  may  be  specifically  authorized  by  an  Act 
enacted  after  this  Act. 

CONTINUING  EDUCATION  ALLOWANCES 

Sec.  106.  (a)  In  order  to  encourage  physicians,  dentists,  and  other  25  USC  1615. 
health  professionals  to  join  or  continue  in  the  Service  and  to  provide 
their  services  in  the  rural  and  remote  areas  where  a  significant  portion 
of  the  Indian  people  resides,  the  Secretary,  acting  through  the  Service, 
may  provide  allowances  to  health  professionals  employed  in  the  Serv- 
ice to  enable  them  for  a  period  of  time  each  year  prescribed  by  regula- 
tion of  the  Secretary  to  take  leave  of  their  duty  stations  for  profes- 
sional consultation  and  refresher  training  courses. 

(b)  There  are  authorized  to  be  appropriated  for  the  purpose  of  this  Appropriation 
section:  $100,000  for  fiscal  year  1978,  $200,000  for  fiscal  year  1979,  authorization, 
and  $250,000  for  fiscal  year  1980.  For  fiscal  years  1981,  1982,  1983, 
and  1984  there  are  authorized  to  be  appropriated  for  the  purpose  of 
this  section  such  sums  as  may  be  specifically  authorized  by  an  Act 
enacted  after  this  Act. 

TITLE  II— HEALTH  SERVICES 

HEALTH  SERVICES 

Sec  201.  (a)  For  the  purpose  of  eliminating  backlogs  in  Indian  25  USC  1621. 
health  care  services  and  to  supply  known,  unmet  medical,  surgical, 
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dental,  optometrical,  and  other  Indian  health  needs,  the  Secretary  is 
authorized  to  expend,  through  the  Service,  over  the  seven-fiscal-year 
period  beginning  after  the  date  of  the  enactment  of  this  Act  the 
amounts  authorized  to  be  appropriated  by  subsection  (c).  Funds 
appropriated  pursuant  to  this  section  for  each  fiscal  year  shall  not  be 
used  to  offset  or  limit  the  appropriations  required  by  the  Service 
under  other  Federal  laws  to  continue  to  serve  the  health  needs  of 
Indians  during  and  subsequent  to  such  seven-fiscal-year  period,  but 
shall  be  in  addition  to  the  level  of  appropriations  provided  to  the 
Service  under  this  Act  and  such  other  Federal  laws  in  the  preceding 
fiscal  year  plus  an  amount  equal  to  the  amount  required  to  cover  pay 
increases  and  employee  benefits  for  personnel  employed  under  this 
Act  and  such  laws  and  increases  in  the  costs  of  serving  the  health  needs 
of  Indians  under  this  Act  and  such  laws,  which  increases  are  caused 
by  inflation. 


seven-fiscal-year  period  in  accordance  with  the  schedule  provided  in 
subsection  (c).  Such  positions  authorized  each  fiscal  year  pursuant 
to  this  section  shall  not  be  considered  as  offsetting  or  limiting  the  per- 
sonnel required  by  the  Service  to  serve  the  health  needs  of  Indians 
during  and  subsequent  to  such  seven-fiscal-year  period  but  shall  be  in 
addition  to  the  positions  authorized  in  the  previous  fiscal  year. 

(c)  The  following  amounts  and  positions  are  authorized,  in  accord- 
ance with  the  provisions  of  subsections  (a)  and  (b),  for  the  specific 
purposes  noted: 

(1)  Patient  care  (direct  and  indirect)  :  sums  and  positions  as 
provided  in  subsection  (e)  for  fiscal  year  1978,  $8,500,000  and  two 
hundred  and  twenty -five  positions  for  fiscal  year  1979,  and 
$16,200,000  and  three  hundred  positions  for  fiscal  year  1980. 

(2)  Field  health,  excluding  dental  care  (direct  and  indirect)  : 
sums  and  positions  as  provided  in  subsection  (e)  for  fiscal  year 
1978,  $3,350,000  and  eighty-five  positions  for  fiscal  year  1979,  and 
$5,550,000  and  one  hundred  and  thirteen  positions  for  fiscal  year 
1980. 

(3)  Dental  care  (direct  and  indirect)  :  sums  and  positions  as 
provided  in  subsection  (e)  for  fiscal  year  1978,  $1,500,000  and 
eighty  positions  for  fiscal  year  1979,  and  $1,500,000  and  fifty  posi- 
tions for  fiscal  year  1980. 

(4)  Mental  health:  (A)  Community  mental  health  services: 
sums  and  positions  as  provided  in  subsection  (e)  for  fiscal  year 
1978,  $1,300,000  and  thirty  positions  for  fiscal  year  1979,  and 
$2,000,000  and  thirty  positions  for  fiscal  year  1980. 

(B)  Inpatient  mental  health  services:  sums  and  positions  as 
provided  in  subsection  (e)  for  fiscal  year  1978,  $400,000  and  fifteen 
positions  for  fiscal  year  1979,  and  $600,000  and  fifteen  positions 
for  fiscal  year  1980. 

(C)  Model  dormitory  mental  health  services:  sums  and  posi- 
tions as  provided  in  subsection  (e)  for  fiscal  year  1978,  $1,250,000 
and  fifty  positions  for  fiscal  year  1979,  and  $1,875,000  and  fifty 
positions  for  fiscal  year  1980. 

(D)  Therapeutic  and  residential  treatment  centers:  sums  and 
positions  as  provided  in  subsection  (e)  for  fiscal  year  1978, 
$300,000  and  ten  positions  for  fiscal  year  1979,  and  $400,000  and 
five  positions  for  fiscal  year  1980. 

(E)  Training  of  traditional  Indian  practitioners  in  mental 
health :  sums  as  provided  in  subsection  (e)  for  fiscal  year  1978, 
$150,000  for  fiscal  year  1979,  and  $200,000  for  fiscal  year  1980. 
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(5)  Treatment  and  control  of  alcoholism  among  Indians: 
$i,000,000  for  fiscal  vear  1978,  $9,000,000  for  fiscal  year  1979,  and 
$9,200,000  for  fiscal  year  1980. 

(6)  Maintenance  and  repair  (direct  and  indirect)  :  smns  and 
positions  as  provided  in  subsection  (e)  for  fiscal  year  1978, 
$3,000,000  and  twenty  positions  for  fiscal  year  1979,  and" $4,000,000 
and  tliirty  positions  for  fiscal  year  1980. 

(7)  For  fiscal  years  198i.  1982,  1983,  and  1984  there  are  Appropriation 
authorized  to  be  appropriated  for  the  items  referred  to  in  the  authorization, 
preceding  paragraphs  such  simis  as  may  be  specifically  authorized 

by  an  Act  enacted  after  tliis  Act.  For  such  fiscal  years,  positions 
are  authorized  for  such  items  (other  than  the  items  referred  to 
in  paragraphs  (4)  (E)  and  (5))  as  may  be  specified  in  an  Act 
enacted  after  the  date  of  the  enactment  of  this  Act. 

(d)  The  Secretary,  acting  through  the  Service,  shall  expend  directly  Research 
or  by  contract  not  less  than  1  per  centum  of  the  funds  appropriated  funds, 
under  the  authorizations  in  each  of  the  clauses  (1)  through  (5)  of 
subsection  ( c )  for  research  in  each  of  the  areas  of  Indian  health  care 

for  which  such  funds  are  authorized  to  be  appropriated. 

(e)  For  fiscal  year  1978.  the  Secretary  is  authorized  to  apportion  Appropriation 
not  to  exceed  a  total  of  $10,025,000  and  425  positions  for  the  programs  authorization, 
enumerated  in  clauses  (c)  (1)  through  (4)  and  (c)(6)  of  this  section. 


TITLE  III— HEALTH  FACILITIES 


COXSTRUCTIOX  AXD  REXOVATIOX  OF  SERVICE  FACrLTTTES 


Sec.  301.  (a)  The  Secretary,  acting  through  the  Service,  is  author- 
ized to  expend  over  the  seven-fiscal-year  period  beginning  after  the 
date  of  the  enactment  of  this  Act  the  sums  authorized  by  subsection 
(b)  for  the  construction  and  renovation  of  hospitals,  health  centers, 
health  stations,  and  other  facilities  of  the  Service. 

(b)  The  following  amounts  are  authorized  to  be  appropriated  for 
purposes  of  subsection  (a)  : 

(1)  Hospitals:  $67,180,000  for  fiscal  year  1978.  $73,256,000  for 
fiscal  year  1979,  and  $49,742,000  for  fiscal  year  1980.  For  fiscal 
years  '1981.  1982.  1983,  and  1984,  there  are  authorized  to  be  appro- 
priated for  hospitals  such  sums  as  may  be  specifically  authorized 
bv  an  Act  enacted  after  this  Act. 

"(2)  Health  centers  and  health  stations:  $6,960,000  for  fiscal 
vear  1978,  S6.226.000  for  fiscal  year  1979,  and  $3,720,000  for  fiscal 
year  1980.  For  fiscal  years  1981,  1982.  1983,  and  1984,  there  are 
authorized  to  be  appropriated  for  health  centers  and  health  sta- 
tions such  sums  as  may  be  specifically  authorized  by  an  Act 
enacted  after  this  Act. 

(3)  Staff  housing:  $1,242,000  for  fiscal  vear  1978,  $21,725,000 
for  fiscal  year  1979,  and  $4,116,000  for  fiscal  year  1980.  For  fiscal 
years  1981.  1982,  1983,  and  1984.  there  are  authorized  to  be  appro- 
priated for  staff  housing  such  sums  as  may  be  specifically  author- 
ized by  an  Act  enacted  after  this  Act. 

(c)  Prior  to  the  expenditure  of,  or  the  making  of  any  firm  commit- 
ment to  expend,  any  funds  authorized  in  subsection  (a) ,  the  Secretary, 
acting  through  the  Service  shall — 

(1)  consult  with  any  Indian  tribe  to  be  significantly  affected 
by  any  such  expenditure  for  the  purpose  of  determining  and, 
wherever  practicable,  honoring  tribal  preferences  concerning  the 


25  use  1631. 


Appropriation 
authorization. 


Consultation. 
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size,  location,  type,  and  other  characteristics  of  any  facility  on 
which  such  expenditure  is  to  be  made ;  and 

(2)  be  assured  that,  wherever  practicable,  such  facility,  not 
later  than  one  year  after  its  construction  or  renovation,  shall  meet 
the  standards  of  the  Joint  Committee  on  Accreditation  of 
Hospitals. 


25  use  1632. 


Appropriation 
authorization. 


New  York 
Indian  tribes, 
eligibility  for 
assistance. 

25  use  1633. 


Construction 
personnel, 
pay  rates. 


40  use  276a 
note. 


CONSTRUCTION  OF  SAFE  WATER  AND  SANITARY  WASTE 
DISPOSAL  FACILITIES 

Sec.  302.  (a)  During  the  seven-fiscal -year  period  beginning  after  the 
date  of  the  enactment  of  this  Act,  the  Secretary  is  authorized  to  expend 
under  section  7  of  the  Act  of  August  5,  1954  (42  U.S.C.  2004a),  the 
sums  authorized  under  subsection  (b)  to  supply  unmet  needs  for  safe 
water  and  sanitary  waste  disposal  facilities  in  existing  and  new  Indian 
homes  and  communities. 

(b)  For  expenditures  of  the  Secretary  authorized  by  subsection  (a) 
for  facilities  in  existing  Indian  homes  and  communities  there  are 
authorized  to  be  appropriated  $43,000,000  for  fiscal  year  1978, 
$30,000,000  for  fiscal  year  1979,  and  $30,000,000  for  fiscal  year  1980. 
For  expenditures  of  the  Secretary  authorized  by  subsection  (a)  for 
facilities  in  new  Indian  homes  and  communities  there  are  authorized 
to  be  appropriated  such  sums  as  may  be  necessary  for  fiscal  years 
1978,  1979,  and  1980.  For  fiscal  years  1981,  1982,  1983,  and  1984  for 
expenditures  authorized  by  subsection  (a)  there  are  authorized  to  be 
appropriated  such  sums  as  may  be  specifically  authorized  in  an  Act 
enacted  after  this  Act. 

(c)  Former  and  currently  federally  recognized  Indian  tribes  in  the 
State  of  New  York  shall  be  eligible  for  assistance  under  this  section. 

preference  to  INDIANS  AND  INDIAN  FIRMS 

Sec.  303.  (a)  The  Secretary,  acting  through  the  Service,  may  utilize 
the  negotiating  authority  of  the  Act  of  June  25,  1910  (25  U.S.C.  47), 
to  give  preference  to  any  Indian  or  any  enterprise,  partnership,  cor- 
poration, or  other  tvpe  of  business  organization  owned  and  controlled 
by  an  Indian  or  Indians  including  former  or  currently  federally 
recognized  Indian  tribes  in  the  State  of  New  York  (hereinafter 
referred  to  as  an  "Indian  firm")  in  the  construction  and  renovation  of 
Service  facilities  pursuant  to  section  301  and  in  the  construction  of 
safe  water  and  sanitary  waste  disposal  facilities  pursuant  to  section 
302.  Such  preference  may  be  accorded  by  the  Secretary  unless  he  finds, 
pursuant  to  rules  and  regulations  promulgated  by  him,  that  the  project 
or  function  to  be  contracted  for  will  not  be  satisfactory  or  such  project 
or  function  cannot  be  properly  completed  or  maintained  under  the  pro- 
posed contract.  The  Secretary,  in  arriving  at  his  finding,  shall  consider 
whether  the  Indian  or  Indian  firm  will  be  deficient  with  respect  to 
(1)  ownership  and  control  by  Indians,  (2)  equipment,  (3)  bookkeep- 
ing and  accounting  procedures,  (4)  substantive  knowledge  of  the 
project  or  function  to  be  contracted  for,  (5)  adequately  trained  person- 
nel, or  (6)  other  necessary  components  of  contract  performance. 

(b)  For  the  purpose  of  implementing  the  provisions  of  this  title, 
the  Secretary  shall  assure  that  the  rates  of  pay  for  personnel  engaged 
in  the  construction  or  renovation  of  facilities  constructed  or  renovated 
in  whole  or  in  part  by  funds  made  available  pursuant  to  this  title  are 
not  less  than  the  prevailing  local  wage  rates  for  similar  work  as 
determined  in  accordance  with  the  Act  of  March  3,  1931  (40  U.S.C. 
276a-276a-5,  known  as  the  Davis-Bacon  Act). 
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SOBOBA  SANITATION  FACILITIES 


Sec.  304.  The  Act  of  December  17,  1970  (84  Stat.  1465),  is  hereby 
amended  by  adding  the  following  new  section  9  at  the  end  thereof : 

''Sec.  9.  Xothing  in  this  Act  shall  preclude  the  Soboba  Band  of 
Mission  Indians  and  the  Soboba  Indian  Reservation  from  being  pro- 
vided with  sanitation  facilities  and  services  under  the  authority  of 
section  7  of  the  Act  of  August  5.  1954  (68  Stat.  674),  as'  amended 
by  the  Act  of  July  31, 1959  (73  Stat.  267) .".  42  USC  2004a. 

TITLE  IV— ACCESS  TO  HEALTH  SERVICES 

ELIGIBILITY  OF  INDIAN  HEALTH  SERVICE  FACILITIES 
UNDER  IMEDICARE  PR0GRA3I 

Sec.  401.  (a)  Sections  1814(c)  and  1835(d)  of  the  Social  Security 
Act  are  each  amended  by  striking  out  "No  payment"  and  inserting  42  USC  1395f, 
in  lieu  thereof  "Subject  to  section  1880,  no  payment".  1395n. 

(b)  Part  C  of  title  XVIII  of  such  Act  is  amended  by  adding  at  the  42  USC  1395x. 
end  thereof  the  following  new  section : 


"INDIAN  HEALTH  SER^TiCE  FACILITIES 


"Sec.  1880.  (a)  A  hospital  or  skilled  nursing  facility  of  the  Indian 
Health  Service,  whether  operated  by  such  Service  or  by  an  Indian 
tribe  or  tribal  organization  (as  those  terms  are  defined  in  section  4 
of  the  Indian  Health  Care  Improvement  Act),  shall  be  eligible  for 
payments  under  this  title,  notwithstanding  sections  1814(c)  and 
1835  (d) ,  if  and  for  so  long  as  it  meets  all  of  the  conditions  and  require- 
ments for  such  payments  which  are  applicable  generally  to  hospitals 
or  skilled  nursing  facilities  (as  the  case  may  be)  under  this  title. 

"(b)  Xotwithstanding  subsection  (a),  a  hospital  or  skilled  nursing 
facility  of  the  Indian  Health  Service  which  does  not  meet  all  of  the 
conditions  and  requirements  of  this  title  which  are  applicable  gen- 
erally to  hospitals  or  skilled  nursing  facilities  (as  the  case  may  be), 
but  which  submits  to  the  Secretary  within  six  months  after  the  date  of 
the  enactment  of  this  section  an  acceptable  plan  for  achieving  com- 
pliance with  such  conditions  and  requirements,  shall  be  deemed  to  meet 
such  conditions  and  requirements  (and  to  be  eligible  for  payments 
under  this  title),  without  regard  to  the  extent  of  its  actual  compliance 
with  such  conditions  and  requirements,  during  the  first  12  months 
after  the  month  in  which  such  plan  is  submitted. 

"  (c)  Xotwithstanding  any  other  provision  of  this  title,  payments  to 
which  any  hospital  or  skilled  nursing  facility  of  the  Indian  Health 
Service  is  entitled  by  reason  of  this  section  shall  be  placed  in  a  special 
fund  to  be  held  by  the  Secretary  and  used  by  him  (to  such  extent  or 
in  such  amounts  as  are  provided  in  appropriation  Acts)  exclusively 
for  the  purpose  of  making  any  improvements  in  the  hospitals  and 
skilled  nursing  facilities  of  such  Service  which  may  be  necessary  to 
achieve  compliance  with  the  applicable  conditions  and  requirements 
of  this  title.  The  preceding  sentence  shall  cease  to  apply  when  the 
Secretary  determines  and  certifies  that  substantially  all  of  the  hospitals 
and  skilled  nursing  facilities  of  such  Service  in  the  United  States  are 
in  compliance  with  such  conditions  and  requirements. 

"(d)  The  annual  report  of  the  Secretary  which  is  required  by  sec- 
tion 701  of  the  Indian  Health  Care  Improvement  Act  shall  include 
(along  with  the  matters  specified  in  section  403  of  such  Act)  a  detailed 
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statement  of  the  status  of  the  hospitals  and  skilled  nursing  facilities 
of  the  Service  in  terms  of  their  compliance  with  the  applicable  condi- 
tions and  requirements  of  this  title  and  of  the  progress  being  made  by 
such  hospitals  and  facilities  (under  plans  submitted  under  subsection 
(b)  and  otherwise)  toward  the  achievement  of  such  compliance.". 

(c)  Any  payments  received  for  services  provided  to  beneficiaries 
hereunder  shall  not  be  considered  in  determining  appropriations  for 
health  care  and  services  to  Indians. 

(d)  Nothing  herein  authorizes  the  Secretary  to  provide  services  to 
an  Indian  beneficiary  with  coverage  under  title  XVIII  of  the  Social 
Security  Act,  as  amended,  in  preference  to  an  Indian  beneficiary 
without  such  coverage. 


SERVICES  PROVIDED  TO  MEDICAID  ELIGIBLE  INDIANS 

42  use  1396.        Sec.  402.  (a)  Title  XIX  of  the  Social  Security  Act  is  amended  by 
adding  at  the  end  thereof  the  following  new  section: 


INDIAN  health  SERVICE  FACILITIES 
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Supra. 


"Sec.  1911.  (a)  A  facility  of  the  Indian  Health  Service  (including 
a  hospital,  intermediate  care  facility,  or  skilled  nursing  facility), 
whether  operated  by  such  Service  or  by  an  Indian  tribe  or  tribal  orga- 
nization (as  those  terms  are  defined  in  section  4  of  the  Indian  Health 
Care  Improvement  Act),  shall  be  eligible  for  reimbursement  for 
medical  assistance  provided  under  a  State  plan  if  and  for  so  long  as 
it  meets  all  of  the  conditions  and  requirements  which  are  applicable 
generally  to  such  facilities  under  this  title. 

"(b)  Notwithstanding  subsection  (a),  a  facility  of  the  Indian 
Health  Service  (including  a  hospital,  intermediate  care  facility,  or 
skilled  nursing  facility)  which  does  not  meet  all  of  the  conditions  and 
requirements  of  this  title  which  are  applicable  generally  to  such  facil- 
ity, but  which  submits  to  the  Secretary  within  six  months  after  the 
date  of  the  enactment  of  this  section  an  acceptable  plan  for  achieving 
compliance  with  such  conditions  and  requirements,  shall  be  deemed 
to  meet  such  conditions  and  requirements  (and  to  be  eligible  for  reim- 
bursement under  this  title),  without  regard  to  the  extent  of  its  actual 
compliance  with  such  conditions  and  requirements,  during  the  first 
twelve  months  after  the  month  in  which  such  plan  is  submitted.". 

(b)  The  Secretary  is  authorized  to  enter  into  agreements  with  the 
appropriate  State  agency  for  the  purpose  of  reimbursing  such  agency 
for  health  care  and  services  provided  in  Service  facilities  to  Indians 
who  are  eligible  for  medical  assistance  under  title  XIX  of  the  Social 
Security  Act,  as  amended. 

(c)  Notwithstanding  any  other  provision  of  law,  payments  to  which 
any  facility  of  the  Indian  Health  Service  (including  a  hospital,  inter- 
mediate care  facility,  or  skilled  nursing  facility)  is  entitled  under  a 
State  plan  approved  under  title  XIX  of  the  Social  Security  Act  by 
reason  of  section  1911  of  such  Act  shall  be  placed  in  a  special  fund  to 
be  held  by  the  Secretary  and  used  by  him  (to  such  extent  or  in  such 
amounts  as  are  provided  in  appropriation  Acts)  exclusively  for  the 
purpose  of  making  any  improvements  in  the  facilities  of  such  Service 
which  may  be  necessary  to  achieve  compliance  with  the  applicable 
conditions  and  requirements  of  such  title.  The  preceding  sentence  shall 
cease  to  apply  when  the  Secretary  determines  and  certifies  that  sub- 
stantially all  of  the  health  facilities  of  such  Service  in  the  United 
States  are  in  compliance  with  such  conditions  and  requirements. 


90  STAT.  1409 


September  30,  1976 


-  11  - 


Pub,  Law  94-437 


(d)  Any  payments  received  for  services  provided  recipients  here- 
under shall  not  be  considered  in  determining  appropriations  for  the 
provision  of  health  care  and  services  to  Indians. 

(e)  Section  1905(b)  of  the  Social  Security  Act  is  amended  by 
inserting  at  the  end  thereof  the  following :  "Notwithstanding  the  first 
sentence  of  this  section,  the  Federal  medical  assistance  percentage  shall 
be  100  per  centum  with  respect  to  amounts  expended  as  medical  assist- 
ance for  services  which  are  received  through  an  Indian  Health  Service 
facility  whether  operated  by  the  Indian  Health  Service  or  by  an  Indian 
tribe  or  tribal  organization  (as  defined  in  section  4  of  the  Indian 
Health  Care  Improvement  Act).". 

REPORT 

Sec.  403.  The  Secretary  shall  include  in  his  annual  report  required 
by  section  701  an  accomiting  on  the  amount  and  use  of  funds  made 
available  to  the  Service  pursuant  to  this  title  as  a  result  of  reimburse- 
ments through  titles  XVIII  and  XIX  of  the  Social  Security  Act,  as 
amended. 

TITLE  V— HEALTH  SERVICES  FOR  URBAN  INDIANS 

PURPOSE 

Sec.  501.  The  purpose  of  this  title  is  to  encourage  the  establishment   25  USC  1651. 
of  programs  in  urban  areas  to  make  health  services  more  accessible 
to  the  urban  Indian  population. 

CONTRACTS  WITH  URBAN  INDIAN  ORGANIZATIONS 

Sec.  502.  The  Secretary,  acting  through  the  Service,  shall  enter  into    25  USC  1652. 
contracts  with  urban  Indian  organizations  to  assist  such  organizations 
to  establish  and  administer,  in  the  urban  centers  in  which  such  organi- 
zations are  situated,  programs  which  meet  the  requirements  set  forth 
in  sections  503  and  504. 

CONTRACT  ELIGIBILITY 

Sec.  503.  (a)  The  Secretary,  acting  through  the  Service,  shall  place  25  USC  1653. 
such  conditions  as  he  deems  necessary  to  effect  the  purpose  of  this 
title  in  any  contract  which  he  makes  with  any  urban  Indian  organi- 
zation pursuant  to  this  title.  Such  conditions  shall  include,  but  are 
not  limited  to,  requirements  that  the  organization  successfully  under- 
take the  following  activities: 

(1)  determine  the  population  of  urban  Indians  which  are  or 
could  be  recipients  of  health  referral  or  care  services ; 

(2)  identify  all  public  and  private  health  service  resources 
within  the  urban  center  in  which  the  organization  is  situated 
which  are  or  may  be  available  to  urban  Indians; 

(3)  assist  such  resources  in  providing  service  to  such  urban 
Indians ; 

(4)  assist  such  urban  Indians  in  becoming  familiar  with  and 
utilizing  such  resources ; 

(5)  provide  basic  health  education  to  such  urban  Indians; 

(6)  establish  and  implement  manpower  training  programs  to 
accomplish  the  referral  and  education  tasks  set  forth  in  clauses 
( 3 )  through  ( 5 )  of  this  subsection ; 

(7)  identify  gaps  between  unmet  health  needs  of  urban  Indians 
and  the  resources  available  to  meet  such  needs; 
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(8)  make  recommendations  to  the  Secretary  and  Federal,  State, 
local,  and  other  resource  agencies  on  methods  of  improving  health 
service  programs  to  meet  the  needs  of  urban  Indians ;  and 

( 9 )  where  necessary,  provide  or  contract  for  health  care  services 
to  urban  Indians. 

Urban  Indian  (b)  The  Secretary,  acting  through  the  Service,  shall  by  regulation 
organizations,  prescribe  the  criteria  for  selecting  urban  Indian  organizations  with 
selection  which  to  contract  pursuant  to  this  title.  Such  criteria  shall,  among 

^^i^^^i^  other  factors,  take  into  consideration: 

(1)  the  extent  of  the  unmet  health  care  needs  of  urban  Indians 
in  the  urban  center  involved ; 

(2)  the  size  of  the  urban  Indian  population  which  is  to  receive 
assistance ; 

(3)  the  relative  accessibility  which  such  population  has  to 
health  care  services  in  such  urban  center ; 

(4)  the  extent,  if  any,  to  which  the  activities  set  forth  in  sub- 
section (a)  would  duplicate  any  previous  or  current  public  or 
private  health  services  project  funded  by  another  source  in  such 
urban  center; 

(5)  the  appropriateness  and  likely  effectiveness  of  the  activities 
set  forth  in  subsection  (a)  in  such  urban  center; 

(6)  the  existence  of  an  urban  Indian  organization  capable  of 
performing  the  activities  set  forth  in  subsection  (a)  and  of  enter- 
ing into  a  contract  with  the  Secretary  pursuant  to  this  title ;  and 

(7)  the  extent  of  existing  or  likely  future  participation  in  the 
activities  set  forth  in  subsection  (a)  by  appropriate  health  and 
health-related  Federal,  State,  local,  and  other  resource  agencies. 

OTHER  CONTRACT  REQUIREMENTS 

Sec.  504.  (a)  Contracts  with  urban  Indian  organizations  J3ursuant 
to  this  title  shall  be  in  accordance  with  all  Federal  contracting  laws 
and  regulations  except  that,  in  the  discretion  of  the  Secretary,  such 
contracts  may  be  negotiated  without  advertising  and  need  not  conform 
to  the  provisions  of  the  Act  of  August  24,  1935  (48  Stat.  793),  as 
amended. 

(b)  Payments  under  any  contracts  pursuant  to  this  title  may  be 
made  in  advance  or  by  way  of  reimbursement  and  in  such  installments 
and  on  such  conditions  as  the  Secretary  deems  necessary  to  carry  out 
the  purposes  of  this  title. 

(c)  Notwithstanding  any  provision  of  law  to  the  contrary,  the 
Secretary  may,  at  the  request  or  consent  of  an  urban  Indian  orga- 
nization, revise  or  amend  any  contract  made  by  him  with  such  organi- 
zation pursuant  to  this  title  as  necessary  to  carry  out  the  purposes  of 
this  title :  Provided,  however,  That  whenever  an  urban  Indian  orga- 
nization requests  retrocession  of  the  Secretary  for  any  contract  entered 
into  pursuant  to  this  title,  such  retrocession  shall  become  effective 
upon  a  date  specified  by  the  Secretary  not  more  than  one  hundred  and 
twenty  days  from  the  date  of  the  request  by  the  organization  or  at 
such  later  date  as  may  be  mutually  agreed  to  by  the  Secretary  and 
the  organization. 

(d)  In  connection  with  any  contract  made  pursuant  to  this  title, 
the  Secretary  may  permit  an  urban  Indian  organization  to  utilize, 
in  carrying  out  such  contract,  existing  facilities  owned  by  the  Federal 
Government  within  his  jurisdiction  under  such  terms  and  conditions 
as  may  be  agreed  upon  for  their  use  and  maintenance. 


25  use  1654. 


49  Stat.  793. 
40  use  270a- 
270d. 


Contract  re- 
vision or 
amendment. 


Govemm  ent 

facilities, 

use. 


90  STAT.  1411 


September  30,  1976      -  13  -  Pub,  Law  94-437 


(e)  Contracts  with  urban  Indian  organizations  and  regulations 
adopted  pursuant  to  this  title  shall  include  provisions  to  assure  the 
fair  and  uniform  provision  to  urban  Indians  of  services  and  assistance 
under  such  contracts  by  such  organizations. 


REPORTS  AXD  RECORDS 


Sec.  505.  For  each  fiscal  year  during  which  an  urban  Indian  orga-  Report  to  Sec- 
nization  receives  or  expends  funds  pursuant  to  a  contract  under  this  retaiy  of  the 
title,  such  organization  shall  submit  to  the  Secretary  a  report  including  ^5^|^"c'r  i^qc; 
information  gathered  pursuant  to  section  503(a)  (7)  and  (8),  infor- 
mation  on  activities  conducted  by  the  organization  pursuant  to  the 
contract,  an  accounting  of  the  amounts  and  purposes  for  wliich  Federal 
funds  were  expended,  and  such  other  information  as  the  Secretary  may 
request.  The  reports  and  records  of  the  urban  Indian  organization  Audit, 
with  respect  to  such  contract  shall  be  subject  to  audit  by  the  Secretary 
and  the  Comptroller  General  of  the  United  States. 


AUTHORIZATIONS 


Sec.  506.  There  are  authorized  to  be  appropriated  for  the  purpose  25  USC  1656. 
of  this  title :  $5,000,000  for  fiscal  year  1978,  $10,000,000  for  fiscal  year 
1979,  and  $15,000,000  for  fiscal  year  1980. 


REVIEW  OF  PROGRAM 


Sec.  507.  Within  six  months  after  the  end  of  fiscal  year  1979,  the  Submittal  to 
Secretary,  acting  through  the  Service  and  with  the  assistance  of  the  f-^^^^g^'^ss. 
urban  Indian  organizations  which  have  entered  into  contracts  pursuant  recommendations 
to  this  title,  shall  review  the  program  established  under  this  title  and  25  use  1657 
submit  to  the  Congress  his  assessment  thereof  and  recommendations 
for  any  further  legislative  efforts  he  deems  necessary  to  meet  the  pur- 
pose of  this  title. 

RURAL  health  PROJECTS 

Sec.  508.  Xot  to  exceed  1  per  centum  of  the  amounts  authorized  by  25  USC  1658. 
section  506  shall  be  available  for  not  to  exceed  two  pilot  projects  pro- 
viding outreach  services  to  eligible  Indians  residing  in  rural  com- 
munities near  Indian  reservations. 

TITLE  VI— .OIEKICAX  IXDIAN  SCHOOL  OF  MEDICINE; 
FEASIBILITY  STUDY 


FEASIBILITY  STUDY 


Sec.  601.  The  Secretary,  in  consultation  with  Indian  tribes  and  25  USC  1661. 
appropriate  Indian  organizations,  shall  conduct  a  study  to  determine 
the  need  for,  and  the  feasibility  of,  establishing  a  school  of  medicine 
to  train  Indians  to  provide  health  services  for  Indians.  Within  one  Report  to 
year  of  the  date  of  the  enactment  of  this  Act  the  Secretary  shall  com-  Congress, 
plete  such  study  and  shall  report  to  the  Congress  findings  and  recom- 
mendations based  on  such  study. 
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REPORTS 

Sec.  701.  The  Secretary  shall  report  annually  to  the  President  and 
the  Congress  on  progress  made  in  effecting  the  purposes  of  this  Act. 
Within  three  months  after  the  end  of  fiscal  year  1979,  the  Secretary 
shall  review  expenditures  and  progress  made  under  this  Act  and  make 
recommendations  to  the  Congress  concerning  any  additional  authoriza- 
tions for  fiscal  years  1981  through  1984  for  programs  authorized  under 
this  Act  which  he  deems  appropriate.  In  the  event  the  Congress  enacts 
legislation  authorizing  appropriations  for  programs  under  this  Act 
for  fiscal  years  1981  through  1984,  within  three  months  after  the  end 
of  fiscal  year  1983,  the  Secretary  shall  review  programs  established  or 
assisted  pursuant  to  this  Act  and  shall  submit  to  the  Congress  his 
assessment  and  recommendations  of  additional  programs  or  additional 
assistance  necessary  to,  at  a  minimum,  provide  health  services  to 
Indians,  and  insure  a  health  status  for  Indians,  which  are  at  a  parity 
with  the  health  services  available  to,  and  the  health  status,  of  the 
general  population. 

REGULATIONS 

Sec.  702.  (a)  (1)  Within  six  months  from  the  date  of  enactment  of 
this  Act,  the  Secretary  shall,  to  the  extent  practicable,  consult  with 
national  and  regional  Indian  organizations  to  consider  and  formulate 
appropriate  rules  and  regulations  to  implement  the  provisions  of  this 
Act. 

(2)  Within  eight  months  from  the  date  of  enactment  of  this  Act, 
the  Secretary  shall  publish  proposed  rules  and  regulations  in  the  Fed- 
eral Register  for  the  purpose  of  receiving  comments  from  interested 
parties. 

(3)  Within  ten  months  from  the  date  of  enactment  of  this  Act,  the 
Secretary  shall  promulgate  rules  and  regulations  to  implement  the 
provisions  of  this  Act. 

(b)  The  Secretary  is  authorized  to  revise  and  amend  any  rules  or 
regulations  promulgated  pursuant  to  this  Act :  Provided^  That,  prior 
to  any  revision  of  or  amendment  to  such  rules  or  regulations,  the 
Secretary  shall,  to  the  extent  practicable,  consult  with  appropriate 
national  or  regional  Indian  organizations  and  shall  publish  any  pro- 
posed revision  or  amendment  in  the  Federal  Register  not  less  than 
sixty  days  prior  to  the  effective  date  of  such  revision  or  amendment 
in  order  to  provide  adequate  notice  to,  and  receive  comments  from, 
other  interested  parties. 

PLAN  OF  IMPLEMENTATION 

Sec.  703.  Within  two  hundred  and  forty  days  after  enactment  oi 
this  Act,  a  plan  will  be  prepared  by  the  Secretary  and  will  be  sub- 
mitted to  the  Congress.  The  plan  will  explain  the  manner  and  schedule 
(including  a  schedule  of  appropriation  requests),  by  title  and  section, 
by  which  the  Secretary  will  implement  the  provisions  of  this  Act. 
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LEASES  WITH  INDIAN  TRIBES 

Sec.  704.  Notwithstanding  any  other  provision  of  law,  the  Secretary  25  USC  1674. 
is  authorized,  in  carrying  out  the  purposes  of  this  Act,  to  enter  into 
leases  with  Indian  tribes  for  periods  not  in  excess  of  twenty  years. 

AVAn.ABIUTY  OF  FUNDS 

Sec.  705.  The  funds  appropriated  pursuant  to  this  Act  shall  remain  25  USC  1675. 

available  until  expend^.   

Approved  September  3  0,  1976, 
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Title  IV — Access  to  Health  Services 

Section  J^OL  Services  Provided  to  Medicare  Eligible  Indians 

Provisions. — ^This  section  makes  eligible  for  reimbui-sement  under 
the  Medicai*e  Program  services  rendered  to  Indian  patients  in  service 
facilities,  whether  operated  by  IHS  or  an  Indian  tribe.  In  addition, 
this  section  provides  that  payments  received  by  such  facilities  are  to 
be  credited  to  the  facility  itself  and  such  payment  shall  not  be  consid- 
ered as  a  basis  for  changing  the  level  of  appropriations. 

Purpose. — Tiie  purix)se  of  this  section  is  to  remove  a  current  prohibi- 
tion against  Medicare  reimbursement  for  services  performed  in  IHS 
facilities.  By  removing  this  limitation,  the  HIS  will  be  able  to  service 
Medicare  Indian  patients  who  previously  had  only  been  able  to  use 
their  benehts  in  hospitals  far  removed  from  the  reservation. 

Section  402.  Services  Provided  to  Medicaid  Eligible  Indians 

Provisions. — This  section  is  similar  to  section  401  except  that  it  re- 
lates to  Medicaid  and  authorizes  agreoments  between  the  IHS  and 
the  State  concerning  reimbursement.  This  section  also  contains  lan- 
guage providing  for  the  crediting  of  payments  to  tlie  facility  per- 
forming the  service  and  prohibiting  the  use  of  payments  as  a  basis  for 
changing  the  level  of  appropriations. 
Purpose. — The  j)urpos<^  is  the  same  as  for  Section  401. 
Expected  Results. — The  anticipated  results  of  this  title  arc  neces- 
sarily unknown  since  it  is  nearly  imi>ossible  toj)redict  the  number  of 

Indians  who  would  qualify  for  Medicare  and/or  Medicaid,  it  can 
expected  however  that  some  increase  in  the  amount  of  money  available 
to  the  Indian  Health  Service  facilities  will  result  from  passage  of  this 
Title^ 
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VI.  Lack  of  Ixdiax  PARTinrATiox  ix  Mkdicakk  axd  Mkdicaid  Pro- 
grams: Rackgrouxd  axi>  Axalyuis  of  Tm.E  IV  as  Amexded 

.    r  ..  .  k 

A,  BACKOROUXD 

Medicare  Program 

In  1905,  the  Conjrivss  ostnblishod,  under  the  S(X»ial  ScK'urity  Act, 
tho  Modicaix*  Pi*o;rram  (title  18)  which  provides  lienhh  benefits  to 
jKi-sons  over  05  and  to  elij^ible  individuals  under  05  who  aiv  disjU>led. 
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Medicare  is  the  Federal  Government's  lar^st  health  activity  and 
will  account  for  40  percent  of  Fedei-al  health  outlays  in  1975.  It  in- 
cludes, for  the  apred,  disabled,  and  those  suffering  fi-om  kidney  dis- 
ease, both  hospital  insurance  (Part  A)  which  pays  for  inpatient  care 
and  subse^juont  skilled  nui-sintjc  liome  and  home  health  benefits,  and 
supplementaty  medical  insurance  (Part  B)  which  pays  for  physicians 
and  other  outpatient  services,  such  as  medical  services  and  supplies, 
home  health  care  services,  outpatient  hospital  services  and  therapy, 
and  independent  laboratory  services. 

Part  A  is  finance<l  larprely  throu<rh  social  security  taxes  on  earnings, 
while  Part  B  is  financed  by  pi-emiums  for  enrollees  (currently  $6,70 
per  month)  and  matching  contributions  from  general  tax  revenues, 
both  insurance  components  are  administered  primarily  by  private  in- 
surance companies  under  contract  with  the  Social  Security  Adminis- 
tration. An  estimated  21.6  million  aged  persons,  comprising  over  95 
percent  of  the  Nation's  aged  population  were  enrolled  in  Medicare  in 
1975.  In  addition,  1.9  million  social  security  recipients  imder  age  65 
who  are  eligible  for  social  security  disability  benefits  and  all  persons 
covered  by  social  security  and  their  families  who  require  treatment 
for  chronic  kidney  disease  are  also  eligible  for  Medicare  benefits. 

Medicare  outlays  pay  primarily  for  hospital  and  physicians  services, 
which  make  up  71  percent  and  21  percent,  respectively,  of  benefit 
payments.  Nearly  86  percent  of  benefit  payments  will  be  on  behalf  of 
the  aged,  while  13  percent  will  be  for  services  to  the  disabled,  and  1 
percent  for  those  requiring  treatment  of  chronic  kidney  disease.  The 
average  payment  for  Part  A  beneficiaries  is  estimated  to  increase  from 
$1,882  in  1975  to  $2,082  in  1976,  and  the  average  payment  for  Part  B 
beneficiaries  is  estimated  to  rise  from  $298  to  $355  over  this  same 
period. 

The  following  table  displays  basic  data  concerning  the  Medicare 
program  coverage,  benefits,  and  administration: 


MEDICARE  COVERAGE,  BENEFITS,  AND  ADMINISTRATION 
(Dollars  in  milltonsl 


197S 

1976 

1977 

tctuat 

estimate 

estimate 

Hospital  insurance  (HI): 

Persons  with  protection  (millions)  

  23.7 

24.3 

24.9 

Beneficiaries  receiving  services  (millions)  

  5.5 

5.7 

5.9 

Benefit  payments  

  JIO,  353 

$11,869 

$12,960 

Administrative  expenses  

  $259 

$327 

W\ 

Claims  received  (millions)  

  10.3 

11.9 

Supplementary  medical  insurance  (SMI): 

24.6 

Persons  with  protection  (millions)  

  23.3 

23.9 

Beneficiaries  receiving  services  (millions)  

  12.6 

13.2 

14.2 

Benefit  payments  

  $3. 765 

$4, 687 

$5, 804 

Administrative  expenses  

  $405 

$550 

$561 
121.1 

Clainu  received  (millions)  

  97.5 

107.8 

Source:  Office  of  Management  and  Budget.  "Special  Analysis:  Budget  of  the  United  States  Government.  Fiscal  Year 
1977.  Page  208. 


Medicaid  Program 

The  Medicaid  Program  (title  19),  which  was  established  along 
with  the  Medicare  Program  as  a  }>ai*t  of  the  Social  Security  Amend- 
ments of  1965,  is  a  Federal  health  pix>grain  for  the  poor,  administered 
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by  the  States,  for  which  the  Federal  Government  and  the  States  match 
exjpcnses. 

Under  Medicaid,  health  services  arc  pmvided  to  those  individuals 
receiving  public  assistance  throu^rh  State  wolfai-c  prooframs.  In  States 
whem  iSIedicaid  is  o{)eratin|?,  the  State  must  pay  for  at  least  these  ei^^ht 
services:  inpatient  hospital  care,  outpatient  hospital  services,  other 
laboratory  and  x-ray  services,  skilled  nursing  home  sen  dees,  physi- 
cians' services,  family  planning,  home  health,  and  early  and  periodic 
screening,  diagnosis,  and  treatment  services  for  persons  up  to  age  21. 

In  many  States,  at  their  option.  Medicaid  also  pays  for  such  addi- 
tional services  as  dental  care,  prescribed  drugs,  eye  glasses,  clinic 
services,  and  other  diagnostic,  screening,  preventive,  and  rehabilitative 
services.  States  may  also  choose  to  provide  medical  services  to  the 
medically  needy,  e.g.,  those  persons  with  income  slightly  above  the 
public  assistance  level  who  are  unable  to  pay  all  medical  expenses. 
Fedei-al  matching  assistance  ranges  from  50  percent  to  83  percent  of 
the  costs  of  providing  these  benefits,  depending  upon  States'  per  capita 
incomes.  The  States  determine  the  level  and  types  of  medical  benefits. 

Medicaid  can  pay  for  services  that  ^ledicarc  does  not  cover  for  peo- 
ple who  are  eligiole  for  both  programs.  In  addition,  ^Medicaid  can  pay 
the  deductibles  for  both  Part  A  and  Part  B  of  ^ledicare  and  monthly 
insurance  premium  (Part  B  of  ^ledicare)  for  eligible  people  as  well. 

In  1975,  health  care  services  under  Medicaid  will  be  provided  to 
approximately  28.6  million  welfare  recipents  and  other  low-income 
persons.  The*Fedei-al  outlays  will  be  $6.5  billion.  This  represents  a 
200  mrcent  increase*  in  pei-sons  helped  and  a  182  percent  increase  in 
funding  since  1960.  Early  and  periodic  screening  of  children  for 
dental  and  other  health  problems  will  bo  emphasized  in  fiscal  year  1975 
in  oi'der  to  identify  health  problems  before  they  reach  an  advanced 
sta^  and  bccojne  unnecessarily  costly  to  treat. 

Although  the  Medicaid  matching  formula  provides  higher  Federal 
matching  assistance  to  low-income  States,  most  of  the  progi-am  funds 
go  to  high-income  States.  This  results  from  the  fact  that  more  affluent 
States  have  been  better  able  to  expand  the  population  and  services 
covered.  Five  of  the  highest  income  States  received  over  50  percent 
of  all  Fedenil  :\Iedicaid  funds  in  1973,  and  two  States— New  York 
and  California— received  nearly  40  percent  of  those  funds. 

hidian  Partiapation 

Although  Indians  are  eligible  for  .\Iedicarc  and  Medicaid  benefits 
in  the  same  manner  as  any  other  citizens,  they  have  experienced  an 
inability  to  take  advantage  of  those  l)enefits. 

This  lack  <>f  pailicipation  in  the  Medicare  and  Medicaid  Program 
is  a  result  of  inaccessibility.  Since  most  Indians  reside  on  remote  res- 
ervations, access  to  servici»s  suiJportd  by  either  Medicare  or 'Medicaid 
is  severely  limited.  In  most  cases,  the  only  available  health  delivery 
system  is'that  of  the  Indian  Health  Service,  yet  the  HIS,  as  a  Federul 
facility,  cannot,  uuder  existii^g  law,  receive  payments  fn)m  Medicare 
or  reimbui'sements  for  services  provided  umler  Medicaid.  As  a  result, 
Indian  citiziMis  are  unable  to  receive  Medicare  or  Me<licaid  payments 
for  accessary  care. 
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B.  ANALYSIS 

Objectives  of  TUle  IV  of  HM,  2525^  as  Amended 

The  purpose  of  the  Committee  in  adopting  title  IV  to  H.R.  2525 
was  to  remedy  this  problem  of  access  for  Indians  to  Medicare  and 
Medicaid  supported  services.  The  remedy,  as  provided  in  sections 
401  and  402,  is  in  the  form  of  authorizations  of  payments  through  the 
two  programs  to  qualified  Indian  Health  Service  hospitals  and  long- 
term  care  facilities  for  services  rendered  to  Medicare  and  Medicaid 
patients.  In  addition,  section  402  would  provide  100%  Federal  Medic- 
aid matching  funds  for  services  provided  to  any  Indian  in  an  IHS 
facility,  if  that  Indian  is  eligible  for  both  Medicaid  covemge  and 
coverage  through  the  Indian  Health  Service  programs. 

In  adopting  the  100%  Medicaid  reimbursement  formula,  the  Com- 
mittee took  the  view  that  it  would  be  unfair  and  inequitable  to  burden 
a  State  Medicaid  program  with  costs  which  normally  would  have 
been  borne  by  the  Indian  Health  Service.  In  this  connection,  the  Com- 
mittee notes  that,  in  considering  H.R.  3153,  the  Social  Security 
Amendments  of  1973  in  the  93rd  Congress,  the  appropriate  Senate 
and  House  Committees  having  primary  jurisdiction  over  Medicar*- 
Medicaid  adopted  a  similar  reimbursement  provision.  In  the  report 
accompanying  that  legislation,  the  Senate  Finance  Committee  justi- 
fied the  100%  reimbursement  method  by  noting  that  "with  respect  to 
matters  relating  to  Indians,  the  Federal  Government  has  traditionally 
assumed  major  responsibility.  The  Committee  wishes  to  assure  that 
a  State's  election  to  paiticipate  in  the  Medicaid  program  will  not 
result  in  a  lessening  of  Federal  support  of  health  care  services  for 
this  population  group,  or  that  the  effect  of  Medicaid  coverage  be  to 
shift  to  States  a  financial  burden  previously  borne  by  the  Federal 
Government." 

It  is  the  intent  of  the  Committee  that  any  Medicare  and  Medicaid 
funds  received  by  the  Indian  Health  Service  program  be  used  to 
supplement — and  not  supplant — current  IHS  appropriations.  In  other 
-  woixis,  the  Committee  firmly  expects  that  funds  from  Medicare  and 
Medicaid  will  be  used  to  expand  and  improve  current  IHS  health 
care  services  and  not  to  substitute  for  pi-esent  expenditui-es.  Section 
403  would  require  the  Secretary  of  Health,  Education,  and  Welfare  to 
report  to  the  Congress  annually  on  the  use  of  the  additional  funds 
available  to  the  IHS  because  of  the  Medicare  and  Medicaid  reimbui-se- 
ments  received  by  the  Indian  Health  Service  program. 

Title  IV  would  also  require  that  the  Indian  Health  Service  facilities 
which  receive  reimbui-scment  from  Medicare  or  Medicaid  meet  the 
applicable  quality  standards  and  conditions  of  participation  estab- 
lished under  the  two  programs.  The  Secretary  would  be  expected  to 
assure  that  each  facility  could  meet  the  standards  by  not  later  than  t%yo 
years  from  submission  of  a  plan  by  the  IHS  to  bring  the  facility  in 
compliance  with  those  standards. 

Additionally,  it  is  the  intent  of  the  Committee  that  the  Indinn 
Health  Service  facilities  cooperate  fully  with  the  Medicare  and  Me()ic- 
aid  programs  in  providing  the  cost  data  necessary  for  calculating 
reimbursement. 
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Public  Law  94-455 
94th  Congress 

AnAct 

To  reform  the  tax  laws  of  the  United  States. 

Be  it  enacted  hy  the  Senate  and  House  of  Representatives  of  the 
United  States  of  America  in  Congress  assembled^ 

SECTION  1.  TABLE  OF  CONTENTS 

Sec.     1.  Table  of  contents. 

TITLE  I— SHORT  TITLE  AND  AMENDMENT  OF  1954  CODE 

Sec.  101.  Short  title. 

Sec.  102.  Amendment  of  1954  Code. 

TITLE  II— AMENDMENTS  RELATED  TO  TAX  SHELTERS 

Sec.  201.  Capitalization  and  amortization  of  real  property  construction  period 

interest  and  taxes. 
Sec.  202.  Recapture  of  depreciation  on  real  property. 
Sec.  203.  Amendment  of  section  167  ( k ) . 
Sec.  204.  Limitations  on  deductions  for  expenses. 
Sec.  205.  Gain  from  disposition  of  interest  in  oil  and  gas  property. 
Sec.  206.  Amendments  to  farm  loss  recapture  rules. 

Sec.  207.  Limitations  on  deductions  in  case  of  farming  syndicates ;  capitalization 
of  certain  orchard  and  vineyard  expenses  and  method  of  accounting 
for  corporations  engaged  in  farming. 

Sec.  208.  Treatment  of  prepared  interest. 

Sec.  209.  Limitation  on  interest  deduction. 

Sec.  210.  Amortization  of  production  cost  of  motion  pictures,  books,  records, 

and  other  similar  property. 
Sec.  211.  Clarification  of  definition  of  produced  film  rents. 

Sec.  212.  Basis  limitation  for  and  recapture  of  depreciation  on  player  contracts. 
Sec.  213.  Certain  partnership  provisions. 

Sec.  214.  Scope  of  waiver  of  statute  of  limitations  in  case  of  activities  not  en- 
gaged in  for  profit. 

TITLE  III— MINIMUM  TAX  AND  MAXIMUM  TAX 

Sec.  301.  Minimum  tax. 
Sec.  302.  Maximum  tax. 

TITLE  IV— EXTENSIONS  OF  INDIVIDUAL  INCOME  TAX  REDUCTIONS 
Sec.  401.  Extensions  of  individual  income  tax  reductions. 

Sec.  402.  Refunds  of  earned  income  credit  disregarded  in  the  administration  of 
Federal  programs  and  federally  assisted  programs. 

TITLE  V— TAX  SIMPLIFICATION  IN  THE  INDIVIDUAL  INCOME  TAX 
Sec.  501.  Revision  of  tax  tables  for  individuals. 

Sec.  502.  Deduction  for  alimony  allowed  in  determining  adjusted  gross  income. 
Sec.  503.  Revision  of  retirement  income  credit. 
Sec.  504.  Credit  for  child  care  expenses. 

Sec.  505.  Changes  in  exclusions  for  sick  pay  and  certain  military,  etc.,  dis- 
ability pensions  ;  certain  disability  income. 
Sec.  506.  Moving  expenses. 
Sec.  507.  Tax  revision  study. 
Sec.  508.  Effective  date. 

TITLE  VI— BUSINESS  RELATED  INDIVIDUAL  INCOME  TAX 
PROVISIONS 

Sec.  601.  Deductions  for  expenses  attributable  to  business  use  of  homes,  rental  of 

vacation  homes,  etc. 
Sec.  602.  Deductions  for  attending  foreign  conventions. 
Sec.  603.  Change  in  tax  treatment  of  qualified  stock  options. 
Sec.  604,  State  legislators'  travel  expenses  away  from  home. 

Sec.  605.  Deduction  for  guarantees  of  business  bad  debts  to  guarantors  not 
involved  in  business. 
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TITLE  VII— ACCUMULATION  TRUSTS 

Sec.  701.  Accumulation  trusts. 

TITLE  VIII— CAPITAL  FORMATION 

Sec.  801.  Extension  of  $100,000  limitation  on  used  property  for  4  years. 
Sec.  802.  Extension  of  10  percent  credit  for  4  years  and  first-in-first-out  treat- 
ment of  investment  credit  amounts. 
Sec.  803.  Employee  stock  ownership  plans ;  study  of  expanded  stock  ownership. 
Sec.  804.  Investment  credit  in  the  case  of  movie  and  television  films. 
Sec.  805.  Investment  credit  in  the  case  of  certain  ships. 

Sec.  806.  Additional  net  operating  loss  carryover  years ;  limitations  on  net 

operating  loss  carryovers. 
Sec.  807.  Small  fishing  vessel  construction  reserves. 

TITLE  IX— SMALL  BUSINESS  PROVISIONS 

Sec.  901.  Extension  of  certain  corporate  income  tax  reductions. 
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Sec.  1011.  Income  earned  abroad  by  United  States  citizens  living  or  residing 
abroad. 

Sec.  1012.  Income  tax  treatment  of  nonresident  alien  individuals  who  are 
married  to  citizens  or  residents  of  the  United  States. 

Sec.  1013.  Foreign  trusts  having  one  or  more  United  States  beneficiaries  to  be 
taxed  currently  to  grantor. 

Sec.  1014.  Interest  charge  on  accumulation  distributions  from  foreign  trusts. 
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for  purposes  of  determining  United  States  income  and  foreign  tax 
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Part  V — Special  Categories  of  Foreign  Tax  Treatment 

Sec.  1051.  Tax  treatment  of  corporations  conducting  trade  or  business  in  Puerto 

Rico  and  possessions  of  the  United  States. 
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TITLE  I— SHORT  TITLE  AND  AMENDMENT 
OF  1954  CODE 

SEC.  101.  SHORT  TITLE.  26  USC  1  note. 

This  Act  may  be  cited  as  the  "Tax  Keform  Act  of  1976". 
SEC.  102.  AMENDMENT  OF  1954  CODE. 

Except  as  otherwise  expressly  provided,  whenever  in  this  Act  an 
amendment  or  repeal  is  expressed  in  terms  of  an  amendment  to,  or 
repeal  of,  a  section  or  other  provision,  the  reference  shall  be  considered 
to  be  made  to  a  section  or  other  provision  of  the  Internal  Revenue 
Code  of  1954.  26  USCl. 


TITLE  II— AMENDMENTS  RELATED  TO 
TAX  SHELTERS 

SEC.  201.  CAPITALIZATION  AND  AMORTIZATION  OF  REAL  PROPERTY 
CONSTRUCTION  PERIOD  INTEREST  AND  TAXES. 

(a)  Ix  GexeRxVl. — Part  VI  of  subchapter  B  of  chapter  1  (relating 
to  itemized  deductions  for  individuals  and  corporations)  is  amended 
by  adding  at  the  end  thereof  the  following  new  section : 

"SEC.    189.    AxMORTIZATION    OF    REAL    PROPERTY    CONSTRUCTION    26  USC  189. 
PERIOD  INTEREST  AND  TAXES. 

"(a)  Capitalizatiox  of  Coxstructiox  Period  Ixterest  and 
Taxes. — Excej)t  as  otlierwise  provided  in  this  section  or  in  section 
266  (relating  to  carrjdng  charges),  in  the  case  of  an  individual,  an 
electin^r  sirall  business  cor])oration  (within  tlie  meaning  of  section 
1371(b) ),  or  a  personal  holding  company  (within  the  meaning  of  sec- 
tion 542),  no  deduction  shall  be  allowed  for  real  property  construction 
period  interest  and  taxes. 

'*(b)  AMor.TizATiox  01"^  A]\rouxTs  Charged  to  Capital  Account. — 
Any  amount  paid  or  accrued  which  would  (but  for  subsection  (a) )  be 
allowable  as  a  deduction  for  the  taxable  year  sliall  be  allowable  for  such 
taxable  year  and  each  subsequent  amortization  year  in  accordance 
with  the  following  table : 


If  the  amount  is  paid  or  accrued  in  a  taxable  year  beginning  in —  The    percentage    of  such 

 —    amount  allowable  for  each 

Nonresidential  real  Residential  real  property  amortization  year  shall  be 

property  (other  than  low-income  Low-income  housing         the   following  percentage 

housing)  of  such  amount 


1976 

see  subsection  (f) 

1978 

1982 

25 

1977 

1979 

1983 

20 

1S78 

1980 

1984 

16% 

1979 

1981 

1985 

14^ 

1980 

1982 

1986 

12H 

1981 

1983 

1987 

IIH 

after  1981 

after  1983 

after  1987 

10 

"(c)  Amortization  Year. — 

"(1)  Ix  gexeral. — For  purposes  of  this  section,  the  term  'amor- 
tization year'  means  the  taxable  year  in  which  the  amount  is  paid 
or  accrued,  and  each  taxable  year  thereafter  (beginning  with  the 
taxable  year  after  the  taxable  year  in  which  paid  or  accrued  or, 
if  later,  the  taxable  year  in  which  the  real  property  is  ready  to  be 
placed  in  service  or  is  ready  to  be  held  for  sale)  until  the  full 
amount  has  been  allowable  as  a  deduction  (or  until  the  property  is 
sold  or  exchanged) . 
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"(2)  Rules  for  sales  and  exchanges. — For  purposes  of  para- 
graph (1)— 

"(A)  Proportion  of  percentage  allowed. — For  the  amor- 
tization year  in  which  the  property  is  sold  or  exchanged,  a 
proportionate  part  of  the  percentage  allowable  for  such  year 
(determined  without  regard  to  the  sale  or  exchange)  shall  be 
allowable.  If  the  real  property  is  subject  to  an  allowance  for 
depreciation,  the  proportion  shall  be  determined  in  accord- 
ance with  the  convention  used  for  depreciation  purposes  with 
respect  to  such  property.  In  the  case  of  all  other  real  property, 
under  regulations  prescribed  by  the  Secretary,  the  proportion 
shall  be  based  on  that  proportion  of  the  amortization  year 
which  elapsed  before  the  sale  or  exchange. 

"(B)  Unamortized  balance. — In  the  case  of  a  sale  or  ex- 
change of  the  property,  the  portion  of  the  amount  not  allow- 
able shall  be  treated  as  an  adjustment  to  basis  under  section 
26  use  1016.  1016  for  purposes  of  determining  gain  or  loss. 

"(C)  Certain  exchanges. — An  exchange  or  transfer  after 
which  the  property  received  has  a  basis  determined  in  whole 
or  in  part  by  reference  to  the  basis  of  the  property  to  which 
the  amortizable  construction  period  interest  and  taxes  relate, 
shall  not  be  treated  as  an  exchange. 
"(d)  Certain  Residential  Property  Excluded. — This  section  shall 
not  apply  to  any  real  property  acquired,  constructed,  or  carried  if  such 
property  is  not,  and  cannot  reasonably  be  expected  to  be,  held  in  a  trade 
or  business  or  in  an  activity  conducted  for  profit. 
"(e)  Definitions. — For  purposes  of  this  section — 

"  (1)  Construction  period  interest  and  taxes. — The  term  'con- 
struction period  interest  and  taxes'  means  all. — 

"(A)  interest  paid  or  accrued  on  indebtedness  incurred  or 
continued  to  acquire,  construct,  or  carry  real  property,  and 
"  (B)  real  property  taxes, 
to  the  extent  such  interest  and  taxes  are  attributable  to  the  con- 
struction period  for  such  property  and  would  be  allowable  as  a 
deduction  under  this  chapter  for  the  taxable  year  in  which  paid 
or  accrued  (determined  without  regard  to  this  section). 

"(2)  Construction  period. — The  term  'construction  period', 
when  used  with  respect  to  any  real  property,  means  the  period — 
"(A)  beginning  on  the  date  on  which  construction  of  the 
building  or  other  improvement  begins,  and 

"(B)  ending  on  the  date  on  which  the  item  of  property  is 
ready  to  be  placed  in  service  or  is  ready  to  be  held  for  sale. 
"(3)  Nonresidential   real   property. — The   term  'nonresi- 
dential real  property'  means  real  property  which  is  neither  resi- 
dential real  property  nor  low-income  housing. 

"(4)  Residential  real  property. — The  term  'residential  real 
property'  means  property  which  is  or  can  reasonably  be  expected 
to  be — 

"(A)  residential  rental  property  as  defined  in  section  167 
(j)(2)(B),or 

"(B)  real  property  described  in  section  1221(1)  held  for 
sale  as  dwelling  units  (within  the  meaning  of  section  167 (k) 
(3)(C)). 

"(5)  Low-income  housing. — The  term  'low-income  housing' 
means  property  described  in  clause  (i),  (ii),  (iii),  or  (iv)  of 
Post,  p.  1527.  section  1250(a)  (1)  (B). 
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"(f)  Teansitional  Rule  foe  1976. — In  the  case  of  amounts  paid  or 
accrued  by  the  taxpayer  in  a  taxable  year  beginning  in  1976,  the  per- 
centage of  such  amount  allowable  under  this  section  for — 

"(1)  the  taxable  year  beginning  in  1976  shall  be  50  percent,  and 
"(2)  each  amortization  year  thereafter  shall  be  16%  percent." 

(b)  Clerical  Amexdmejs^t. — The  table  of  sections  for  such  part  VI 
is  amended  by  adding  at  the  end  thereof  the  following  new  item : 

"Sec.  189.  Amortization  of  real  property  construction  period  interest  and 
taxes." 

(c)  Effective  Date. — The  amendments  made  by  this  section  shall 
apply — 

(1)  in  the  case  of  nonresidential  real  property,  if  the  construc- 
tion period  begins  after  December  31, 1975, 

(2)  in  the  case  of  residential  real  property  (other  than  low- 
income  housing),  to  taxable  years  beginning  after  December  31, 
1977,  and 

(3)  in  the  case  of  low-income  housing,  to  taxable  years  begin- 
ning after  December  31, 1981. 

For  purposes  of  this  subsection,  the  terms  "nonresidential  real  prop-  Definitions, 
erty",  "residential  real  property  (other  than  low-income  housing)", 
"low-income  housing",  and  "construction  period"  have  the  same  mean- 
ing as  when  used  in  section  189  of  the  Internal  Revenue  Code  of  1954 
(as  added  by  subsection  (a)  of  this  section). 

SEC.  202.  RECAPTURE  OF  DEPRECIATION  ON  REAL  PROPERTY. 

(a)  In  General. — Subsection  (a)  of  section  1250  (relating  to  gain 
from  dispositions  of  certain  depreciable  realty)  is  amended  to  read 
as  follows : 

"(a)  General   Rule. — Except   as   otherwise  provided  in  this 
section — 

"  ( 1 )  Additional  depreciation  after  December  3 1 ,  1 9  7 .5 . — 
"(A)  In  general. — If  section  1250  property  is  disposed 
of  after  December  31, 1975,  then  the  applicable  percentage  of 
the  lower  of — 

"(i)  that  portion  of  the  additional  depreciation  (as 
defined  in  subsection  (b)  (1)  or  (4))  attributable  to 
periods  after  December  31,  1975,  in  respect  of  the  prop- 
erty, or 

"(ii)  the  excess  of  the  amount  realized  (in  the  case  of 
a  sale,  exchange,  or  involuntary  conversion),  or  the  fair 
market  value  of  such  property  (in  the  case  of  any  other 
disposition) ,  over  the  adjusted  basis  of  such  property, 
shall  be  treated  as  gain  which  is  ordinary  income.  Such  gain 
shall  be  recognized  notwithstanding  any  other  provision  of 
this  subtitle. 

"(B)  Applicable  percentage. — For  purposes  of  subpara- 
graph ( A) ,  the  term  'applicable  percentage'  means — 

"(i)  in  the  case  of  section  1250  property  with  respect 
to  which  a  mortgage  is  insured  under  section  221(d)  (3) 
or  236  of  the  National  Housing  Act,  or  housing  financed 
or  assisted  by  direct  loan  or  tax  abatement  under  similar 
provisions  of  State  or  local  laws  and  with  respect  to 
which  the  owner  is  subject  to  the  restrictions  described 
in  section  1039(b)  (1)  (B),  100  percent  minus  1  percent- 
age point  for  each  full  month  the  property  was  held  after 
the  date  the  property  was  held  100  full  months ; 


"Applicable 
percentage." 

26  use  17151, 
1715Z-1. 
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"(ii)  in  the  case  of  dwelling  units  which,  on  the  aver- 
age, were  held  for  occupancy  by  families  or  individuals 
eligible  to  receive  subsidies  under  section  8  of  the  United 
States  Housing  Act  of  1937,  as  amended,  or  under  the 
provisions  of  State  or  local  law  authorizing  similar  levels 
of  subsidy  for  lower-income  families,  100  percent  minus 
1  percentage  point  for  each  full  month  the  property  was 
held  after  the  date  the  property  was  held  100  full  months ; 

"  (iii)  in  the  case  of  section  1250  property  with  respect 
to  which  a  depreciation  deduction  for  rehabilitation 
expenditures  was  allowed  under  section  167 (k),  100 
percent  minus  1  percentage  point  for  each  full  month  in 
excess  of  100  full  months  after  the  date  on  which  such 
property  was  placed  in  service; 

"  (iv)  in  the  case  of  section  1250  property  with  respect 
to  which  a  loan  is  made  or  insured  under  title  V  of  the 
Housing  Act  of  1949,  100  percent  minus  1  percentage 
point  for  each  full  month  the  property  was  held  after 
the  date  the  property  was  held  100  full  months;  and 

"  (v)  in  the  case  of  all  other  section  1250  property,  100 
percent. 

In  the  case  of  a  building  (or  a  portion  of  a  building  devoted 
to  dwelling  units),  if,  on  the  average,  85  percent  or  more  of 
the  dwelling. units  contained  in  such  building  (or  portion 
thereof)  are  units  described  in  clause  (ii),  such  building  (or 
portion  thereof)  shall  be  treated  as  property  described  in 
clause  (ii).  Clauses  (i),  (ii),  and  (iv)  shall  not  apply  with 
respect  to  the  additional  depreciation  described  in  subsection 
(b)(4). 

"(2)  Additional  depreciation  after  December  31,  19  69,  and 

before  january  1,  1976.  

"(A)  In  general. — If  section  1250  property  is  disposed 
of  after  December  31, 1969,  and  the  amount  determined  under 
paragraph  (l)(A)(ii)  exceeds  the  amount  determined  under 
paragraph  (1)  (A)  (i),  then  the  applicable  percentage  of  the 
lower  of — 

"(i)  that  portion  of  the  additional  depreciation  attrib- 
utable to  periods  after  December  31,  1969,  and  before 
January  1, 1976,  in  respect  of  the  property,  or 

"(ii)  the  excess  of  the  amount  determined  under  para- 
graph (l)(A)(ii)  over  the  amount  determined  under 
paragraph  (1)  (A)  (i), 
shall  also  be  treated  as  gain  which  is  ordinary  income.  Such 
gain  shall  be  recognized  notwithstanding  any  other  provision 
of  this  subtitle. 

"(B)  Applicable  percentage. — For  purposes  of  subpara- 
graph (A),  the  term  'applicable  percentage'  means — 

"(i)  in  the  case  of  section  1250  property  disposed  of 
pursuant  to  a  written  contract  which  was,  on  July  24, 
1969,  and  at  all  times  thereafter,  binding  on  the  owner 
of  the  property,  100  percent  minus  1  percentage  point  for 
each  full  month  the  property  was  held  after  the  date  the 
property  was  held  20  full  months ; 

"(ii)  in  the  case  of  section  1250  property  with  respect 
to  which  a  mortgage  is  insured  under  section  221(d)  (3) 
or  236  of  the  National  Housing  Act,  or  housing  financed 
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or  assisted  by  direct  loan  or  tax  abatement  under  similar 
provisions  of  State  or  local  laws,  and  with  respect  to 
which  the  owner  is  subject  to  the  restrictions  described 
in  section  1039(b)  (1)  (B),  100  percent  minus  1  percent- 
age point  for  each  full  month  the  property  was  held  after 
the  date  the  property  was  held  20  full  months ; 

"(iii)  in  the  case  of  residential  rental  property  (as 
defined  in  section  167(j)  (2)  (B) )  other  than  that  covered 
by  clauses  (i)  and  (ii),  100  percent  minus  1  percentage 
point  for  each  full  month  the  property  was  held  after 
the  date  the  property  was  held  100  full  months ; 

"(iv)  in  the  case  of  section  1250  property  with  respect 
to  which  a  depreciation  deduction  for  rehabilitation 
expenditures  was  allowed  under  section  167 (k),  100  per- 
cent minus  1  percentage  point  for  each  full  month  in 
excess  of  100  full  months  after  the  date  on  which  such 
property  was  placed  in  service ;  and 

"(v)  in  the  case  of  all  other  section  1250  property,  100 
percent. 

Clauses  (i),  (ii),  and  (iii)  shall  not  apply  with  respect  to 
the  additional  depreciation  described  in  subsection  (b)(4). 

"(3)  AdDITIOXAL  depreciation  before  JANUARY  1,  1970.  

"(A)  In  general. — If  section  1250  property  is  disposed  of 
after  December  31,  1963,  and  the  amount  determined  under 
paragraph  (1)  (A)  (ii)  exceeds  the  sum  of  the  amounts  deter- 
mined under  paragraphs  (1)  (A)  (i)  and  (2)(A)(i),  then 
the  applicable  percentage  of  the  lower  of — 

"  (i)  that  portion  of  the  additional  depreciation  attrib- 
utable to  periods  before  January  1,  1970,  in  respect  of 
the  property,  or 

"(ii)  the  excess  of  the  amount  determined  under  para- 
graph (1)  (A)  (ii)  over  the  sum  of  the  amounts  deter- 
mined under  paragraphs  (l)(A)(i)  and  (2)(A)(i), 
shall  also  be  treated  as  gain  which  is  ordinary  income.  Such 
gain  shall  be  recognized  notwithstanding  any  other  provision 
of  this  subtitle. 

"(B)  Applicable  percentage. — For  purposes  of  subpara-  "Applicable 
graph  (A) ,  the  term  'applicable  percentage'  means  100  per-  .  percentage." 
cent  minus  1  percentage  point  for  each  full  month  the 
property  was  held  after  the  date  on  which  the  property  was 
held  for  20  full  months. '* 
(b)  Property  Disposed  of  Pursuant  to  Foreclosure  Proceed-  26  USC  1250. 
iNGS. — Subsection  (d)  of  section  1250  (relating  to  exceptions  and 
limitations)  is  amended  by  adding  at  the  end  thereof  the  following 
new  paragraph : 

"(10)  Foreclosure  dispositions. — If  any  section  1250  property 
is  disposed  of  by  the  taxpayer  pursuant  to  a  bid  for  such  prop- 
erty at  foreclosure  or  by  operation  of  an  agreement  or  of  process 
of  law  after  there  was  a  default  on  indebtedness  which  such  prop- 
erty secured,  the  applicable  percentage  referred  to  in  paragraph 
(1)  (B),  (2)  (B),  or  (3)  (B)  of  subsection  (a),  as  the  case  may 
be,  shall  be  determined  as  if  the  taxpayer  ceased  to  hold  such 
property  on  the  date  of  the  beginning  of  the  proceedings  pur- 
suant to  which  the  disposition  occurred,  or,  in  the  event  there 
are  no  proceedings,  such  percentage  shall  be  determined  as  if 
the  taxpayer  ceased  to  hold  such  property  on  the  date,  deter- 
mined under  regulations  prescribed  by  the  Secretary,  on  which 
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such  operation  of  an  agreement  or  process  of  law,  pursuant  to 
which  the  disposition  occurred,  began." 
(c)  Conforming  Amendments. — 
26  use  1250.  ( 1 )  Amendment  of  section  1 2  5  o  ( f )  ( 2 ) . — Paragraph  ( 2 )  of  sec- 

tion 1250(f)  (relating  to  special  rule  for  property  which  is  sub- 
stantially improved)  is  amended  to  read  as  follows: 

"(2)  Ordinary  income  attributable  to  an  element.— For 
purposes  of  paragraph  (1),  the  amount  taken  into  account  for 
any  element  shall  be  the  sum  of  a  series  of  amounts  determined 
for  the  periods  set  forth  in  subsection  (a),  with  the  amount  for 
any  such  period  being  determined  by  multiplying — 

"(A)  the  amount  which  bears  the  same  ratio  to  the  lower 
of  the  amounts  specified  in  clause  (i)  or  (ii)  of  subsection 
(a)(1)  (A),  in  clause  (i)  or  (ii)  of  subsection  (a)  (2)  (A),  or 
in  clause  (i)  or  (ii)  of  subsection  (a)(3)(A),  as  the  case 
may  be,  for  the  section  1250  property  as  the  additional 
depreciation  for  such  element  attributable  to  such  period 
Dears  to  the  sum  of  the  additional  depreciation  for  all  ele- 
ments attributable  to  such  period,  by 

"(B)  the  applicable  percentage  for  such  element  for  such 
period. 

For  purposes  of  this  paragraph,  determinations  with  respect  to 
any  element  shall  be  made  as  if  it  were  a  separate  property," 

(2)  Amendment  of  section  1250(g)(2). — Paragraph  (2)  of 
section  1250(g)  (relating  to  special  rules  for  qualified  low-income 
housing)  is  amended  to  read  as  follows : 

"(2)  Ordinary  income  attributable  to  an  element. — For 
purposes  of  paragraph  (1),  the  amount  taken  into  account  for 
any  element  shall  be  determined  in  a  manner  similar  to  that  pro- 
vided by  subsection  (f)  (2)." 

(3)  Amendment  of  section  167(e)(3). — ^ Paragraph  (3)  of 
26  use  167.              section  167(e)  (relating  to  change  in  depreciation  method  with 

respect  to  section  1250  property)  is  amended  by  striking  out 
"beginning  after  July  24,  1969,"  and  inserting  in  lieu  thereof 
"beginning  after  December  31, 1975,". 
26  use  1250  (d)  Effective  Date. — The  amendments  made  by  this  section  (other 

than  subsection  (b) )  shall  apply  for  taxable  years  ending  after 
December  31,  1975.  The  amendment  made  by  subsection  (b)  shall 
apply  with  respect  to  proceedings  (and  to  operations  of  law)  referred 
to  in  section  1250(d)  (10)  of  the  Internal  Revenue  Code  of  1954  which 
begin  after  December  31, 1975. 

SEC.  203.  AMENDMENT  OF  SECTION  167(k). 
26  use  167.  (a)  General  Rule. — Section  167(k)  (relating  to  depreciation  of 

expenditures  to  rehabilitate  low-income  rental  housing)  is  amended — 

(1)  by  striking  out  "January  1,  1976,"  in  paragraph  (1)  and 
inserting  in  lieu  thereof  "January  1, 1978" ; 

(2)  by  striking  out  "$15,000"  in  paragraph  (2)  (A)  and  insert- 
ing in  lieu  thereof  "$20,000" ; 

(3)  by  striking  out  "the  policies  of  the  Housing  and  Urban 
Development  Act  of  1968"  in  paragraph  (3)  (B)  and  inserting 
in  lieu  thereof  "the  Leased  Housing  Program  under  section  8  of 
the  United  States  Housing  Act  of  1937" ;  and 

(4)  by  adding  the  following  new  subparagraph  at  the  end  of 
paragraph  (3)  : 

"  (D)  Rehabilitation  expenditures  incurred. — Rehabili- 
tation expenditures  incurred  pursuant  to  a  binding  con- 
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tract  entered  into  before  January  1,  1978,  and  rehabilitation 
expenditures  incurred  with  respect  to  low-income  rental  hous- 
ing the  rehabilitation  of  w^hich  has  begun  before  J anuary  1, 
1978,  shall  be  deemed  incurred  before  January  1,  1978." 
(b)  Effective  Date. — The  amendments  made  by  paragraphs  (1),     26  USC  167 
(3),  and  (4)  of  subsection  (a)  shall  apply  to  expenditures  paid  or  note, 
incurred  after  December  31,  1975,  and  before  January  1,  1978,  and 
expenditures  made  pursuant  to  a  binding  contract  entered  into  before 
January  1, 1978.  The  amendment  made  by  paragraph  (2)  of  subsection 
(a)  shall  apply  to  expenditures  incurred  after  December  31,  1975. 
SEC.  204.  LIMITATIONS  ON  DEDUCTIONS  FOR  EXPENSES. 

(a)  Ix  Gexeral. — Subpart  C  of  part  II  of  subchapter  E  of  chapter 
1  (relating  to  taxable  year  for  which  deduction  is  taken)  is  amended 
by  adding  at  the  end  thereof  the  following  new  section : 

"SEC.  465.  DEDUCTIONS  LIMITED  TO  AMOUNT  AT  RISK  IN  CASE  OF     26  USC  465. 
CERTAIN  ACTIVITIES. 

"(a)  General  Rule. — In  the  case  of  a  taxpayer  (other  than  a  cor- 
poration which  is  neither  an  electing  small  business  corporation  (as 
defined  in  section  1371(b))  nor  a  personal  holding  company  (as 
defined  in  section  542) )  engaged  in  an  activity  to  which  this  section 
applies,  any  loss  from  such  activity  for  the  taxable  year  shall  be 
allowed  only  to  the  extent  of  the  aggregate  amount  with  respect  to 
which  the  taxpayer  is  at  risk  (within  the  meaning  of  subsection  (b) ) 
for  such  activity  at  the  close  of  the  taxable  year.  Any  loss  from  such 
activity  not  allowed  under  this  section  for  the  taxable  year  shall  be 
treated  as  a  deduction  allocable  to  such  activity  in  the  first  succeeding 
taxable  year. 
"(b)  Amounts  Considered  at  Risk. — 

"  (1)  In  general. — For  purposes  of  this  section,  a  taxpayer  shall 

be  considered  at  risk  for  an  activity  with  respect  to  amounts 

including — 

"(A)  the  amount  of  money  and  the  adjusted  basis  of  other 
property  contributed  by  the  taxpayer  to  the  activity,  and 
"(B)  amounts  borrowed  with  respect  to  such  activity  (as 
determined  under  paragraph  (2)). 
"(2)  Borrowed  amounts. — For  purposes  of  this  section,  a  tax- 
payer shall  be  considered  at  risk  with  respect  to  amounts  bor- 
rowed for  use  in  an  activity  to  the  extent  that  he — 

"(A)   is  personally  liable  for  the  repayment  of  such 
amounts,  or 

"(B)  has  pledged  property,  other  than  property  used  in 
such  activity,  as  security  for  such  borrowed  amount  (to  the 
extent  of  the  net  fair  market  value  of  the  taxpayer's  interest 
in  such  property). 
No  property  shall  be  taken  into  account  as  security  if  such  prop- 
erty is  directly  or  indirectly  financed  by  indebtedness  which  is 
secured  by  property  described  in  paragraph  (1). 

"(3)  Certain  borrowed  amounts  excluded. — For  purposes  of 
paragraph  (1)(B),  amounts  borrowed  shall  not  be  considered 
to  be  at  risk  with  respect  to  an  activity  if  such  amounts  are  bor- 
rowed from  any  person  who — 

"(A)  has  an  interest  (other  than  an  interest  as  a  creditor) 
in  such  activity,  or 

"(B)  has  a  relationship  to  the  taxpayer  specified  within 
any  one  of  the  paragraphs  of  section  267  (b) . 
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"  (4)  ExcEPTiox. — Notwithstanding  any  other  provision  of  this 
section,  a  taxpayer  shall  not  be  considered  at  risk  with  respect  to 
amounts  protected  against  loss  through  nonrecourse  financing, 
guarantees,  stop  loss  agreements,  or  other  similar  arrangements. 

"  (5)  Amounts  at  risk  in  subsequent  years. — If  in  any  taxable 
year  the  taxpayer  has  a  loss  from  an  activity  to  which  this  sec- 
tion applies,  the  amount  with  respect  to  which  a  taxpayer  is  con- 
sidered to  be  at  risk  (within  the  meaning  of  subsection  (b) )  in 
subsequent  taxable  years  with  respect  to  that  activity  shall  be 
reduced  by  that  portion  of  the  loss  which  (after  the  application 
of  subsection  (a) )  is  allowable  as  a  deduction. 
"(c)  Activities  to  Which  Section  Applies. — 

"  (1)  Types  of  activities. — This  section  applies  to  any  taxpayer 
engaged  in  the  activity  of — 

"(A)  holding,  producing,  or  distributing  motion  picture 
films  or  video  tapes, 

"(B)  farming  (as  defined  in  section  464(e) ) , 
"(C)  leasing  any  section  1245  property  (as  defined  in  sec- 
-     tion  1245(a)  (3)),  or 

"(D)  exploring  for,  or  exploiting,  oil  and  gas  resources 
as  a  trade  or  business  or  for  the  production  of  income. 

"(2)  Separate  ACTIVITIES. — For  purposes  of  this  section,  a  tax- 
payer's activity  with  respect  to  each — 
"(A)  film  or  video  tape, 

"(B)  section  1245  property  which  is  leased  or  held  for 
leasing, 

"(C)  farm,  or 

"(D)  oil  and  gas  property  (as  defined  under  section  614), 
shall  be  treated  as  a  separate  activity.  A  partner's  interest  in  a 
partnership  or  a  shareholder's  interest  in  an  electing  small  busi- 
ness corporation  shall  be  treated  as  a  single  activity  to  the  extent 
that  the  partnership  or  an  electing  small  business  corporation  is 
engaged  in  activities  described  in  any  subparagraph  of  this 
paragraph. 

"(d)  Definition  or  Ivoss. — For  purposes  of  this  section,  the  term 
'loss'  means  the  excess  of  the  deductions  allowable  under  this  chapter 
for  the  taxable  year  (determined  without  regard  to  this  section)  and 
allocable  to  an  activity  to  which  this  section  applies  over  the  income 
received  or  accrued  by  the  taxpayer  during  the  taxable  year  from  such 
activity." 

(b)  Clerical  Amendment. — The  table  of  sections  for  subpart  C  of 
part  II  of  subchapter  E  of  chapter  1  is  amended  by  adding  at  the  end 
thereof  the  following  new  item : 

"Sec.  465.  Deductions  limited  to  amount  at  risk  in  case  of  certain 
activities." 

(c)  Effective  Dates. — 

(1)  In  general. — Except  as  provided  in  paragraphs  (2)  and 
(3),  the  amendments  made  by  this  section  shall  apply  to  losses 
attributable  to  amounts  paid  or  incurred  in  taxable  years  begin- 
ning after  December  31, 1975.  For  purposes  of  this  subsection,  any 
amount  allowed  or  allowable  for  depreciation  or  amortization  for 
any  period  shall  be  treated  as  an  amount  paid  or  incurred  in  such 
period. 

(2)  Special  transitional  rules  for  mo\t:es  and  video  tapes. — 
(A)  In  general. — In  the  case  of  any  activity  described 

in  section  465(c)(1)(A)  of  the  Internal  Eevenue  Code  of 
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1954,  the  amendments  made  by  this  section  shall  not  apply  ^^te,  p.  1531. 
to— 

(i)  deductions  for  depreciation  or  amortization  with 
respect  to  property  the  principal  production  of  which 
began  before  September  11,  1975,  and  for  the  purchase 
of  which  there  was  on  September  11,  1975,  and  at  all 
times  thereafter  a  binding  contract,  and 

(ii)  deductions  attributable  to  producing  or  distribut- 
ing property  the  principal  production  of  Athich  began 
before  September  11,  1975. 

(B)  EXCEPTIOX  FOR  CERTAIX  AGREEMENTS  WHERE  PRIXCIPAL 

PHOTOGRAPHY  BEGix  BEFORE  1976. — In  the  case  of  any  activity 
described  in  section  465(c)(1)(A)  of  the  Internal  Reve- 
nue Code  of  1954,  the  amendments  made  by  this  section  shall 
not  apply  to  deductions  attributable  to  the  producing  of  a 
film  the  principal  photography  of  which  began  on  or  before 
December  31,  1975,  if— 

(i)  on  September  10,  1975,  there  was  an  agreement 
with  the  director  or  a  principal  motion  picture  star,  or  on 
or  before  September  10.  1975,  there  had  been  expended 
(or  committed  to  the  production)  an  amount  not  less 
than  the  lower  of  $100,000  or  10  percent  of  the  estimated 
costs  of  producing  the  film,  and 

(ii)  the  production  takes  place  in  the  Unit-ed  States. 
Subparagraph  (A)  shall  apply  only  to  taxpayers  who  held  their 
interests  on  September  10.  1975.  Subparagraph  (B)  shall  apply 
onl}-  to  taxpayers  who  held  their  interests  on  December  31,  1975. 

(3)  Special  traxsitioxal  rules  for  leasixg  activities. — 

(A)  Rule  for  leases  other  thax  operatixg  leases. — In 
the  case  of  any  acti^dty  described  in  section  465(c)  (1)  (B)  of 
the  Internal  Revenue  Code  of  1954.  the  amendments  made  by 
this  section  shall  not  apply  with  respect  to — 

(i)  leases  entered  into  before  January  1,  1976,  and 

(ii)  leases  where  the  property  was  ordered  by  the  lessor 
or  lessee  before  January  1, 1976. 

(B)  HOLDIXG  OF  IXTERESTS  FOR  PURPOSES  OF  SUBPARAGRAPH 

(A). — Subparagraph  (A)  shall  apply  only  to  taxpayers  who 
held  their  interests  in  the  property  on  December  31,  1975. 

(C)  Special  rule  for  operatixg  leases. — In  the  case  of  a 
lease  described  in  section  46(e)  (3)  (B)  of  the  Internal  Rev- 
enue Code  of  1954 — 

(i)  subparagraph  (A)  shall  be  applied  by  substituting 
"May  1, 1976"  for  "January  1, 1976"  each  place  it  appears 
therein,  and 

(ii)  subparagraph  (B)  shall  be  applied  by  substituting 
"April  30, 1976"  for  "December  31, 1975". 

SEC.  20.5.  GAIN  FROM  DISPOSITION  OF  INTEREST  IN  OIL  OR  GAS 
PROPERTY. 

(a)  Recapture  Rules. — Part  IV  of  subchapter  P  of  chapter  1 
(relating  to  special  rules  for  determining  capital  gains  and  losses)  is 
amended  by  adding  at  the  end  thereof  the  following  new  section : 

"SEC.  1254.  GAIN  FROM  DISPOSITION  OF  INTEREST  IN  OIL  OR  GAS    26  USC  1254. 
PROPERTY. 

"(a)  Gexeral  Rule. — 

"(1)  Ordixary  ixcome. — If  oil  or  gas  property  is  disposed 
of  after  December  31, 1975,  the  lower  of — 
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"(A)  the  aggregate  amount  of  expenditures  after  Decem- 
ber 31,  1975,  which  are  allocable  to  such  property  and  which 
have  been  deducted  as  intangible  drilling  and  development 
26  use  263.  costs  under  section  263(c)  by  the  taxpayer  or  any  other  per- 

son and  which  (but  for  being  so  deducted)  would  be  reflected 
in  the  adjusted  basis  of  such  propert}^,  adjusted  as  provided 
in  paragraph  (4),  or 
"(B)  the  excess  of — 

"(i)  the  amount  realized  (in  the  case  of  a  sale, 
exchange,  or  involuntary  conversion),  or  the  fair  market 
value  of  the  interest  (in  the  case  of  any  other  disposi- 
tion) ,  over 

"(ii)  the  adjusted  basis  of  such  interest, 
shall  be  treated  as  gain  which  is  ordinary  income.  Such  gain  shall 
be   recognized  notwithstanding  any  other  provision  of  this 
subtitle. 

"(2)  Disposition  or  portion  of  property. — For  purposes  of 
paragraph  (1)  — 

"(A)  In  the  case  of  the  disposition  of  a  portion  of  an  oil 
or  gas  property  (other  than  an  undivided  interest) ,  the  entire 
amount  of  the  aggregate  expenditures  described  in  paragraph 
(1)  (A)  with  respect  to  such  property  shall  be  treated  as 
allocable  to  such  portion  to  the  extent  of  the  amount  of  the 
gain  to  which  paragraph  (1)  applies. 

"  (B)  In  the  case  of  the  disposition  of  an  undivided  interest 
in  an  oil  or  gas  property  (or  a  portion  thereof),  a  propor- 
tionate part  of  the  expenditures  described  in  paragraph 
(1)  (A)  with  respect  to  such  property  shall  be  treated  as 
allocable  to  such  undivided  interest  to  the  extent  of  the 
amount  of  the  gain  to  which  paragraph  (1)  applies. 
This  paragraph  shall  not  apply  to  any  expenditures  to  the  extent 
the  taxpaj-er  establishes  to  the  satisfaction  of  the  Secretary  that 
such  expenditures  do  not  relate  to  the  portion  (or  interest  therein) 
disposed  of. 

"Oil  or  gas  "(3)  OiL  OR  GAS  PROPERTY. — The  term  'oil  or  gas  property' 

property."  means  any  property  (within  the  meaning  of  section  614)  with 

respect  to  which  any  expenditures  described  in  paragraph  (1)  (A) 
are  properly  chargeable. 

"(4)  Special  rule  for  paragraph  (d  (A). — In  applying  para- 
graph (1)  (A),  the  amount  deducted  for  intangible  drilling  and 
development  costs  and  allocable  to  the  interest  disposed  of  shall 
be  reduced  by  the  amount  (if  any)  by  which  the  deduction  for 
depletion  under  section  611  with  respect  to  such  interest  would 
have  been  increased  if  such  costs  incurred  (after  December  31, 
1975)  had  been  charged  to  capital  account  rather  than  deducted. 
"(b)  Special  Rules  Under  Eegulations. — Under  regulations  pre- 
scribed by  the  Secretary — 

"(1)  rules  similar  to  the  rules  of  subsection  (g)  of  section  617 
and  to  the  rules  of  subsections  (b)  and  (c)  of  section  1245  shall 
be  applied  for  purposes  of  this  section ;  and 

"(2)  in  the  case  of  the  sale  or  exchange  of  stock  in  an  electing 
small  business  corporation  (as  defined  in  section  1371  (b) ),  rules 
similar  to  the  rules  of  section  751  shall  be  applied  to  that  portion 
of  the  excess  of  the  amount  realized  over  the  adjusted  basis  of 
the  stock  which  is  attributable  to  expenditures  referred  to  in  sub- 
section (a)  (1)  (A)  of  this  section." 
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(b)  Partnerships. — Section  751(c)  (relating  to  definition  of 
unrealized  receivables)  is  amended  by  striking  out  "and  farm  land  (as 
defined  in  section  1252(a) )"  and  inserting  in  lieu  thereof  "farm  land 
(as  defined  in  section  1252(a) ),  and  an  oil  or  gas  propertj^  (described 
in  section  1251)",  and  by  striking  out  "or  1252(a)"  and  inserting  in 
lieu  thereof  "1252 (a) ,  or  1251  (a) ". 

(c)  Techxical  Amexdmexts. — 

(1)  The  following  provisions  are  each  amended  by  striking 
out  "or  1252(a)"  and  inserting  in  lieu  thereof  "1252(a),  or  1254 
(a)"- 

(A)  the  second  sentence  of  section  170(e)  (1)  ; 

(B)  section  301(b)  (l)(B)(ii); 

(C)  section  301(d)  (2)  (B)  ; 

(D)  section  312(c)  (3)  ;  and 

(E)  section  153 (d)(4)(B). 

(2)  Section  341(e)  (12)  is  amended  by  striking  out  "and  1252 
(a)"  and  inserting  in  lieu  thereof  "1252(a),  and  1254(a)". 

(3)  Section  163(d)  (3)  (A)  (iii)  is  amended  by  striking  out 
"and  1250"  and  inserting  in  lieu  thereof  "1250,  and  1254". 

(d)  Clerical  Amexdmext. — The  table  of  sections  for  part  IV  of 
subchapter  P  of  chapter  1  is  amended  by  adding  at  the  end  thereof  the 
following  new  item : 

"Sec.  1254.  Gain  from  disposition  of  interest  in  oil  or  gas  property." 

(e)  ErFECTi\"E  Date. — The  amendments  made  by  this  section  shall  26  USC  1254 
apply  with  respect  to  taxable  years  ending  after  December  31,  1975. 

SEC.  206.  AMENDMENTS  TO  FARM  LOSS  RECAPTURE  RULES. 

(a)  Termixatiox^  of  Additioxs  to  Excess  Deductioxs  Accouxt. — 
Paragraph  (2)  of  section  1251(b)  (relating  to  additions  to  excess    26  USC  1251. 
deductions  account)  is  amended  by  adding  at  the  end  thereof  the  fol- 
lowing new  subparagraph : 

"(E)  Termix^atiox^  or  additioxs.  —  No  amount  shall  be 
added  to  the  excess  deductions  account  for  any  taxable  year 
beginning  after  December  31, 1975." 

(b)  Certaix  Keorgaxizatiox'^s. — 

(1)  Subparagraph  (A)  of  section  1251(b)(5)  is  amended  to 
read  as  follows : 

"(A)  Certaix^  corporate  traxsactioxs. — 

"(i)  In  the  case  of  a  transfer  described  in  subsection 
(d)  (3)  to  which  section  371(a),  374(a),  or  381  applies, 
the  acquiring  corporation  shall  succeed  to  and  take  into 
account  as  of  the  close  of  the  day  of  distribution  or 
transfer,  the  excess  deductions  account  of  the  transferor. 

"  (ii)  In  the  case  of  a  transfer  which  is  described  in  sub- 
section (d)  (3),  which  is  in  connection  with  a  reorgani- 
zation described  in  section  368(a)  (1)  (D),  and  which  is 
not  described  in  clause  (i),  the  transferee  corporation 
shall  be  deemed  to  have  an  excess  deductions  account  in 
an  amount  equal  to  the  amount  in  the  excess  deductions 
account  of  the  transferor.  The  transferor's  excess  deduc- 
tions account  shall  not  be  reduced  by  reason  of  the  pre- 
ceding sentence." 

(2)  Paragraph  (3)  of  section  1251  (b)  is  amended  by  adding  at 
the  end  thereof  the  following : 

"In  the  case  of  a  corporation  which  has  made  or  received  a  trans- 
fer described  in  clause  (ii)  of  paragraph  (5)  (A),  subtractions 
from  the  excess  deductions  account  shall  be  determined,  in  such 
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manner  as  the  Secretary  shall  prescribe,  applying  this  paragraph 
to  the  farm  net  income,  and  the  amounts  described  in  subpara- 
graph (B),  of  the  transferor  corporation  and  the  transferee  cor- 
poration on  an  aggregate  basis.". 
26  use  1251  (3)  The  amendments  made  by  this  subsection  shall  apply  to 

note.  transfers  occurring  after  December  31,  1975. 

SEC.  207.  LIMITATIONS  ON  DEDUCTIONS  IN  CASE  OF  FARMING  SYNDI- 
CATES; CAPITALIZATION  OF  CERTAIN  ORCHARD  AND  VINE- 
YARD  EXPENSES;  AND  METHOD  OF  ACCOUNTING  FOR  COR- 
PORATIONS ENGAGED  IN  FARMING. 

(a)  Prepaid  Expenses. — 

(1)  In  general. — Subpart  C  of  part  II  of  subchapter  E  of 
chapter  1  (relating  to  taxable  year  for  which  deduction  taken)  is 
amended  by  inserting  after  section  463  the  following  new  section : 

26  use  464.         "SEC.  464.  LIMITATIONS  ON  DEDUCTIONS  IN  CASE  OF  FARMING 

SYNDICATES. 

"(a)  General  Rule. — In  the  case  of  any  farming  syndicate  (as 
defined  in  subsection  (c) ) ,  a  deduction  (otherwise  allowable  under  this 
chapter)  for  amounts  paid  for  feed,  seed,  fertilizer,  or  other  similar 
farm  supplies  shall  only  be  allowed  for  the  taxable  year  in  which  such 
feed,  seed,  fertilizer,  or  other  supplies  are  actually  used  or  consumed, 
or,  if  later,  for  the  taxable  year  for  which  allowable  as  a  deduction 
(determined  without  regard  to  this  section). 

"(b)  Certain  Poultry  Expenses. — In  the  case  of  any  farming 
syndicate  (as  defined  in  subsection  (c) )  — 

"(1)  the  cost  of  poultry  (including  egg-laying  hens  and  baby 
chicks)  purchased  for  use  in  a  trade  or  business  (or  both  for  use 
in  a  trade  or  business  and  for  sale)  shall  be  capitalized  and 
deducted  ratably  over  the  lesser  of  12  months  or  their  useful  life 
in  the  trade  or  business,  and 

"(2)  the  cost  of  poultry  purchased  for  sale  shall  be  deducted 
for  the  taxable  year  in  which  the  poultry  is  sold  or  otherwise  dis- 
posed of. 

"(c)  Farming  Syndicate  Defined. — 

"(1)  In  general. — For  purposes  of  this  section,  the  term 
'farming  syndicate'  means — 

"  ( A)  a  partnership  or  any  other  enterprise  other  than  a  cor- 
poration which  is  not  an  electing  small  business  corporation 
(as  defined  in  section  1371(b) )  engaged  in  the  trade  or  busi- 
ness of  farming,  if  at  any  time  interests  in  such  partnership 
or  enterprise  have  been  offered  for  sale  in  any  offering 
required  to  be  registered  with  any  Federal  or  State  agency 
having  authority  to  regulate  the  offering  of  securities  for 
sale,  or 

"(B)  a  partnership  or  any  other  enterprise  other  than  a 
corporation  which  is  not  an  electing  small  business  corpora- 
tion (as  defined  in  section  1371(b) )  engaged  in  the  trade  or 
business  of  farming,  if  more  than  35  percent  of  the  losses  dur- 
ing any  period  are  allocable  to  limited  partners  or  limited 
entrepreneurs. 

"(2)  Holdings  attributable  to  active  management. — For 
purposes  of  paragraph  (1)  (B),  the  following  shall  be  treated  as 
an  interest  which  is  not  held  by  a  limited  partner  or  a  limited 
entrepreneur : 

"(A)  in  the  case  of  any  individual  who  has  actively  par- 
ticipated (for  a  period  of  not  less  than  5  years)  in  the  man- 
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agement  of  any  trade  or  business  of  farming,  any  interest  in 
a  partnership  or  other  enterprise  which  is  attributable  to 
such  active  participation, 

"(B)  in  the  case  of  any  individual  whose  principal  resi- 
dence is  on  a  farm,  any  partnership  or  other  enterprise 
engaged  in  the  trade  or  business  of  farming  such  farm, 

"(C)  in  the  case  of  any  individual  who  is  actively  partici- 
pating in  the  management  of  any  trade  or  business  of  farm- 
ing or  who  is  an  individual  who  is  described  in  subparagraph 

(A)  or  (B),  any  participation  in  the  further  processing  of 
livestock  which  was  raised  in  such  trade  or  business  (or  in 
the  trade  or  business  referred  to  in  subparagraph  (A)  or 

(B)  ), 

"  (D)  in  the  case  of  an  individual  whose  principal  busmess 
activity  involves  active  participation  in  the  management  of  a 
trade  or  business  of  farming,  any  interest  in  any  other  trade 
or  business  of  farming,  and", 

"(E)  any  interest  held  by  a  member  of  the  family  (within 
the  meaning  of  section  267(c)  (4))  of  a  grandparent  of  an   26  USC  267. 
individual  described  in  subparagraph  (A),  (B),  (C),  or  (D) 
if  the  interest  in  the  partnership  or  the  enterprise  is  attribut- 
able to  the  active  participation  of  the  individual  described  in 
subparagraph  (A),  (B),  (C),or  (D). 
For  purposes  of  subparagraph  ( A) ,  where  one  farm  is  substituted 
for  or  added  to  another  farm,  both  farms  shall  be  treated  as  one 
farm. 

"(d)  ExcEPTioxs. — Subsection  (a)  shall  not  apply  to — 

"(1)  any  amount  paid  for  supplies  which  are  on  hand  at  the 
close  of  the  taxable  year  on  account  of  fire,  storm,  flood,  or  other 
casualty  or  on  account  of  disease  or  drought,  or 

"(2)  any  amount  required  to  be  charged  to  capital  account 
under  section  278. 
"(e)  Definitions. — For  purposes  of  this  section — 

"(1)  Farming. — The  term  'farming'  means  the  cultivation  of 
land  or  the  raising  or  harvesting  of  any  agricultural  or  horti- 
cultural commodity  including  the  raising,  shearing,  feeding,  car- 
ing for,  training,  and  management  of  animals.  For  purposes  of 
the  preceding  sentence,  trees  (other  than  trees  bearing  fruit  or 
nuts)  shall  not  be  treated  as  an  agricultural  or  horticultural 
commodity. 

"(2)  Limited  entrepreneur. — The  term  'limited  entrepreneur' 
means  a  person  who — 

"(A)  has  an  interest  in  an  enterprise  other  than  as  a  lim- 
ited partner,  and 

"(B)  does  not  actively  participate  in  the  management  of 
such  enterprise." 

(2)  Clerical  amendment. — The  table  of  sections  for  such  sub- 
part C  is  amended  by  inserting  after  the  item  relating  to  section 
463  the  following  new  item  : 

"Sec.  464.  Limitations  on  deductions  in  case  of  farming  syndicates." 

(3)  Effecti\^  dates.—  26  USC  464 

(A)  In  general. — Except  as  provided  in  subparagraph 
(B),  the  amendments  made  by  this  subsection  shall  apply 
to  taxable  years  beginning  after  December  31,  1975. 

(B)  Transitional  rule. — In  the  case  of  a  farming  syndi- 
cate in  existence  on  December  31,  1975,  and  for  which  there 
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was  no  change  of  membership  throughout  its  taxable  year 
beginning  in  1976,  the  amendments  made  by  this  subsection 
shall  apply  to  taxable  years  beginning  after  December  31, 
1976. 

(b)  Orchard  axd  Vineyard  Expenses.- — 

26  use  278.  (1)  In  general. — Section  278  (relating  to  capital  expenditures 

incurred  in  planting  and  developing  citrus  and  almond  groves) 
is  amended  by  striking  out  subsection  (b)  and  by  inserting  in  lieu 
thereof  the  following : 
"(b)  Farming  Syndicates. — Except  as  provided  in  subsection  (c), 
in  the  case  of  any  farming  syndicate  (as  defined  in  section  464(c)) 
engaged  in  planting,  cultivating,  maintaining,  or  developing  a  grove, 
orchard,  or  vineyard  in  which  fruit  or  nuts  are  grown,  any  amount — 
"(1)  which  would  be  allowable  as  a  deduction  but  for  the 
provisions  of  this  subsection, 

"(2)  which  is  attributable  to  the  planting,  cultivation,  main- 
tenance, or  development  of  such  grove,  orchard,  or  vineyard,  and 
"(3)  which  is  incurred  in  a  taxable  year  before  the  first  tax- 
able year  in  which  such  grove,  orchard,  or  vineyard  bears  a  crop 
or  yield  in  commercial  quantities, 
shall  be  charged  to  capital  account. 

"(c)  Exceptions. — Subsections  (a)  and  (b)  shall  not  apply  to 
amounts  allowable  as  deductions  (without  regard  to  this  section) 
attributable  to  a  grove,  orchard,  or  vineyard  which  was  replanted  after 
having  been  lost  or  damaged  (while  in  the  hands  of  the  taxpayer)  by 
reason  of  freezing  temperatures,  disease,  drought,  pests,  or  casualty." 

(2)  Conforming  amendments. — 

(A)  The  heading  of  section  278  is  amended  to  read  as 
follows : 

"SEC.  278.  CAPITAL  EXPENDITURES  INCURRED  IN  PLANTING  AND 
DEVELOPING  CITRUS  AND  ALMOND  GROVES;  CERTAIN 
CAPITAL  EXPENDITURES  OF  FARMING  SYNDICATES.". 

(B)  Subsection  (a)  of  section  278  (relating  to  general 
rule)  is  amended  by  striking  out  "subsection  (b)"  and  insert- 
ing in  lieu  thereof  "subsection  (c)". 

(3)  Effecti\t:  date. — The  amendments  made  by  this  subsec- 
tion shall  apply  to  taxable  years  beginning  after  December  31, 
1975.  The  amendments  made  by  this  subsection  shall  not  apply  in 
the  case  of  a  grove,  orchard,  or  vineyard  referred  to  in  the 
amendment  made  by  subsection  (b)(1)  which  was  planted  or 
replanted  on  or  before  December  31,  1975.  For  purposes  of  the 
preceding  sentence,  a  tree  or  vine  which,  on  or  before  Decem- 
ber 31,  1975,  was  planted  at  a  place  other  than  the  grove,  orchard, 
or  vineyard  of  the  taxpayer  but  which,  on  such  date,  was  owned 
by  the  taxpayer  (or  with  respect  to  which  the  taxpayer  had  a  bind- 
ing contract  to  purchase)  shall  be  treated  as  planted  on  Decem- 
ber 31,  1975,  in  the  grove,  orchard,  or  vineyard  of  the  taxpayer. 

(c)  Method  of  Accounting  for  Corporations  Engaged  in 
Farming. — 

(1)  General  RULE. — 

(A)  Subpart  A  of  part  II  of  subchapter  E  of  chapter  1 
(relating  to  methods  of  accounting)  is  amended  by  adding  at 
the  end  thereof  the  following  new  section : 

"SEC.  447.  METHOD  OF  ACCOUNTING  FOR  CORPORATIONS  ENGAGED 
IN  FARMING. 

"(a)  General  Rule. — Except  as  otherwise  provided  by  law,  the 
taxable  income  from  farming  of — 
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"(1)  a  corporation  engaged  in  the  trade  or  business  of  farm- 
ing, or 

"  (2)  a  partnership  engaged  in  the  trade  or  business  of  farming, 
if  a  corporation  is  a  partner  in  such  partnership, 
shall  be  computed  on  an  accrual  method  of  accounting  and  with  the 
capitalization  of  preproductive  expenses  described  in  subsection  (b). 
This  section  shall  not  apply  to  the  trade  or  business  of  operating  a 
nursery  or  to  the  raising  or  harvesting  of  trees  (other  than  fruit  and 
nut  trees). 
"(b)  Preproducttv-e  Period  Expenses. — 

"(1)  Ix  general. — For  purposes  of  this  section,  the  term  'pre-  "Preproductive 
productive  period  expenses'  means  any  amount  which  is  attribut-  period 
;ible  to  crops,  animals,  or  any  other  property  having  a  crop  or  expenses, 
yield  during  the  preproductive  period  of  such  property. 
"(2)  ExcEFiTOxs. — Paragraph  (1)  shall  not  apply — 
"  ( A)  to  taxes  and  interest,  and 

"(B)  to  any  amount  incurred  on  account  of  fire,  storm, 
flood,  or  other  casualty  or  on  account  of  disease  or  drought. 
"  (3)  Preproductpvt:  period  defined. — For  purposes  of  this  sub- 
section, the  term  'preproductive  period'  means — 

"(A)  in  the  case  of  property  having  a  useful  life  of  more 
than  1  year  which  will  have  more  than  1  crop  or  yield,  the 
period  before  the  disposition  of  the  first  such  marketable  crop 
or  yield,  or 

"(B)  in  the  case  of  any  other  property,  the  period  before 
such  property  is  disposed  of. 
For  purposes  of  this  section,  the  use  by  the  taxpayer  in  the  trade 
or  business  of  farming  of  any  supply  produced  in  such  trade  or 
business  shall  be  treated  as  a  disposition. 
"(c)  Exception  FOR  Small  Business  AND  Family  Corporations. — 
For  purposes  of  subsection  (a),  a  corporation  shall  be  treated  as  not 
being  a  corporation  if  it  is — 

"(1)  an  electing  small  business  corporation  (within  the  mean- 
ing of  section  1371  (b) ) ,  26  USC  1371. 

"  (2)  a  corporation  of  which  at  least  50  percent  of  the  total  com- 
bined voting  power  of  all  classes  of  stock  entitled  to  vote,  and  at 
least  50  percent  of  the  total  number  of  shares  of  all  other  classes  of 
stock  of  the  corporation,  are  owned  by  members  of  the  same 
family,  or 

"  (3 )  a  corporation  the  gross  receipts  of  which  meet  the  require- 
ments of  subsection  (e). 
"(d)  Me:mbers  of  the  Same  Family. — For  purposes  of  subsection 
(c)(2)- 

"(1)  the  members  of  the  same  family  are  an  individual,  such 
individual's  brothers  and  sisters,  the  brothers  and  sisters  of  such 
individual's  parents  and  grandparents,  the  ancestors  and  lineal 
descendants  or  any  of  the  foregoing,  a  spouse  of  any  of  the  fore- 
going, and  the  estate  of  any  of  the  foregoing, 

"(2)  stock  owned,  directly  or  indirectly,  by  or  for  a  partner- 
ship or  trust  shall  be  treated  as  owned  proportionately  by  its 
partners  or  beneficiaries,  and 

"  (3)  if  50  percent  or  more  in  value  of  the  stock  in  a  corporation 
(hereinafter  in  this  paragraph  referred  to  as  'first  corporation') 
is  owned,  directly  or  through  paragraph  (2),  by  or  for  members 
of  the  same  family,  such  members  shall  be  considered  as  owning 
each  class  of  stock  in  a  second  corporation  (or  a  wholly  owned 
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subsidiary   of  such  second  corporation)    owned,  directly  or 
indirectly,  by  or  for  the  first  corporation,  in  that  proportion  which 
the  value  of  the  stock  in  the  first  corporation  which  such  members 
so  own  bears  to  the  value  of  all  the  stock  in  the  first  corporation. 
For  purposes  of  paragraph  ( 1 ) ,  individuals  related  by  the  half  blood 
or  by  legal  adoption  shall  be  treated  as  if  they  were  related  by  the 
whole  blood. 

"(e)  Corporations  Having  Gross  Keceipts  or  $1,000,000  or  Less. — 
A  corporation  meets  the  requirements  of  this  subsection  if,  for  each 
prior  taxable  year  beginning  after  December  31, 1975,  such  corporation 
(and  any  predecessor  corporation)  did  not  have  gross  receipts  exceed- 
ing $1,000,000.  For  purposes  of  the  preceding  sentence,  all  corporations 
which  are  members  of  a  controlled  group  of  corporations  ( within  the 
26  use  1563.       meaning  of  section  1563(a) )  shall  be  treated  as  one  corporation. 

"(f)  Coordination  With  Section  481. — In  the  case  of  any  taxpayer 
required  by  this  section  to  change  its  method  of  accounting  for  any 
taxable  year — 

"  ( 1 )  such  change  shall  be  treated  as  having  been  made  with  the 
consent  of  the  Secretary, 

"(2)  for  purposes  of  section  481(a)  (2),  such  change  shall  be 
treated  as  a  change  not  initiated  by  the  taxpayer,  and 

"(3)  under  regulations  prescribed  by  the  Secretary,  the  net 
amount  of  adjustments  required  by  section  481(a)  to  be  taken 
into  account  by  the  taxpayer  in  computing  taxable  income  shall 
(except  as  otherwise  provided  in  such  regulations)  be  taken  into 
account  in  each  of  the  10  taxable  years  beginning  with  the  year 
of  change. 

"(g)  Certain  Annual  Accrual  Accounting  Methods. — 
"  ( 1 )  In  general. — If— 

"(A)  for  its  10  taxable  years  ending  with  its  first  taxable 
year  beginning  after  December  31,  1975,  a  corporation  used 
an  annual  accrual  method  of  accounting  with  respect  to  its 
.  trade  or  business  of  farming, 

"(B)  such  corporation  raises  crops  which  are  harvested 
not  less  than  12  months  after  planting,  and 

"  (  C )  such  corporation  has  used  such  method  of  accounting 
for  all  taxable  years  intervening  between  its  first  taxable  year 
beginning  after  December  31,  1975,  and  the  taxable  year, 
such  corporation  may  continue  to  employ  such  method  of 
_  accounting  for  the  taxable  year  with  respect  to  its  trade  or 

business  of  farming. 

"(2)  Annual  accrual  method  of  accounting  defined. — For 
purposes  of  paragraph  (1),  the  term  'annual  accrual  method 
of  accounting'  means  a  method  under  which  revenues,  costs,  and 
expenses  are  computed  on  an  accrual  method  of  accounting  and 
the  preproductive  expenses  incurred  during  the  taxable  year  are 
charged  to  harvested  crops  or  deducted  in  determining  the  taxable 
income  for  such  years. 

"(3)  Certain  reorganizations. — For  purposes  of  this  subsec- 
tion, if  a  corporation  acquired  substantially  all  the  assets  of  a 
farming  trade  or  business  from  another  corporation  in  a  trans- 
action in  which  no  gain  or  loss  was  recognized  to  the  transferor 
or  transferee  corporation,  the  transferee  corporation  shall  be 
deemed  to  have  computed  its  taxable  income  on  an  annual  accrual 
method  of  accounting  during  the  period  for  which  the  transferor 
corporation  computed  its  taxable  income  from  such  trade  or 
business  on  an  annual  accrual  method." 
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(B)  The  table  of  sections  for  such  subpart  A  is  amended 
by  adding  at  the  end  thereof  the  following: 

"Sec.  447.  Method  of  accounting  for  corporations  engaged  in  farming." 

(2)  Effectr-e  date. — The  amendments  made  by  paragraph  (1)  26  USC  447 
shall  apply  to  taxable  years  beginning  after  December  31,  1976.  "^o^^- 

(3)  Electiox  to  change  from  static  value  method  to  accrual  26  USC  447 

METHOD  OF  ACCOUXTIXG.   note. 

(A)  In  general. — If — 

(i)  a  corporation  has  computed  its  taxable  income  on 
an  annual  accrual  method  of  accounting  together  with  a 
static  value  method  of  accounting  for  deferred  costs  of 
growing  crops  for  the  10  taxable  years  ending  with  its 
first  taxable  year  beginning  after  December  31, 1975, 

(ii)  such  corporation  raises  crops  which  are  harvested 
not  less  than  12  months  after  planting,  and 

(iii)  such  corporation  elects,  within  one  year  after 
the  date  of  the  enactment  of  this  Act  and  in  such  man- 
ner as  the  Secretary  of  the  Treasury  or  his  delegate  pre- 
scribes, to  change  to  the  annual  accrual  method  of 
accounting  (within  the  meaning  of  section  447(g)  (2)  Ante,  p.  1538. 
of  the  Internal  Kevenue  Code  of  1954)  for  taxable  years 
beginning  after  December  31,  1976, 

such  change  shall  be  treated  as  having  been  made  with  the 
consent  of  the  Secretary-  of  the  Treasur}',  and,  under  regula- 
tions prescribed  by  the  Secretary  of  the  Treasury  or  his 
delegate,  the  net  amount  of  the  adjustments  required  by  sec- 
tion 481  (a)  of  the  Internal  Kevenue  Code  of  1954  to  be  taken 
into  account  by  the  taxpayer  in  computing  taxable  income 
shall  (except  as  otherwise  provided  in  such  regulations)  be 
taken  into  account  in  each  of  the  10  taxable  years  beginning 
with  the  year  of  change. 

(B)  Coordination  with  section  447  of  the  code. — A  cor- 
poration which  elects  under  subparagraph  (A)  to  change  to 
the  annual  accrual  method  of  accounting  shall,  for  purposes 
of  section  447(g)  of  the  Internal  Revenue  Code  of  1954,  be 
deemed  to  be  a  corporation  which  has  computed  its  taxable 
income  on  an  annual  accrual  method  of  accounting  for  its 
10  taxable  yeare  ending  with  its  first  taxable  year  beginning 
after  December  31, 1975. 

(C)  Certain  corporate  reorganizations. — For  purposes 
of  this  paragraph,  if  a  corporation  acquired  substantially  all 
the  assets  of  a  farming  trade  or  business  from  another  corpo- 
ration in  a  transaction  in  which  no  gain  or  loss  was  recog- 
nized to  the  transferor  or  transferee  corporation,  the 
transferee  corporation  shall  be  deemed  to  have  computed  its 
taxable  income  on  an  annual  accrual  method  of  accounting 
together  with  a  static  value  method  of  accounting  for 
deferred  costs  of  growing  crops  during  the  period  for  which 
the  transferor  corporation  computed  its  taxable  income  from 
such  trade  or  business  on  such  accrual  and  static  value 
method. 

SEC.  208.  TREATMENT  OF  PREPAID  INTEREST. 

(a)  General  Rule. — Section  461  (relating  to  general  rule  for  tax-   26  USC  461. 
able  year  of  deduction)  is  amended  by  adding  at  the  end  thereof  the 
following  new  subsection : 
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"(g)  Prepaid  In^terest. — 

"(1)  I^^  GENERAL. — If  the  taxable  income  of  the  taxpayer  is 
computed  under  the  cash  receipts  and  disbursements  method  of 
accounting,  interest  paid  by  the  taxpayer  which,  under  regula- 
tions prescribed  by  the  Secretary,  is  properly  allocable  to  any 
period — ■ 

"  ( A)  with  respect  to  which  the  interest  represents  a  charge 
for  the  use  or  forbearance  of  money,  and 

"(B)  which  is  after  the  close  of  the  taxable  year  in  which 
paid, 

shall  be  charged  to  capital  account  and  shall  be  treated  as  paid  in 
the  period  to  w^hich  so  allocable. 

"(2)  Exception. — This  subsection  shall  not  apply  to  points 
paid  in  respect  of  any  indebtedness  incurred  in  connection  with 
the  purchase  or  improvement  of,  and  secured  by,  the  principal 
residence  of  the  taxpayer  to  the  extent  that,  under  regulations 
prescribed  by  the  Secretary,  such  payment  of  points  is  an  estab- 
lished business  practice  in  the  area  in  which  such  indebtedness  is 
incurred,  and  the  amount  of  such  payment  does  not  exceed  the 
amount  generally  charged  in  such  area." 
26  use  461  (b)  Effective  Date. — 

note.  (1)        general. — Except  as  provided  in  paragraph  (2),  the 

amendment  made  by  subsection  (a)  shall  apply  to  amounts  paid 
after  December  31,  1975,  in  taxable  years  ending  after  such  date. 

(2)  Certain  amounts  paid  before  1977. — The  amendment 
made  by  subsection  (a)  shall  not  apply  to  amounts  paid  before 
January  1,  1977,  pursuant  to  a  binding  contract  or  written  loan 
commitment  which  existed  on  September  16, 1975  (and  at  all  times 
thereafter) ,  and  which  required  prepayment  of  such  amounts  by 
the  taxpayer. 

SEC.  209.  LIMITATION  ON  INTEREST  DEDUCTION. 
26  use  163.  (a)  In  General. — Subsection  (d)  of  section  163  (relating  to  limita- 

tion on  interest  on  investment  indebtedness)  is  amended — 

(1)  by  striking  out  paragraphs  (1)  and  (2)  and  inserting  in 
lieu  thereof  the  following : 

"(1)  In  general. — In  the  case  of  a  taxpayer  other  than  a  cor- 
poration, the  amount  of  investment  interest  (as  defined  in  par- 
agraph (3)(D))  otherwise  allowable  as  a  deduction  under  this 
chapter  shall  be  limited,  in  the  following  order,  to — 

"(A)  $10,000  ($5,000,  in  the  case  of  a  separate  return  by  a 
married  individual) ,  plus 

"(B)  the  amount  of  the  net  investment  income  (as  defined 
in  paragraph  (3)  (A)),  plus  the  amount  (if  any)  by  which 
the  deductions  allowable  under  this  section  (determined  with- 
out regard  to  this  subsection)  and  sections  162, 164(a)  (1)  or 
(2),  or  212  attributable  to  property  of  the  taxpayer  subject 
to  a  net  lease  exceeds  the  rental  income  produced  by  such 
property  for  the  taxable  year. 
In  the  case  of  a  trust,  the  $10,000  amount  specified  in  subpara- 
graph (A)  shall  be  zero. 

"(2)  Carryover  of  disallowed  investment  interest. — The 
amount  of  disallowed  investment  interest  for  any  taxable  year 
shall  be  treated  as  investment  interest  paid  or  accrued  in  the 
succeeding  taxable  year." ; 

(2)  by  adding  at  the  end  of  paragraph  (3)  (A)  the  following 
new  sentence:  "If  the  taxpayer  has  investment  interest  for  the 
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taxable  year  to  which  this  subsection  (as  iii  effect  before  the  Tax 
Eeform  Act  of  1976)  applies,  the  amount  of  the  net  investment  ^nte,  p.  1520. 
income  taken  into  account  under  this  subsection  shall  be  the 
amount  of  such  income  (determined  without  regard  to  this  sen- 
tence) multiplied  by  a  fraction  the  numerator  of  which  is  the 
excess  of  the  investment  interest  for  the  taxable  year  over  the 
investment  interest  to  which  such  prior  provision  applies,  and 
the  denominator  of  which  is  the  investment  interest  for  the  tax- 
able year."; 

(3f  by  striking  out  "limitations  in  paragraphs  (1)  and  (2) 
(A)  '  in  paragraph  (3)  (E)  and  inserting  in  lieu  thereof  "limita- 
tion in  paragraph  ( 1 )" ; 

(4)  by  striking  out  paragraph  (5)  and  redesignating  para- 
graphs (6)  and  (7)  as  paragraphs  (5)  and  (6),  respectively; 

(5)  by  adding  at  the  end  of  paragraph  (5)  (as  so  redesignated) 
the  following : 

"For  taxable  years  beginning  after  December  31,  1975,  this  para- 
graph shall  be  applied  on  an  allocation  basis  rather  than  a  specific 
item  basis.-' ;  and 

(6)  by  adding  at  the  end  thereof  the  following  new  paragraph : 
"(7)  Special  rule  w^here  taxpayer  owxs  so  percent  or  more 

of  enterprise.  

"  ( A)  General  rule. — In  the  case  of  any  50  percent  owned 
corporation  or  partnership,  the  $10,000  figure  specified  in 
paragraph  (1)  shall  be  increased  by  the  lesser  of — 
"(i)  $15,000,  or 

"(ii)  the  interest  paid  or  accrued  during  the  taxable 
year  on  investment  indebtedness  incurred  or  continued 
in  connection  with  the  acquisition  of  the  interest  in  such 
corporation  or  partnership. 
In  the  case  of  a  separate  return  by  a  married  individual, 
$7,500  shall  be  substituted  for  the  $15,000  figure  in  clause  (1). 

"(B)  Ow^NERSHip  REQUIREMENTS. — This  paragraph  shall 
apply  with  respect  to  indebtedness  only  if  the  taxpayer,  his 
spouse,  and  his  children  own  50  percent  or  more  of  the  total 
value  of  all  classes  of  stock  of  the  corporation  or  50  percent 
or  more  of  all  capital  interests  in  the  partnership,  as  the  case 
may  be." 

(b)  Effecti\t:  Date. —  26  USC  163 

(1)  In  general. — Except  as  provided  in  paragraph  (2),  the 
amendments  made  by  subsection  (a)  shall  apply  to  taxable  years 
beginning  after  December  31, 1975. 

( 2 )  Indebtedness  incurred  before  September  1 1 ,  1975 . — In  the 
case  of  indebtedness  attributable  to  a  specific  item  of  property 
which — 

(A)  is  for  a  specified  term,  and 

(B)  was  incurred  before  September  11, 1975,  or  is  incurred 
after  September  10,  1975,  pursuant  to  a  written  contract  or 
commitment  which  on  September  11.  1975,  and  at  all  times 
thereafter  before  the  incurring  of  such  indebtedness,  is  bind- 
ing on  the  taxpayer, 

the  amendments  made  by  this  section  shall  not  apply,  but  section 
163(d)  of  the  Internal  Revenue  Code  of  1954  (as  in  effect  before 
the  enactment  of  this  Act)  shall  apply.  For  purposes  of  the  pre- 
ceding sentence,  so  much  of  the  net  investment  income  (as  defined 
in  section  163(d)  (3)  (A)  of  such  Code)  for  any  taxable  year  as 


note. 
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is  not  taken  into  account  under  section  163(d)  of  such  Code,  as 
Ante,  p.  1542  amended  by  this  Act,  by  reason  of  the  last  sentence  of  section 

163(d)(3)(A)  of  such  Code,  shall  be  taken  into  account  for 
purposes  of  applying  such  section  as  in  effect  before  the  date  of 
enactment  of  this  Act  with  respect  to  interest  on  indebtedness 
referred  to  in  the  preceding  sentence. 
SEC.  210.  AMORTIZATION  OF  PRODUCTION  COST  OF  MOTION  PICTURES, 
BOOKS,  RECORDS,  AND  OTHER  SIMILAR  PROPERTY. 

(a)  In  General. — Part  IX  of  subchapter  B  of  chapter  1  (relating 
to  items  not  deductible)  is  amended  by  adding  at  the  end  thereof  the 
following  new  section : 

26  use  280.         "SEC.  280.  CERTAIN  EXPENDITURES  INCURRED  IN  PRODUCTION  OF 

FILMS,  BOOKS,  RECORDS,  OR  SIMILAR  PROPERTY. 

"(a)  General  Rule. — Except  in  the  case  of  a  corporation  (other 
than  an  electing  small  business  corporation  (as  defined  in  section  1371 
(b))  or  a  personal  holding  company  (as  defined  in  section  542)) 
and  except  in  the  case  of  production  costs  which  are  charged  to  capital 
account,  amounts  attributable  to  the  production  of  a  film,  sound 
recording,  book,  or  similar  property  which  are  otherwise  deductible 
under  this  chapter  shall  be  allowed  as  deductions  only  in  accordance 
with  the  provisions  of  subsection  (b) . 

"(b)  Proration  of  Production  Cost  Over  Income  Period. — 
Amounts  referred  to  in  subsection  (a)  are  deductible  only  for  those 
taxable  years  ending  during  the  period  during  which  the  taxpayer 
reasonably  may  be  expected  to  receive  substantially  all  of  the  income 
he  will  receive  from  any  such  film,  sound  recording,  book,  or  similar 
property.  The  amount  deductible  for  any  such  taxable  year  is  an 
amount  which  bears  the  same  ratio  to  the  sum  of  all  such  amounts 
(attributable  to  such  film,  sound  recording,  book,  or  similar  property) 
as  the  income  received  from  the  property  for  that  taxable  year  bears 
to  the  sum  of  the  income  the  taxpayer  may  reasonably  be  expected  to 
receive  during  such  period. 

"(c)  Definitions. — For  purposes  of  this  section — 

"(1)  Film. — The  term  'film'  means  any  motion  picture  film  or 
video  tape. 

'  [  "(2)  Sound  recording. — The  term  'sound  recording'  means 
works  that  result  from  the  fixation  of  a  series  of  musical,  spoken, 
or  other  sounds,  regardless  of  the  nature  of  the  material  objects, 
such  as  discs,  tapes,  or  other  phonorecordings,  in  which  such 
sounds  are  embodied." 

(b)  Clerical  Amendi^ient. — The  table  of  sections  for  such  part  is 
amended  by  adding  at  the  end  thereof  the  following  new  item : 

"Sec.  280.  Certain  expenditures  incurred  in  production  of  films,  books, 
records,  or  similar  property." 

26  use  280  (c)  Effective  Date. — The  amendment  made  by  this  section  applies 

Jiote.  to  amounts  paid  or  incurred  after  December  31,  19T5,  with  respect  to 

property  the  principal  production  of  which  begins  after  December  31, 

1975. 

SEC.  211.  CLARIFICATION  OF  DEFINITION  OF  PRODUCED  FILM  RENTS. 

(a)  In  General. — Subparagraph  (B)  of  paragraph  (5)  of  section 
26  use  543.         543(a)  (defining  produced  film  rents  for  purposes  of  personal  holding 
company  income)  is  amended  by  adding  at  the  end  thereof  the  follow- 
ing new  sentence  :  "In  the  case  of  a  producer  who  actively  participates 
in  the  production  of  the  film,  such  term  includes  an  interest  in  the 
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proceeds  or  profits  from  the  film,  but  only  to  the  extent  such  interest 
is  attributable  to  such  active  participation." 

(b)  Effecti\t:  Date. — The  amendment  made  by  subsection  (a)  shall    26  USC  543 
apply  to  taxable  years  ending  on  or  after  December  31,  1975.  note. 
SEC.  212.  BASIS  LIMITATION  FOR  AND  RECAPTURE  OF  DEPRECIATION 
ON  PLAYER  CONTRACTS. 
( a )  Basis  Li:m:itations. — 

(1)  Ix  GEXERAL.— Part  IV  of  subchapter  O  of  chapter  1  (relat-   26  USC  1051. 
ing  to  special  rules  applicable  to  gain  or  loss  on  disposition  of 
property)  is  amended  by  redesignating  section  1056  as  section 
1057,  and  by  inserting  after  section  1055  the  following  new 
section : 

"SEC.  1056.  BASIS  LIMITATION  FOR  PLAYER  CONTRACTS  TRANSFERRED    26  USC  1056. 
IN  CONNECTION  WITH  THE  SALE  OF  A  FRANCHISE. 

"(a)  Gexeral  Rule. — If  a  franchise  to  conduct  any  sports  enter- 
prise is  sold  or  exchanged,  and  if,  in  connection  with  such  sale  or 
exchange,  there  is  a  transfer  of  a  contract  for  the  services  of  an  athlete, 
the  basis  of  such  contract  in  the  hands  of  the  transferee  shall  not  exceed 
the  sum  of — 

"(1)  the  adjusted  basis  of  such  contract  in  the  hands  of  the 
transferor  immediately  before  the  transfer,  plus 

"(2)  the  gain  (if  any)  recognized  by  the  transferor  on  the 
transfer  of  such  contract. 
For  purposes  of  this  section,  gain  realized  by  the  transferor  on  the 
transfer  of  such  contract,  but  not  recognized  by  reason  of  section 
337(a),  shall  be  treated  as  recognized  to  the  extent  recognized  by  the   Post,  p.  1772. 
transferor's  shareholders. 

"(b)  Exceptions. — Subsection  (a)  shall  not  apply — 

"(1)  to  an  exchange  described  in  section  1031  (relating  to 
exchange  of  property  held  for  productive  use  or  investment) ,  and 
"  (2)  to  property  in  the  hands  of  a  person  acquiring  the  property 
from  a  decedent  or  to  whom  the  property  passed  from  a  decedent 
(within  the  meaning  of  section  1014(a) ). 
"(c)  Transferor  Required  To  Furnish  Certain  Information. — 
Under  regulations  prescribed  by  the  Secretary,  the  transfer  shall,  at 
the  times  and  in  the  manner  provided  in  such  regulations,  furnish  to 
the  Secretary  and  to  the  transferee  the  following  information : 

"  ( 1 )  the  amount  which  the  transferor  believes  to  be  the  adjusted 
basis  referred  to  in  paragraph  (1)  of  subsection  (a) , 

"(2)  the  amount  which  the  transferor  believes  to  be  the  gain 
referred  to  in  paragraph  (2)  of  subsection  (a),  and 

"  (3)  any  subsequent  modification  of  either  such  amount. 
To  the  extent  provided  in  such  regulations,  the  amounts  furnished 
pursuant  to  the  preceding  sentence  shall  be  binding  on  the  transferor 
and  on  the  transferee. 

"(d)  Presumption  as  to  Amount  Allocable  to  Player  Con- 
tracts.— In  the  case  of  any  sale  or  exchange  described  in  subsection 
(a),  it  shall  be  presumed  that  not  more  than  50  percent  of  the  con- 
sideration is  allocable  to  contracts  for  the  services  of  athletes  unless 
it  is  established  to  the  satisfaction  of  the  Secretary  that  a  specified 
amount  in  excess  of  50  percent  is  properly  allocable  to  such  contracts. 
Nothing  in  the  preceding  sentence  shall  give  rise  to  a  presumption  that 
an  allocation  of  less  than  50  percent  of  the  consideration  to  contracts 
for  the  services  of  athletes  is  a  proper  allocation." 
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(2)  Clerical  amendment. — The  tables  of  sections  for  snch  part 
VI  is  amended  by  striking  out  the  last  item  and  inserting  in  lieu 
thereof  the  following : 

"Sec.  1056.  Basis  limitation  for  player  contracts  transferred  in  con- 
nection with  the  sale  of  a  franchise. 
"Sec.  1057.  Cross  references." 

(3)  Effective  date. — The  amendments  made  by  this  subsec- 
tion apply  to  sales  or  exchanges  of  franchises  after  December  31, 
1975,  in  taxable  years  ending  after  such  date. 

(b)  Recapture. — 

(1)  In  general. — Section  1245(a)  (relating  to  gain  from  dis- 
position of  certain  depreciable  property)  is  amended  by  adding 
at  the  end  thereof  the  following  new  paragraph : 
"  (4)  Special  rule  for  player  contracts. — 

"  ( A)  In  general. — For  purposes  of  this  vSection,  if  a  fran- 
chise to  conduct  any  sports  enterprise  is  sold  or  exchanged, 
and  if,  in  connection  with  such  sale  or  exchange,  there  is  a 
transfer  of  any  player  contracts,  the  recomputed  basis  of 
such  player  contracts  in  the  hands  of  the  transferor  shall  be 
the  adjusted  basis  of  such  contracts  increased  by  the  greater 
of— 

"(i)  the  previously  unrecaptured  depreciation  with 
respect  to  player  contracts  acquired  by  the  transferor 
at  the  time  of  acquisition  of  such  franchise,  or 

"(ii)  the  previously  unrecaptured  depreciation  with 
respect  to  the  player  contracts  involved  in  such  transfer. 
"(B)     Previously    unrecaptured    depreciation  with 
respect  to  initial  contracts. — For  purposes  of  subpara- 
graph (A)(i),  the  term  'previously  unrecaptured  deprecia- 
tion' means  the  excess  (if  any)  of — 

"(i)  the  sum  of  the  deduction  allowed  or  allowable 
to  the  taxpayer  transferor  for  the  depreciation  of  any 
player  contracts  acquired  by  him  at  the  time  of  acquisi- 
tion of  such  franchise,  plus  the  deduction  allowed  or 
allowable  for  losses  with  respect  to  such  player  contracts 
acquired  at  the  time  of  such  acquisition,  over 

"(ii)  the  aggregate  of  the  amounts  treated  as  ordinary 
income  by  reason  of  this  section  with  respect  to  prior 
dispositions  of  such  player  contracts  acquired  upon 
acquisition  of  the  franchise. 
"(C)    Previously    unrecaptured    depreciation  with 
respect  to  contracts  transferred. — For  purposes  of  sub- 
paragraph (A)  (ii),  the  term  'previously  unrecaptured  depre- 
ciation' means — 

"  (i)  the  amount  of  any  deduction  allowed  or  allowable 
to  the  taxpayer  transferor  for  the  depreciation  of  any 
contracts  involved  in  such  transfer,  over 

"  (ii)  the  aggregate  of  the  amounts  treated  as  ordinary 
income  by  reason  of  this  section  with  respect  to  prior 
dispositions  of  such  player  contracts  acquired  upon 
acquisition  of  the  franchise. 
"(D)  Player  contract. — For  purposes  of  this  paragraph, 
the  term  'player  contract'  means  any  contract  for  the  services 
of  an  athlete  which,  in  the  hands  of  the  taxpayer,  is  of  a 
character  subject  to  the  allowance  for  depreciation  provided 
in  section  167." 
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(2)  Effective  date. — The  anieiidment  made  by  this  subsection   26  USC  1245 
applies  to  transfers  of  player  contracts  in  connection  with  any  note, 
sale  or  exchange  of  a  franchise  after  December  31,  1975. 
SEC.  213.  CERTAIN  PARTNERSHIP  PROVISIONS. 

(a)  Dollar  Loiitatiox  With  Respect  to  Additioxal  First-Year 
Depreciation  Allowaxce. — Subsection  (d)  of  section  179  (relating  to   26  USC  179. 
additional  first-year  depreciation  allowance  for  small  business)  is 
amended  by  redesignating  paragraph  (8)  as  paragraph  (9)  and  by 
inserting  after  paragraph  (7)  the  following  new  paragrai)h: 

"  (8)  Dollar  li]siitatiox  ix  case  of  partxersheps. — In  the  case 
of  a  partnership,  the  dollar  limitation  contained  in  the  first  sen- 
tence of  subsection  (b)  shall  apply  with  respect  to  the  partnership 
and  with  respect  to  each  partner.*' 

(b)  Clarificatiox  of  Tp-Eatmext  of  Partnership  Syxdicatiox 
Fees,  Etc. — 

(1)  Ix  GEXERAL. — Part  I  of  subchapter  K  of  chapter  1  (relating 
to  determination  of  tax  liability)  is  amended  by  adding  at  the  end 
thereof  the  following  new  section : 

"SEC.  709.  TREATMENT  OF  ORGANIZATION  AND  SYNDICATION  FEES.    26  USC  709. 

"(a)  Gexeral  Rule. — Except  as  provided  in  subsection  (b),  no 
deduction  shall  be  allowed  under  this  chapter  to  the  partnership  or  to 
any  partner  for  any  amounts  paid  or  incurred  to  organize  a  part- 
nership or  to  promote  the  sale  of  (or  to  sell)  an  interest  in  such 
partnership. 
"(b)  Amortizatiox  of  Orgaxizatiox  Fees. — 

"(1)  Deductiox. — Amounts  paid  or  incurred  to  organize  a 
partnership  may,  at  the  election  of  the  partnership  (made  in 
accordance  with  regulations  prescribed  by  the  Secretary),  be 
treated  as  deferred  expenses.  Such  deferred  expenses  shall  be 
allowed  as  a  deduction  ratably  over  such  period  of  not  less  than  60 
months  as  may  be  selected  by  the  partnership  (beginning  with  the 
month  in  which  the  partnership  begins  business) ,  or  if  the  partner- 
ship is  liquidated  before  the  end  of  such  60-month  period,  such 
deferred  expenses  (to  the  extent  not  deducted  under  this  section) 
may  be  deducted  to  the  extent  provided  in  section  165. 

"(2)  Orgaxizatioxal  expexses  defixed. — The  organizational 
expenses  to  which  paragraph  (1)  applies,  are  expenditures 
which — 

(A)  are  incident  to  the  creation  of  the  partnership ; 
"(B)  are  chargeable  to  capital  account;  and 
"(C)  are  of  a  character  which,  if  expended  incident  to  the 

creation  of  a  partnership  having  an  ascertainable  life,  would 

be  amortized  over  such  life." 

(2)  Clerical  a:mexd:mext. — The  table  of  sections  for  such  part 
is  amended  by  adding  at  the  end  thereof  the  following: 

"Sec.  709.  Treatment  of  organization  and  syndication  fees." 

(3)  Deter^iixatiox   of   amouxts   chargeable   to  capital 
ACCouxT.— Section  707 (c)  (relating  to  guaranteed  payments)  is  26  USC  707. 
amended  by  striking  out  "and  section  162(a)"  and  inserting  in 

lieu  thereof  "and,  subject  to  section  263,  for  purposes  of  section 
162  Ca)".  ^ 
(c)  Items  ^Iust  Be  Allocated  to  Portiox  of  Year  Partxer  Held 
Interest. — 

(1)  Ix  GEXER.\L.— Subparagraph  (B)  of  section  706(c)(2)    26  USC  706. 
(relating  to  disposition  of  less  than  entire  interest)  is  amended 
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by  striking  out  "or  with  respect  to  a  partner  whose  interest  is 
reduced"  and  inserting  in  lieu  thereof  "or  with  respect  to  a 
partner  whose  interest  is  reduced  (whether  by  entry  of  a  new 
partner,  partial  liquidation  of  a  partner's  interest,  gift,  or 
otherwise)". 

(2)  Certaix  provisioxs  or  subchapter  k  ^iay  xot  be  o\t:r- 

RroDEX  BY  PARTXERSHIP  AGREE3IEXT.  Subsection   (a)    of  SCCtioU 

26  use  704.  704  (relating  to  effect  of  partnership  agreement)  is  amended  by 

striking  out  "except  as  otherwise  provided  in  this  section"  and 
inserting  in  lieu  thereof  "except  as  otherwise  provided  in  this 
chapter". 

(3)  Cross  referexces.' — 

(A)  Section  704  is  amended  by  adding  at  the  end  thereof 
the  following : 
"(f)  Cross  Reeerexce. — 

"For  rules  in  the  case  of  the  sale,  exchange,  liquidation,  or  reduction 
of  a  partner's  interest,  see  section  706(c)(2).*' 

26  use  761.  (B)  Section  761  (relating  to  terms  defined)  is  amended  by 

adding  at  the  end  thereof  the  following : 
"(e)  Cross  Reference. — 

"For  rules  in  the  case  of  the  sale,  exchange,  liquidation,  or  reduction 
of  a  partner's  interest,  see  sections  704(b)  and  706(c)(2)." 

(d)  Determixatiox  of  Partxfj^'s  Distributive  Share. — Subsec- 
26  use  704.         tion  (b)  of  section  704  (relating  to  distributive  share  determined  by 

income  or  loss  ratio)  is  amended  to  read  as  follows: 

"(b)  Determixatiox  of  Distributive  Share. — A  partners  dis- 
tributive share  of  income,  gain,  loss,  deduction,  or  credit  (or  item 
thereof)  shall  be  determined  in  accordance  with  the  partner's  interest 
in  the  partnership  (determined  by  taking  into  account  all  facts  and 
circumstances) ,  if — 

"  ( 1 )  the  partnership  agreement  does  not  provide  as  to  the  part- 
ner's distributive  share  of  income,  gain,  loss,  deduction,  or  credit 
(or  item  thereof),  or 

"(2)  the  allocation  to  a  partner  under  the  agreement  of  income, 
gain,  loss,  deduction,  or  credit  (or  item  thereof)  does  not  have 
substantial  economic  effect." 

(e)  Treatmext  of  Partxersiitp  Liabiliites  With  Respect  to 
Which  the  Partxer  Is  Xot  Persoxally  Liable. — Section  704(d) 
(relating  to  limitation  on  allowance  of  losses)  is  amended  by  adding 
at  the  end  thereof  the  following  new  sentences : 

"For  purposes  of  this  subsection,  the  adjusted  basis  of  any  partner's 
interest  in  the  partnership  shall  not  include  any  portion  of  any  part- 
nership liability  with  respect  to  which  the  partner  has  no  personal 
liability.  The  preceding  sentence  shall  not  apply  with  respect  to  any 

Ante,  p.  1531.  activity  to  the  extent  that  section  465  (relating  to  limiting  deductions 
to  amounts  at  risk  in  case  of  certain  activities)  applies,  nor  shall  it 
apply  to  any  partnership  the  principal  activity  of  which  is  investing 
in  real  property  (other  than  mineral  property) ." 

26  use  709  (f )  Effective  Dates.— 

(1)  Ix  gexeral. — Except  as  otherwise  provided  in  this  sub- 
section, the  amendments  made  by  this  section  shall  apply  in  the 
case  of  partnership  taxable  years  beginning  after  December  31, 
1975. 

(2)  Subsectiox  (e). — The  amendment  made  by  subsection  (e) 
shall  apply  to  liabilities  incurred  after  December  31,  1976, 
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(3)  Sectiox  709  (b)  of  the  code. — Section  709(b)  of  the 
Internal  Kevenue  Code  of  1954  (as  added  by  the  amendment 
made  by  subsection  (b)  (1)  of  this  section)  shall  apply  in  the 
case  of  amounts  paid  or  incurred  in  taxable  years  beginning  after 
December  31,  1976. 
SEC.  214.  SCOPE  OF  WAIVER  OF  STATUTE  OF  LIMITATIONS  IN  CASE  OF 
ACTRITIES  NOT  ENGAGED  IN  FOR  PROFIT. 

(a)  Ix  General. — Subsection  (e)  of  section  183  (relating  to  spe-  26  USC  183. 
cial  rule  for  activities  not  engaged  in  for  profit)  is  amended  by  add- 
ing at  the  end  thereof  the  f ollo^Ying  new  paragraph : 

'•(■1)  Time  for  assessing  deficiexcy  attributable  to  actw- 
iTY. — If  a  taxpayer  makes  an  election  under  paragraph  (1)  with 
respect  to  an  activity,  the  statutory  period  for  the  assessment  of 
any  deficiency  attributable  to  such  activity  shall  not  expire  before 
the  expiration  of  2  years  after  the  date  prescribed  by  law  (deter- 
mined without  extensions)  for  filing  the  return  of  tax  under 
chapter  1  for  the  last  taxable  year  in  the  period  of  5  taxable 
years  (or  7  taxable  years)  to  which  the  election  relates.  Such 
deficiency  may  be  assessed  notwithstanding  the  provisions  of  any 
law  or  rule  of  law  which  would  otherwise  prevent  such  an 
assessment.''. 

(b)  Cross  Referexce. — Paragraph  (2)  of  section  6212(c)  (relat-  Post,  p.  1803. 
ing  to  restriction  of  further  deficiency  letters)  is  amended  by  adding  26  USC  6212. 
at  the  end  thereof  the  following  new  subparagraph : 

"(E)  Deficiency  attributable  to  activities  not  engaged  in  for  profit, 
see  section  183(e)(4).".  Supra. 

(c)  Effecitve  Date. — The  amendments  made  by  this  section  shall   26  USC  183 
apply  with  respect  to  taxable  years  beginning  after  December  31,  note. 
1969;  except  that  such  amendments  shall  not  apply  to  any  taxable 

year  ending  before  the  date  of  the  enactment  of  this  Act  with  respect 
to  which  the  period  for  assessing  a  deficiency  has  expired  before  such 
date  of  enactment. 

TITLE  III— MINIMUM  TAX  AND  MAXIMUM 

TAX 

SEC.  301.  MINIMUM  TAX. 

(a)  Ix  Gexeral. — Subsection  (a)  of  section  56  (relating  to  mini-   26  USC  56. 
mum  tax  for  tax  preferences)  is  amended  to  read  as  follows: 

"(a)  General  Rlxe. — In  addition  to  the  other  taxes  imposed  by 
this  chapter,  there  is  hereby  imposed  for  each  taxable  year,  with 
respect  to  the  income  of  every  person,  a  tax  equal  to  15  percent  of  the 
amount  by  which  the  sum  of  the  items  of  tax  preference  exceeds  the 
greater  of — 

"(1)  $10,000,  or 

"(2)  the  regular  tax  deduction  for  the  taxable  year  (as  deter- 
mined under  subsection  (c))."  Post,  ^.  1550. 

(b)  COXFORMIXG  ChAXGES.  

(1)  Section  56(b)  (relating  to  deferral  of  tax  liability  in  case 
of  certain  net  operating  losses)  is  amended — 

(A)  by  striking  out  "$30,000"  in  paragraph  (1)  (B)  and 
inserting  in  lieu  thereof  "$10,000",  and 

(B)  by  striking  out  "10  percent"  in  paragraphs  (1)  and 
(2)  and  inserting  in  lieu  thereof  "15  percent". 
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(2)  Section  56(c)  (relating  to  tax  carryovers)  is  amended  to 
read  as  follows : 

"(c)  Regular  Tax  Deduction  Defined. — For  purposes  of  this  sec- 
tion, the  term  'regular  tax  deduction'  means  an  amount  equal  to  one- 
half  of  (or  in  the  case  of  a  corporation,  an  amount  equal  to)  the  taxes 
imposed  by  this  chapter  for  the  taxable  year  (computed  without  regard 
to  this  part  and  without  regard  to  the  taxes  imposed  by  sections 
72(m)  (5)  (B),  402(e),  408(f),  531,  and  541),  reduced  by  the  sum  of 
the  credits  allowable  under — 

"  (1)  section  33  (relating  to  foreign  tax  credit) , 
"  ( 2 )  section  37  ( relating  to  credit  for  the  elderly ) , 
"  (3)  section  38  (relating  to  investment  credit) , 
"(4)  section  40   (relating  to  expenses  of  work  incentive 
program), 

"(5)  section  41  (relating  to  contributions  to  candidates  for 
public  office), 

"  (6)  section  42  (relating  to  general  tax  credit) , 
"(7)  section  44  (relating  to  purchase  of  new  principal  resi- 
dence), and 

1563.  "(8)  section  44A  (relating  to  expenses  for  household  and 

dependent  care  services  necessary  for  gainful  employment) ." 
(c)  Additional  Tax  Preference  Items. — 
( 1 )  Additional  preference  items. — 

(A)  Section  57(a)  (relating  to  items  of  tax  preference) 
is  amended  by  striking  out  paragraph  (1)  and  inserting  in 
lieu  thereof  the  following : 

"(1)  Excess  itemized  deductions. — An  amount  equal  to  the 
excess  itemized  deductions  for  the  taxable  year  (as  determined 
under  subsection  (b) ) ." 

(B)  Section  57(a)  (relating  to  items  of  tax  preference) 
is  amended  by  striking  out  the  matter  following  paragraph 
(10)  and  inserting  in  lieu  thereof  the  following : 

"(11)  Intangible  drilling  costs. — The  excess  of  the  intangible 
drilling  and  development  costs  described  in  section  263(c)  paid  or 
incurred  in  connection  with  oil  and  gas  wells  (other  than  costs 
incurred  in  drilling  a  nonproductive  well)  allowable  under  this 
chapter  for  the  taxable  year  over  the  amount  which  would  have 
been  allowable  for  the  taxable  year  if  such  costs  had  been  cap- 
italized and  straight  line  recovery  of  intangibles  (as  defined  in 
subsection  (d) )  had  been  used  with  respect  to  such  costs. 
Paragraphs  (1),  (3),  and  (11)  shall  not  apply  to  a  corporation." 

(C)  Section  57(a)(3)  (relating  to  accelerated  deprecia- 
tion on  personal  property  subject  to  a  net  lease)  is  amended 
to  read  as  follows : 

"(3)  Accelerated  depreciation  on  leased  personal  prop- 
erty.— With  respect  to  each  item  of  section  1245  property  (as 
defined  in  section  1245(a)(3))  which  is  subject  to  a  lease,  the 
amount  by  which — 

"(A)  the  deduction  allowable  for  the  taxable  year  for 
depreciation  or  amortization,  exceeds 

"(B)  the  deduction  which  would  have  been  allowable  for 
the  taxable  year  had  the  taxpayer  depreciated  the  property 
under  the  straight-line  method  for  each  taxable  year  of  its 
useful  life  for  which  *^^he  taxpayer  has  held  the  property. 
For  purposes  of  subparagraph  (B) ,  useful  life  shall  be  determined 
as  if  section  167(m)(l)  (relating  to  asset  depreciation  range) 
did  not  include  the  last  sentence  thereof." 
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(2)  Excess  itemized  deductions  defined. — ^Section  67(b)  is    26  USC  57. 
amended  to  read  as  follows : 
"(b)  Excess  Itemized  Deductions. — 

"(1)  Ix  GENERAL. — FoF  purposes  of  paragraph  (1)  of  subsection 
(a),  the  amount  of  the  excess  itemized  deductions  for  any  taxable 
year  is  the  amount  by  which  the  sum  of  the  deductions  for  the 
taxable  year  other  than — 

"(A)  deductions  allowable  in  arriving  at  adjusted  gross 
income, 

'•(B)  the  standard  deduction  provided  by  section  141, 
"(C)  the  deduction  for  personal  exemptions  provided  by 
section  151, 

"(D)  the  deduction  for  medical,  dental,  etc.,  expenses  pro- 
vided by  section  213,  and 

"(E)"  the  deduction  for  casualty  losses  described  in  section 
165(c)(3), 

exceeds  60  percent  (but  does  not  exceed  100  percent)  of  the  tax- 
payer's adjusted  gross  income  for  the  taxable  year. 

"(2)  Special  rule  for  trusts  and  estates. — In  the  case  of  a 
trust  or  estate,  any  deduction  allowed  or  allowable  for  the  taxable 
year — 

"(A)  under  section  642(c)  (but  only  to  the  extent  that  the 
amount  of  the  deduction  allowable  under  such  section  is  in- 
cluded in  the  income  of  the  beneficiary  under  section  662(a) 
(1)  for  the  taxable  year  of  the  beneficiary  with  which  or 
within  which  the  taxable  vear  of  the  trust  ends)  ; 

"(B)  under  section  642"(d) ,  642 (e) ,  642 (f) ,  651  (a) .  661  (a) , 
or  691;  or 

"(C)  for  costs  paid  or  incurred  in  connection  with  the 
administration  of  the  trust  or  estate; 
shall,  for  purposes  of  paragraph  (1),  be  treated  as  a  deduction 
allowable  in  arriving  at  an  adjusted  gross  income." 

(3)  Straight  line  recovery  of  intangibles  defined. — Section 
57  is  amended  by  adding  at  the  end  thereof  the  following  new 
subsection : 

"(d)  Straight  Line  Recovery  of  Intangibles  Defined. — For  pur- 
poses of  paragraph  (11)  of  subsection  (a) —  P-  l^^O- 
"(1)  In  general. — The  term  'straight  line  recovery  of  intangi- 
bles', when  used  with  respect  to  intangible  drilling  and  develop- 
ment costs  for  any  well,  means  (except  in  the  case  of  an  election 
under  paragraph  (2))  ratable  amortization  of  such  costs  over 
the  120-month  period  beginning  with  the  month  in  which  pro- 
duction from  such  well  begins. 

"(2)  Ei^CTioN. — If  the  taxpayer  elects,  at  such  time  and  in 
such  manner  as  the  Secretary  may  by  regulations  prescribe,  with 
respect  to  the  intangible  drilling  and  development  costs  for  any 
well,  the  term  'straight  line  recovery  of  intangibles'  means  any 
method  which  would  be  permitted  for  purposes  of  determining 
cost  depletion  with  respect  to  such  well  and  which  is  selected  by 
the  taxpayer  for  purposes  of  subsection  (a)  (11) 

(4)  Special  RULES  FOR  timber. — 

(A)    PREFEPtENCE   REDUCTION   FOR  TIMBER.  SectioU  57(a) 

(9)  is  amended  by  adding  at  the  end  thereof  the  following 
new  subparagraph : 

"(C)  Preference  reduction  for  timber. — In  the  case  of  a 
corporation,  the  amount  of  the  tax  preference  under  sub- 
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paragraph  (B)  shall  be  reduced  (but  not  below  zero)  by  the 
sum  of.^ — 

"(i)  one- third  of  the  corporation's  timber  preference 
income  (as  defined  in  subsection  (e) ) ,  plus 
"(ii)  $20,000, 

but  in  no  event  shall  this  reduction  exceed  the  amount  of 
timber  preference  income." 

(B)  Regular  tax  deduction  adjustments  for  timber. — 
26  use  56.  Section  56  is  amended  by  adding  at  the  end  thereof  the  fol- 

lowing new  subsections : 
"(d)  Regular  Tax  Deduction  Adjustment  for  Timber. — In  the 
case  of  a  corporation,  the  regular  tax  deduction  (as  determined  under 
Ante,  p.  1550.       subsection  (c) )  shall  be  reduced  by  an  amount  equal  to  the  lesser  of — 
"(1)  one-third  of  the  amount  determined  under  subsection  (c) 
without  regard  to  this  subsection,  or 
"(2)  the  preference  reduction  for  timber  determined  under 
Ante,  p.  1551.  section  5T(a)  (9)  (C). 

"(e)  Tax  Carryover  for  Timber. — 

"(1)  In  general. — In  the  case  of  a  corporation,  if  for  any  tax- 
able year,  including  a  taxable  year  beginning  before  January  1, 
1976— 

"(A)  the  taxes  imposed  by  this  chapter  (computed  with- 
out regard  to  this  part  and  without  regard  to  the  tax  imposed 
by  section  531)  which,  under  regulations  prescribed  by  the 
Secretary,  are  attributable  to  income  from  timber,  reduced 
by  the  sum  of  the  credits  allowable  under — 
Post,  p.  1643.  "  (i)  section  33  (relating  to  foreign  tax  credit) , 

"(ii)  section  38  (relating  to  investment  credit),  and 
"(iii)  section  40  (relating  to  expenses  of  work  incen- 
tive programs),  exceed 
"(B)  the  items  of  tax  preference  (as  determined  under 
section  57), 

then  the  excess  of  the  taxes  described  in  subparagraph  (A)  over 
the  items  of  tax  preference  shall  be  a  tax  carryover  to  each  of  the 
7  taxable  years  following  such  year.  The  entire  amount  of  the 
excess  shall  be  carried  to  the  first  of  such  7  taxable  years,  and  then 
to  each  of  the  otlier  such  taxable  years  to  the  extent  that  such 
excess  is  not  used  to  reduce  the  amount  subject  to  tax  under  sub- 
section (a)  for  a  prior  taxable  year  to  which  such  excess  may  be 
carried. 

"(2)  Limitation.— The  amount  of  any  carryover  under  para- 
graph (1)  which  may  be  deducted  in  a  taxable  year  shall  be 
limited  to — 

"  ( A)  the  excess  of — 

"(i)  the  amount  of  timber  preference  income  for  the 
taxable  year  (as  defined  in  section  57(e) ),  over 

"(ii)    the    amount    determined    under   section  57 
(a)(9)(C)  for  the  taxable  year, 
"(B)  reduced  by  the  excess  of — 

"(i)  the  regular  tax  deduction  for  the  taxable  year 
(as  determined  under  subsection  (c)  without  regard  to 
this  subsection),  over 

"(ii)  the  amount  determined  under  subsection  (d)  for 
the  taxable  year." 

26  use  57.  (Q)  Timber  preference  income  defined. — Section  57  is 

amended  by  adding  at  the  end  thereof  the  following  new 
subsection : 
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"(e)  Ti:mber  Preferexce  Income  Defixed. — For  purposes  of  this 
part,  the  term  'timber  preference  income'  means  the  sum  of — 

"  (1)  the  gains  referred  to  in  section  631  (a)  and  section  631(b),    26  USC  631. 
''(2)  long-term  capital  gains  on  timber,  and 
"(3)  gains  on  the  sale  of  timber  included  in  paragraph  1231 
(b)(1), 

multiplied  by  the  fraction  determined  in  paragraph  57(a)(9)(B)." 

(d)  Amexdmexts  of  Sectiox  58. — Section  58  (relating  to  rules  for    26  USC  58. 
application  of  part)  is  amended — 

(1)  by  striking  out  subsection  (a)  and  inserting  in  lieu  thereof 
the  following : 

"(a)  Married  Ixdividuals  Filixg  Separate  Eeturxs. — In  the  case 
of  a  married  individual  who  files  a  separate  return  for  the  taxable 
year,  section  56  shall  be  applied  by  substituting  $5,000  for  $10,000  each 
place  it  appears.-', 

(2)  by  striking  out  "$30,000*'  each  place  it  appears  in  subsections 
(b)  and  (c)  (2)  and  inserting  in  lieu  thereof  "$10,000'',  and 

(3)  by  adding  at  the  end  thereof  the  following  new  subsections : 
"(h)  Regulatioxs  To  Ixclude  Tax  Bexefit  Rule. — The  Secretary 

shall  prescribe  regulations  under  which  items  of  tax  preference  shall 
be  properly  adjusted  where  the  tax  treatment  giving  rise  to  such  items 
will  not  result  in  the  reduction  of  the  taxpayer's  tax  under  this  subtitle 
for  any  taxable  years. 

"(i)  CoRPORATiox  Defixed. — Except  as  provided  in  subsection 
(d)(2),  for  purposes  of  this  part,  the  term  'corporation'  does  not 
include  an  electing  small  business  corporation  (as  defined  in  section 
1371(b) )  or  a  personal  holding  company  (as  defined  in  section  542)." 

(e)  CoxFORMixG  Amexdmext. — Subsection  (d)  of  section  443  (re-    26  USC  443. 
lating  to  adjustment  in  exclusion  for  computing  minimum  tax  for  tax 
preferences)  is  amended  bv  striking  out  "$30,000"  and  inserting  in 

lieu  thereof  "$10,000". 

(f )  Sectiox  21  Not  To  Apply. — For  purposes  of  section  21  of  the  26  USC  56  note. 
Internal  Revenue  Code  of  1954,  the  amendments  made  by  this  section 

shall  not  be  treated  as  a  change  in  a  rate  of  tax.  ^^^^  ^ 

(g)  EFFECTT^^  Date.-  26  USC  56  note. 

(1)  Ix  GEXERAL. — Except  as  provided  by  paragraph  (4),  the 
amendments  made  by  this  section  shall  apply  to  items  of  tax  pref- 
erence for  taxable  years  beginning  after  December  31, 1975. 

(2)  Tax  CARRYO^'ER. — Except  as  provided  in  paragraph  (4) 

and  in  section  56(e)  of  the  Internal  Revenue  Code  of  1954,    ^^^^^  P-  1552. 
the  amount  of  any  tax  carryover  under  section  56(c)  of  such  Code    ^^^^^  P-  1^50. 
from  a  taxable  year  beginning  before  January  1,  1976,  shall  not 
be  allowed  as  a  tax  carryover  for  any  taxable  year  beginning  after 
December  31, 1975. 

(3)  Special  rule  for  taxable  year  197 6  ix  the  case  of  a  cor- 
poratiox. — Xot withstanding  any  provision  of  the  Internal  Reve- 
nue Code  of  1954  to  the  contrary,  in  the  case  of  a  corporation    26  USC  1  et  seq. 
which  is  not  an  electing  small  business  corporation  or  a  personal 

holding  company  the  tax  imposed  by  section  56  of  such  Code  for 
taxable  vears  beginning  in  1976,  is  an  amount  equal  to  the  sum 
of— 

(A)  the  amount  of  the  tax  which  would  have  been  imposed 
for  such  taxable  year  under  such  section  as  such  section  was 

in  effe^'t  on  the  day  before  the  date  of  the  enactment  of  the   Ante,  p.  1520. 
Tax  Reform  Act  of  1976.  and 

(B)  one-half  of  the  amount  by  which  the  amount  of  the 
tax  which  would  be  imposed  for  such  taxable  year  under  such 


90  STAT.  1554 


PUBLIC  LAW  94-455— OCT.  4,  1976 


Ante,  p.  1520.  Section  as  amended  by  the  Tax  Eeform  Act  of  1976  (but  for 

this  paragraph)  exceeds  the  amount  determined  under  sub- 
paragraph (A). 
(4)  Certain  financial  institutions. — In  the  case  of  a  taxpayer 
which  is  a  financial  institution  to  which  section  585  or  593  of  the 
Internal  Kevenue  Code  of  1954  applies,  the  amendments  made  by 
this  section  shall  apply  only  to  taxable  years  beginning  after 
December  31,  1977,  and  paragraph  (2)  shall  be  applied  by  sub- 
stituting "January  1,  1978"  for  "January  1,  1976"  and  by  sub- 
stituting "December  31, 1977"  for  "December  31, 1975". 
SEC.  302.  MAXIMUM  TAX. 

(a)  In  General. — Section  1348  (relating  to  50-percent  maximum 
rate  on  earned  income)  is  amended  to  read  as  follows : 

26  use  1348.       "SEC.  1348.  50-PERCENT  MAXIMUM  RATE  ON  PERSONAL  SERVICE  IN- 
COME. 

"(a)  General  Kule. — If  for  any  taxable  year  an  individual  has 
personal  service  taxable  income  which  exceeds  the  amount  of  taxable 
income  specified  in  paragraph  (1),  the  tax  imposed  by  section  1  for 
26  use  1301.       such  year  shall,  unless  the  taxpayer  chooses  the  benefits  of  part  I 
(relating  to  income  averaging),  be  the  sum  of — 

"(1)  the  tax  imposed  by  section  1  on  the  highest  amount  of  tax- 
able income  on  which  the  rate  of  tax  does  not  exceed  50  percent, 
"  (2)  50  percent  of  the  amount  by  which  his  personal  service  tax- 
able income  exceeds  the  amount  of  taxable  income  specified  in 
paragraph  ( 1 )  of  this  subsection,  and 

"(3)  the  excess  of  the  tax  computed  under  section  1  without 
regard  to  this  section  over  the  tax  so  computed  with  reference 
solely  to  his  personal  service  taxable  income. 
"(b)  Definitions. — For  purposes  of  this  section — 
"  ( 1 )  Personal  service  income. — 

"(A)  In  general.— The  term  'personal  service  income' 
means  any  income  which  is  earned  income  within  the  mean- 
ing of  section  401(c)  (2)  (C)  or  section  911(b)  or  which  is 
an  amount  received  as  a  pension  or  annuity. 

"  (B)  Exceptions. — The  term  'personal  service  income'  does 
not  include  any  amount — 

"(i)  to  which  section  72(m)(5),  402(a)(2),  402(e), 
403(a)(2),  408(e)(2),  408(e)(3),  408(e)(4),  408(e) 
( 5 ) ,  408  ( f ) ,  or  409  ( c )  applies ;  or 

"(ii)  which  is  includible  in  gross  income  under  section 
409(b)  because  of  the  redemption  of  a  bond  which  was 
not  tendered  before  the  close  of  the  taxable  year  in  which 
the  registered  owner  attained  age  701^.  j 
"(2)  Personal  service  taxable  income. — The  personal  service! 
taxable  income  of  an  individual  is  the  excess  of — 

"(A)  the  amount  which  bears  the  same  ratio  (but  not  in 
excess  of  100  percent)  to  his  taxable  income  as  his  personal 
service  net  income  bears  to  his  adjusted  gross  income,  over 

"(B)  the  sum  of  the  items  of  tax  preference  (as  defined  in 
section  57)  for  the  taxable  year. 
For  purposes  of  subparagraph  (A),  the  term  'personal  service  net 
income'  means  personal  service  income  reduced  by  any  deductions 
allowable  under  section  62  which  are  properly  allocable  to  or 
chargeable  against  such  earned  income. 
"(c)  Married  Individuals. — This  section  shall  apply  to  a  married 
individual  only  if  such  individual  and  his  spouse  make  a  single  return 
jointly  for  the  taxable  year." 
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(b)  Clerical  A:mexd:siext. — The  table  of  sections  for  part  YI  of 
subchapter  Q  of  chapter  1  is  amended  by  striking  out  the  item  relating 
to  section  1348  and  inserting  in  lieu  thereof  the  following : 

"Sec.  1348.  so-percent  maximum  rate  on  personal  service  income." 

(c)  CoxFOR3iixG  Amexdmexts. — Scctiou  1304(b)  (5)  is  amended  by    26  USC  1304. 
striking  out  "earned"  and  inserting  in  lieu  thereof  ''personal  service*'. 

( d)  Effective  Date. — The  amendments  made  by  this  section  apply    26  USC  134fi 
to  taxable  years  beginning  after  December  31, 1976.  note. 

TITLE  IV— EXTENSIONS  OF  INDIVIDUAL 
INCOME  TAX  REDUCTIONS 

SEC.  401.  EXTENSIOXS  OF  INDIVIDUAL  INCOME  TAX  REDUCTIONS. 

(a)  Gexeral  Tax  Credit. — 

(1)  1-TEAR  extexsiox  OF  CREDIT. — Scctiou  3(b)  of  tlic  RevBnue 
Adjustment  Act  of  1975  is  amended  by  striking  out  "December  31,    26  USC  42  note. 
1976"  and  inserting  in  lieu  thereof  "December  31,  1977". 

(2)  Techxical  amexdmexts. — 

(A)  The  heading  and  subsection  (a)  of  section  42  (relat- 
ing to  allowance  of  taxable  income  credit)  are  amended  to 
read  as  follows : 

"SEC.  42.  GENERAL  TAX  CREDIT.  26  USC  42. 

"(a)  Allowaxce  of  Credit. — In  the  case  of  an  individual,  there 
shall  be  allowed  as  a  credit  against  the  tax  imposed  by  this  chapter  for 
the  taxable  year  an  amount  equal  to  the  greater  of — 

"(1)  2  percent  of  so  much  of  the  taxpayer's  taxable  income  for 
the  taxable  year  as  does  not  exceed  $9,000 ;  or 

"(2)  $35  multiplied  by  each  exemption  for  which  the  taxpayer 
is  entitled  to  a  deduction  for  the  taxable  year  under  subsection 
(b)  or  (e)  of  section  151." 

(B)  Paragraph  (1)  of  section  42(c)  (relating  to  special 
rule  for  married  individuals  filing  separate  returns)  is 
amended  to  read  as  follows  : 

"(1)  Ix  GEXERAL. — Notwithstanding  subsection  (a),  in  the  case 
of  a  married  individual  who  files  a  separate  return  for  the  tax- 
able year,  the  amount  of  the  credit  allowable  under  subsection  (a) 
for  the  taxable  year  shall  be  equal  to  either — 

"(A)  the  amount  determined  under  paragraph  (1)  of  sub- 
section (a)  ;  or 

"(B)  if  this  subparagraph  applies  to  the  individual  for  the 
taxable  year,  the  amount  determined  under  paragraph  (2) 
of  subsection  (a). 
For  purposes  of  the  preceding  sentence,  paragraph  (1)  of  sub- 
section (a)  shall  be  applied  by  substituting  '$4,500'  for  '$9,000'." 

(C)  Section  6096(b)   (relating  to  designation  of  income    26  USC  6096. 
tax  payments  to  Presidential  Election  Campaign  Fund),  as 

in  effect  on  the  day  before  the  date  of  the  enactment  of  the  Tax 

Reduction  Act  of  1975,  is  amended  by  striking  out  "and  41"   ^^f^^  P-  1520. 

and  inserting  in  lieu  thereof  "41,  and  42". 

(D)  The  table  of  sections  for  subpart  A  of  part  IV  of 
subchapter  A  of  chapter  1  is  amended  by  striking  out  the 
item  relating  to  section  42  and  inserting  in  lieu  thereof  the 
following : 

"Sec.  42.  General  tax  credit." 


90  STAT.  1556 


PUBLIC  LAW  94-455— OCT.  4,  1976 


26  use  141.  (b)  Standard  Deduction. — 

(1)  Low  Income  Allowance. — Subsection  (c)  of  section  141 
(relating  to  low  income  allowance)  is  amended  to  read  as  follows: 

"(c)  Low  Income  Allowance. — The  low  income  allowance  is — 
"  ( 1)  $2,100  in  the  case  of— 

"(A)  a  joint  return  under  section  6013,  or 
"(B)  a  surviving  spouse  (as  defined  in  section  2(a) ) , 
"  (2)  $1,700  in  the  case  of  an  individual  who  is  not  married  and 
who  is  not  a  surviving  spouse  (as  so  defined) ,  or 

"  (3)  $1,050  in  the  case  of  a  married  individual  filing  a  separate 
return.". 

(2)  Percentage  standard  deduction. — Subsection  (b)  of  sec- 
tion 141  (relating  to  percentage  standard  deduction)  is  amended 
to  read  as  follows : 

"(b)  Percentage  Standard  Deduction. — The  percentage  standard 
deduction  is  an  amount  equal  to  16  percent  of  adjusted  gross  income, 
but  not  moi'e  than — 

"(1)  $2,800  in  the  case  of— 

"  ( A)  a  joint  return  under  section  6013,  or 
"(B)  a  surviving  spouse  (as  defined  in  section  2(a)), 
"(2)  $2,400  in  the  case  of  an  individual  who  is  not  married 
and  who  is  not  a  surviving  spouse  (as  so  defined) ,  or 

"(3)  $1,400  in  the  case  of  a  married  individual  filing  a  separate 
return." 

26  use  6012.  (3)  Filing  requirements. — So  much  of  paragraph  (1)  of  sec- 

tion 6012(a)  (relating  to  persons  required  to  make  returns  of 
income)  as  precedes  subparagraph  (C)  thereof  is  amended  to  read 
as  follows : 

"(1)  (A)  Every  individual  having  for  the  taxable  year  a  gross 
income  of  $750  or  more,  except  that  a  return  shall  not  be  required 
of  an  individual  (other  than  an  individual  referred  to  in  section 
142(b))  — 

"(i)  who  is  not  married  (determined  by  applying  section 
143),  is  not  a  surviving  spouse  (as  defined  in  section  2(a) ), 
and  for  the  taxable  vear  has  a  gross  income  of  less  than 
$2,450, 

"(ii)  who  is  a  surviving  spouse  (as  so  defined)  and  for  the 
taxable  year  has  a  gross  income  of  less  than  $2,850,  or 

"(iii)  who  is  entitled  to  make  a  joint  return  under  section 
6013  and  whose  gross  income,  when  combined  with  the  gross 
income  of  his  spouse,  is,  for  the  taxable  year,  less  than  $3,600 
but  only  if  such  individual  and  his  spouse,  at  the  close  of  the 
taxable  year,  had  the  same  household  as  their  home. 
Clause  (iii)  shall  not  apply  if  for  the  taxable  year  such  spouse 
makes  a  separate  return  or  any  other  taxpayer  is  entitled  to  an 
exemption  for  such  spouse  under  section  151  (e) . 

"(B)  The  amount  specified  in  clause  (i)  or  (ii)  of  subpara- 
graph (A)  shall  be  increased  by  $750  in  the  case  of  an  individual 
entitled  to  an  additional  personal  exemption  under  section  151 
(c)  (1).  and  the  amount  specified  in  clause  (iii)  of  subparagraph 
(A)  shall  be  increased  bv  $750  for  each  additional  personal 
exemption  to  which  the  indiA^idual  or  his  spouse  is  entitled  under 
section  151  (c)  ;". 
(c)  Earned  Income  Credit. — 
(1)  Extension  of  credit. — 
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26  use  43  note. 


26  use  43. 


(A)  Section  209(b)  of  the  Tax  Eeduction  Act  of  1975  is 
amended  by  striking  out  "January  1,  1977''  and  inserting  in 
lieu  thereof  "January  1,  1978". 

(B)  Subsections  (a)  and  (b)  of  section  43  (relating  to 
earned  income  credit)  are  amended  to  read  as  follows: 

"(a)  Allowaxce  of  Credit. — In  the  case  of  an  eligible  individual, 
there  is  allowed  as  a  credit  against  the  tax  imposed  by  this  chapter 
for  the  taxable  year  an  amount  equal  to  10  percent  of  so  much  of  the 
earned  income  for  the  taxable  year  as  does  not  exceed  $4,000. 

"(b)  LmiTATiox. — The  amount  of  the  credit  allowable  to  a  tax- 
payer under  subsection  (a)  for  any  taxable  year  shall  be  reduced  (but 
not  below  zero)  by  an  amount  equal  to  10  percent  of  so  much  of  the 
adjusted  gross  income  (or.  if  greater,  the  earned  income)  of  the 
taxpayer  for  the  taxable  year  as  exceeds  $4,000." 

(2)  Defixitiox  of  eligible  ixdividual. — Subparagraph  (A) 
of  section  43(c)  (1)  (relating  to  definition  of  eligible  individual) 
is  amended  to  read  as  follows : 

"(A)  maintains  a  household  (within  the  meaning  of  sec- 
tion 44A(f )  (1) )  in  the  United  States  w^hich  is  the  principal    Post,  p.  1563. 
place  of  abode  of  that  individual  and — 

"(i)  a  child  of  that  individual  if  such  child  meets  the 
requirements  of  section  151(e)  (1)  (B)  (relating  to  addi- 
tional exemptions  for  dependents),  or 

"(ii)  a  child  of  that  individual  who  is  disabled 
(within  the  meaning  of  section  72 (m)  (7))  and  with 
respect  to  whom  that  individual  is  entitled  to  claim  a 
deduction  under  section  151 ;  and", 
(d)  Withholding  Amendments. — 

(1)  Subsection  (a)  of  section  3402  (relating  to  income  tax    26  USC  3402. 
collected  at  source)  is  amended  to  read  as  follows: 

"(a)  Kequirement  of  Withholding. — Except  as  otherwise  pro- 
vided in  this  section,  every  employer  making  payment  of  wages 
shall  deduct  and  withhold  upon  such  wages  a  tax  determined  in 
accordance  with  tables  prescribed  by  the  Secretary.  With  respect  to 
wages  paid  prior  to  January  1,  1978,  the  tables  so  prescribed  shall 
be  the  same  as  the  tables  prescribed  under  this  section  v/hich  were  in 
effect  on  January  1,  1976.  With  respect  to  wages  paid  after  Decem- 
ber 31. 1977,  the  Secretary  shall  prescribe  new  tables  which  shall  be  the 
same  as  the  tables  prescribed  under  this  subsection  which  were  in 
effect  on  January  1,  1975,  except  that  such  tables  shall  be  modified 
to  the  extent  necessary  to  reflect  the  amendments  made  to  subsections 
(b)  and  (c)  of  section  141  by  the  Tax  Reform  Act  of  1976.  For 
purposes  of  applying  such  tables,  the  term  'the  amount  of  wages' 
means  the  amount  by  w^hich  the  wages  exceed  the  number  of  with-  wages, 
holding  exemptions  claimed,  multiplied  by  the  amount  of  one  such 
exemption  as  shown  in  the  table  in  subsection  (b)  (1)." 

(2)  Paragraph  (6)  of  section  3402(c)  (relating  to  wage 
bracket  withholding),  as  such  paragraph  was  in  effect  on  the 
day  before  the  date  of  the  enactment  of  the  Tax  Reduction  Act 

of  1975,  is  amended  by  striking  out  "table  7  contained  in  sub-    26  USC  1  note, 
section  (a)"  and  inserting  in  lieu  thereof  "the  table  for  an 
annual  payroll  period  prescribed  pursuant  to  subsection  (a)". 

(3)  Subparagraph  (B)  of  section  3402(m)  (1)  (relating  to 
withholding  allowance  based  on  itemized  deductions)  is  amended 
to  read  as  follows: 

"(B)  an  amount  equal  to  the  lesser  of  (i)  16  percent  of  his 
estimated  wages,  or  (ii)  $2,800  ($2,400  in  the  case  of  an  individual 
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who  is  not  married  (within  the  meaning  of  section  143)  and  who 
is  not  a  surviving  spouse  (as  defined  in  section  2(a)))." 
(e)  Effective  Dates. — The  amendments  made  by  subsections  (a) 
and  (c)  shall  apply  to  taxable  years  ending  after  December  31,  1975, 
and  shall  cease  to  apply  to  taxable  years  ending  after  December  31, 
1977.  The  amendments  made  by  subsection  (b)  shall  apply  to  taxable 
years  ending  after  December  31,  1975.  The  amendments  made  by 
subsection  (d)  shall  apply  to  wages  i^aid  after  September  14,  1976. 

SEC.  402.  REFUNDS  OF  EARNED  INCOME  CREDIT  DISREGARDED  IN 
THE  ADMINISTRATION  OF  FEDERAL  PROGRAMS  AND  FED- 
ERALLY ASSISTED  PROGRAMS. 

(a)  Subsection  (d)  of  section  2  of  the  Revenue  Adjustment  Act  of 
1975  is  amended  by  striking  out  "which  begins  prior  to  July  1,  1976,". 

(b)  Subsection  (g)  of  section  2  of  such  Act  is  amended  to  read  as 
follows : 

"(g)  Effective  Dates. — The  amendments  made  by  this  section 
(other  than  by  subsection  (d))  apply  to  taxable  years  ending  after 
December  31, 1975,  and  before  January  1, 1978.  Subsection  (d)  applies 
to  taxable  years  ending  after  December  31, 1975." 

TITLE  V— TAX  SIMPLIFICATION  IN  THE 
INDIVIDUAL  INCOME  TAX 

SEC.  501.  REVISION  OF  TAX  TABLES  FOR  INDIVIDUALS. 

(a)  In  General. — Section  3  (relating  to  optional  tax  tables  for 
individuals)  is  amended  to  read  as  follows : 

"SEC.  3.  TAX  TABLES  FOR  INDIVIDUALS  HAVING  TAXABLE  INCOME 
OF  LESS  THAN  $20,C00. 

"(a)  General  Rule. — In  lieu  of  the  tax  imposed  by  section  1, 
there  is  hereby  imposed  for  each  taxable  year  on  the  taxable  income 
of  every  individual  whose  taxable  income  for  such  year  does  not 
exceed  $20,000,  a  tax  determined  under  tables,  applicable  to  such 
taxable  year,  which  shall  be  prescribed  by  the  Secretary.  In  the 
tables  so  prescribed,  the  amounts  of  tax  shall  be  computed  on  the 
basis  of  the  rates  prescribed  by  section  1. 

"(b)  Tax  Treated  as  Imposed  by  Section  1. — For  purposes  of 
this  title,  the  tax  imposed  by  this  section  shall  be  treated  as  tax 
imposed  by  section  1." 

(b)  Conforming  Amendments. — 

(1)  Section  4  (relating  to  rules  for  optional  tax)  is  hereby 
repealed. 

(2)  Section  36  (relating  to  credits  not  allowed  to  individuals 
paying  optional  tax  or  taking  standard  deduction)  is  amended — 

(A)  by  striking  out  "PAYING  OPTIONAL  TAX  OR"  in  the 
heading ;  and 

(B)  by  striking  out  "elects  to  pay  the  optional  tax  imposed 
by  section  3,  or  if  he''  in  such  section. 

(3)  Subsection  (a)  of  section  144  (relating  to  election  of  stand-  ^ 
ard  deduction)  is  amended  to  read  as  follows : 

"(a)  Method  of  Election. — The  standard  deduction  shall  be'' 
allowed  if  the  taxpayer  so  elects  in  his  return,  and  the  Secretary  shall 
prescribe  the  manner  of  signifying  such  election  in  the  return.". 

(4)  Subsection  (c)  of  section  144  is  amended — 

(A)  by  striking  out  paragraph  (2)  ; 

(B)  by  inserting  "or"  at  the  end  of  paragraph  (1)  ;  and 
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(C)  by  redesignating  paragraph  (3)  as  paragraph  (2). 

(5)  Subsection  (d)  of  section  144  is  hereby  repealed.  26  USC  144. 

(6)  Section  1211(b)(3)  (relating  to  computation  of  taxable  26  USC  1211. 
income  for  purposes  of  limitation  on  capital  losses)  is  amended  by 

striking  out  the  last  sentence  thereof. 

(7)  Section  1304(b)  (relating  to  certain  provisions  inapplicable  26  USC  1304. 
for  income  averaging)  is  amended  by  striking  out  paragraph  (1) 

and  by  redesignating  paragraphs  (2)  ,  (3),  (4),  and  (5)  as  para- 
graphs (1),  (2),  (3),  and  (4) ,  respectively. 

(8)  Section  6014 (a )  (relating  to  tax  not  computed  by  taxpayer) 
is  amended — 

(A)  by  striking  out  in  the  first  sentence  "entitled  to  elect 

to  pay  the  tax  imposed  by  section  3"  and  inserting  in  lieu  P-  1558. 

thereof  "entitled  to  take  the  standard  deduction  provided  by 
section  141  (other  than  an  individual  described  in  section 
141(e))";  and 

(B)  by  striking  out  in  the  second  sentence  "pay  the  tax 
imposed  by  section  3''  and  inserting  in  lieu  thereof  "take  the 
standard  deduction'^ 

(9)  Paragraph  (5)  of  section  6014(b)  is  amended  to  read  as 
follows : 

"(5)  to  cases  where  the  taxpayer  does  not  elect  the  standard 
deduction  or  where  the  taxpayer  elects  the  standard  deduction 
but  is  subject  to  the  provisions  of  section  141(e)  (relating  to 
limitations  in  case  of  certain  dependent  taxpayers)." 
(c)  Clerical  Amexdmexts. — 

(1)  The  table  of  sections  for  part  I  of  subchapter  A  of  chap- 
ter 1  is  amended  by  striking  out  the  items  relating  to  sections  3 
and  4  and  inserting  in  lieu  thereof : 

"Sec.  .3.  Tax  tables  for  individuals  having  taxable  income  of  less  than 
$20,000." 

(2)  The  table  of  sections  for  part  IV  of  subchapter  A  of 
chapter  1  is  amended  by  striking  out  "paying  optional  tax  or"  in 
the  item  relating  to  section  36. 

SEC.  502.  DEDUCTION  FOR  ALIMONY  ALLOWED  IN  DETERMINING 
ADJUSTED  GROSS  INCOME. 

(a)  Ix  Gexeral. — Section  62  (defining  adjusted  gross  income)  is  26  USC  62. 
amended  by  inserting  after  paragraph   (12)   the  following  new 
paragraph : 

"(13)  Alimoxy. — The  deduction  allowed  by  section  215." 

(b)  CoxFORMixG  Amexdmext. — The  first  sentence  of  subparagraph 

(A)  of  section  3402 (m )  (2)  (relating  to  withholding  allowances  based    26  USC  3402. 
on  itemized  deductions)  is  amended  by  striking  out  "under  section  62" 
and  inserting  in  lieu  thereof  "under  section  62  (other  than  paragraph 
(13)  thereof)". 

(c)  Effective  Date. — The  amendments  made  by  this  section  shall  26  USC  62  note. 
^PPb'     taxable  years  beginning  after  December  3i,  1976. 

SEC.  503.  REVISION  OF  RETIREMENT  INCOME  CREDIT. 

(a)  Ix  Gexeral. — Section  37  (relating  to  retirement  income)  is    26  USC  37. 
amended  to  read  as  follows : 

"SEC.  37.  CREDIT  FOR  THE  ELDERLY. 

"  (a)  Gexer.\l  Rule. — In  the  case  of  an  individual  who  has  attained 
age  65  before  the  close  of  the  taxable  year,  there  shall  be  allowed  as 
a  credit  against  the  tax  imposed  by  this  cliapter  for  the  taxable  year 
an  amount  equal  to  15  percent  of  such  individual's  section  37  amount 
for  such  taxable  year. 
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26  use  72. 


Post,  p.  1926. 


26  use  1. 


"Joint  return. 


"(b)  Section  37  Amount. — For  purposes  of  subsection  (a)  — 

"(1)  In  general. — An  individual's  section  37  amount  for  the 
taxable  year  is  the  applicable  initial  amount  determined  under 
paragraph  (2),  reduced  as  provided  in  paragraph  (3)  and  in 
subsection  (c). 

"(2)  Initial  amount. — The  initial  amount  is — 

"(A)  $2,500  in  the  case  of  a  single  individual, 
"(B)  $2,500  in  the  case  of  a  joint  return  where  only  one 
spouse  is  eligible  for  the  credit  under  subsection  (a), 

"(C)  $3,750  in  the  case  of  a  joint  return  where  both  sx^ouses 
are  eligible  for  the  credit  under  subsection  (a),  or 

"(D)  $1,875  in  the  case  of  a  married  individual  filing  a 
separate  return. 

"(3)  Eeduction. — The  reduction  under  this  paragraph  is  an 
amount  equal  to  the  sum  of  the  amounts  received  by  the  indi- 
vidual (or,  in  the  case  of  a  joint  return,  by  either  spouse)  as  a 
pension  or  annuity — 

"(A)  under  title  II  of  the  Social  Security  Act, 

"(B)  under  the  Railroad  Retirement  Act  of  1935  or  1937, 

or 

"(C)  otherwise  excluded  from  gross  income. 
No  reduction  shall  be  made  under  this  paragraph  for  any  amount 
excluded  from  gross  income  under  section  72  (relating  to  annui- 
ties), 101  (relating  to  life  insurance  proceeds),  104  (relating  to 
compensation  for  injuries  or  sickness),  105  (relating  to  amounts 
received  under  accident  and  health  plans),  120  (relating  to 
amounts  received  under  qualified  group  legal  services  plans),  402 
(relating  to  taxability  of  beneficiary  of  employees'  trust),  403 
(relating  to  taxation  of  employee  annuities),  or  405  (relating  to 
qualified  bond  purchase  plans) . 
"(c)  Limitations. — 

"(1)  Adjusted  gross  income  limitation. — If  the  adjusted 
gross  income  of  the  taxpayer  exceeds — 

"(A)  $7,500  in  the  case  of  a  single  individual, 
"(B)  $10,000  in  the  case  of  a  joint  return,  or 
"(C)  $5,000  in  the  case  of  a  married  individual  filing  a 
separate  return, 

the  section  37  amount  shall  be  reduced  by  one-half  of  the  excess 
of  the  adjusted  gross  income  over  $7,500,  $10,000,  or  $5,000,  as 
the  case  may  be. 

"(2)  Limitation  based  on  amount  of  tax. — The  amount  of 
the  credit  allowed  by  this  section  for  the  taxable  year  shall  not 
exceed  the  amount  of  the  tax  imposed  by  this  chapter  for  such 
taxable  year. 

"(d)  Definitions  and  Special  Rules. — For  purposes  of  this 
section — 

"(1)  Married  couple  must  file  joint  return. — Except  in  the 
case  of  a  husband  and  wife  who  live  apart  at  all  times  during  the 
taxable  year,  if  the  taxpayer  is  married  at  the  close  of  the  tax- 
able year,  the  credit  provided  by  this  section  shall  be  allowed  only 
if  the  taxpayer  and  his  spouse  file  a  joint  return  for  the  taxable 
year. 

"  (2)  Marital  status. — Marital  status  shall  be  determined  under 
section  143. 

"(3)  Joint  RETuiiN. — The  term  'joint  return'  means  the  joint 
return  of  a  husband  and  wife  made  under  section  6013. 
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"(e)  Election  of  Prior  Law  With  Respect  to  Public  Retirement 
System  Income. — 

"(1)  In  general. — In  the  case  of  a  taxpayer  who  has  not 
attained  age  65  before  the  close  of  the  taxable  year  (other  than  a 
married  individual  whose  spouse  has  attained  age  65  before  the 
close  of  the  taxable  year),  his  credit  (if  any)  under  this  section 
shall  be  determined  under  this  subsection. 

*'(2)  One  spouse  age  6  5  or  o\ter. — In  the  case  of  a  married 
individual  who  has  not  attained  age  65  before  the  close  of  the  tax- 
able year  but  whose  spouse  has  attained  such  age,  this  paragraph 
shall  apply  for  the  taxable  year  onlj-  if  both  spouses  elect,  at  such 
time  and  in  such  manner  as  the  Secretary  shall  by  regulations  pre- 
scribe, to  have  this  paragraph  apply.  If  this  paragraph  applies 
for  the  taxable  year,  the  credit  (if  any)  of  each  spouse  under  this 
section  shall  be  determined  under  this  subsection. 

"(3)  Co^iPUTATiON  OF  CREDIT. — In  the  case  of  an  individual 
whose  credit  under  this  section  for  the  taxable  year  is  determined 
under  this  subsection,  there  shall  be  allowed  as  a  credit  against 
the  tax  imposed  by  this  chapter  for  the  taxable  year  an  amount 
equal  to  15  percent  of  the  amount  received  by  such  individual  as 
retirement  income  (as  defined  in  paragraph  (4)  and  as  limited 
by  paragraph  (5)). 

'*  (4)  Retirement  income. — For  purposes  of  this  subsection,  the  .  Hetirement 
term  'retirement  income'  means —  income. 
"(A)  in  the  case  of  an  individual  who  has  attained  age  65 
before  the  close  of  the  taxable  year,  income  from — 

"(i)  pensions  and  annuities  (including,  in  the  case  of 
an  individual  who  is,  or  has  been,  an  employee  within 
the  meaning  of  section  401  (c)(1),  distributions  by  a  trust    26  USC  401. 
described  in  section  401(a)  which  is  exempt  from  tax 
under  section  501  (a) ) , 
"(ii)  interest, 
"(iii)  rents, 
"(iv)  dividends, 

"(v)  bonds  described  in  section  405(b)  (1)  which  are 
received  under  a  qualified  bond  purchase  plan  described 
in  section  405(a)  or  in  a  distribution  from  a  trust 
described  in  section  401(a)  which  is  exempt  from  tax 
under  section  501(a),  or  retirement  bonds  described  in 
section  409,  and 

"(vi)  an  individual  retirement  account  described  in 
section  408(a)   or  an  individual  retirement  annuity 
described  in  section  408(b) ,  or 
"(B)  in  the  case  of  an  individual  who  has  not  attained  age 
65  before  the  close  of  the  taxable  year,  income  from  pensions 
and  annuities  under  a  public  retirement  system  (as  defined 
in  paragraph  (8)  (A) ), 
to  the  extent  included  in  gross  income  without  reference  to  this 
subsection,  but  only  to  the  extent  such  income  does  not  represent 
compensation  for  personal  services  rendered  during  the  taxable 
year. 

"  (5)  Limitation  on  retirement  income. — For  purposes  of  this 
subsection,  the  amount  of  retirement  income  shall  not  exceed 
$2,500  less— 

"(A)  the  reduction  provided  by  subsection  (b)(3),  and 
"(B)  in  the  case  of  any  individual  who  has  not  attained 
age  72  before  the  close  of  the  taxable  year — 
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"(i)  if  such  individual  has  not  attained  age  62  before 
the  close  of  the  taxable  year,  any  amount  of  earned 
income  (as  defined  in  paragraph  (8)(B))  in  excess  of 
$900  received  by  such  individual  in  the  taxable  year,  or 

"(ii)  if  such  individual  has  attained  age  62  before  the 
close  of  the  taxable  year,  the  sum  of  one-half  the  amount 
of  earned  income  received  by  such  individual  in  the  tax- 
able year  in  excess  of  $1,200  but  not  in  excess  of  $1,700, 
and  the  amount  of  earned  income  so  received  in  excess 
of  $1,700. 

"(6)  Limitation  ix  case  of  married  ixorviDUALS. — In  the  case 
of  a  joint  return,  paragraph  (5)  shall  be  applied  by  substituting 
'$3,750'  for  '$2,500'.  The  $3,750  provided  by  the  preceding  sentence 
shall  be  divided  between  the  spouses  in  such  amounts  as  may  be 
agreed  on  by  them,  except  that  not  more  than  $2,500  may  be 
assigned  to  either  spouse. 

"  (7)  Limitation  in  the  case  of  separate  returns. — In  the  case 
of  a  married  individual  filing  a  separate  return,  paragraph  (5) 
shall  be  applied  by  substituting  '$1,875'  for  '$2,500'. 
"(8)  Definitions. — For  purposes  of  this  subsection — 

"  ( A)  Public  retirement  system  defined. — The  tenn  'pub- 
lic retirement  system'  means  a  pension,  annuity,  retirement, 
or  similar  fund  or  system  established  by  the  United  States, 
a  State,  a  possession  of  the  United  States,  any  political  sub- 
division of  any  of  the  foregoing,  or  the  District  of  Columbia. 

"(B)  Earned  income. — The  term  'earned  income'  has  the 
meaning  assigned  to  such  term  by  section  911(b),  except 
that  such  term  does  not  include  any  amount  received  as  a 
pension  or  annuity. 
"(f)  Nonresident  Alien  Ineligible  for  Credit. — No  credit  shall 
be  allowed  under  this  section  to  any  nonresident  alien." 
(b)  Technical  Amendments. — 
26  use  904.  (1)  Section  904  (relating  to  limitation  on  foreign  tax  credit), 

as  amended  by  this  Act,  is  amended  by  redesignating  subsection 
(g)  as  subsection  (h),  and  by  inserting  after  subsection  (f)  the 
following  new  subsection : 
"  (g)  Coordination  With  Credit  for  the  Elderly. — In  the  case  of 
an  individual,  for  purposes  of  subsection  (a)  the  tax  against  which  the 
credit  is  taken  is  such  tax  reduced  by  the  amount  of  the  credit  (if  any) 
Ante,  p.  1559.       for  the  taxable  year  allowable  under  section  37  (relating  to  credit  for 
the  elderly)." 

26  use  6014.  (2)  Section  6014(a)   (relating  to  tax  not  computed  by  tax- 

payer) is  amended  bv  striking  out  the  last  sentence  thereof. 
(3)  Section  6014(b)  is  amended— 

(A)  by  striking  out  paragraph  (4), 

(B)  by  redesignating  paragraph  (5)  (as  amended  by  sec- 
tion 501(b)  (9) )  as  paragraph  (4),  and 

(C)  by  inserting  "or"  at  the  end  of  paragraph  (3). 

26  use  41,  42.  (4)  Sections  41(b)(2),  42(b)(2)  ,  46(a)(3)(C),  and  50A(a) 

(3)  (C)  are  each  amended  by  striking  out  "retirement  income" 
and  inserting  in  lieu  thereof  "credit  for  the  elderly". 
Post,  pp.  1580,  (5)  The  table  of  sections  for  subpart  A  of  part  IV  of  subchapter 

1790.  A  of  chapter  1  is  amended  by  striking  out  the  item  relating  to 

section  37  and  inserting  in  lieu  thereof  the  following : 

"Sec.  37.  Credit  for  the  elderly." 
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SEC.  504.  CREDIT  FOR  CHILD  CARE  EXPENSES. 

(a)  Allowaxces  of  Credit  for  Child  Care  Expenses. — 

(1)  Ix  gexeral. — Subpart  A  of  part  TV  of  subchapter  A  of 
chapter  1  (relating  to  credits  allowable)  is  amended  by  inserting 
before  section  45  the  following  new  section : 
"SEC.  44A.  EXPENSES  FOR  HOUSEHOLD  AND  DEPENDENT  CARE  SERV-    26  USC  44A. 
ICES  NECESSARY  FOR  GAINFUL  EMPLOYMENT, 
••(a)  Allowaxce  of  Credit. — In  the  case  of  an  individual  who 
maintains  a  household  which  includes  as  a  member  one  or  more  quali- 
f^'ing  indi^-iduals  (as  defined  in  subsection  (c)(1)),  there  shall  be 
allowed  as  a  credit  against  the  tax  im^posed  by  this  chapter  for  the 
taxable  year  an  amount  equal  to  20  j^ercent  of  the  employment-related 
expenses  (as  defined  in  subsection  (c)(2))  paid  by  such  individual 
during  the  taxable  year. 

'•(b)  Applicatiox  AVith  Other  Credits. — The  credit  allowed  by 
subsection  (a)  shall  not  exceed  the  amount  of  the  tax  imposed  by  this 
chapter  for  the  taxable  year  reduced  by  the  sum  of  the  credits  allow- 
able under- — 

"(1)  section  33  (relating  to  foreign  tax  credit) ,  P-  1^43. 

"  (2)  section  37  (relating  to  credit  for  the  elderly) ,  P-  1^59. 

"(3)  section  38  (relating  to  investment  in  certain  depreciable 
property), 

"(4)    section  40    (relating  to  expenses  of  work  incentive 
programs), 

"(5)  section  41  (relating  to  contributions  to  candidates  for 
public  office), 

"(6)  section  42  (relating  to  general  tax  credit),  and 
"(7)    section  44    (relating  to   purchase  of  new  principal 
residence) . 

"(c)  Defixitioxs  of  Qualifyixg  Ixdividual  axd  Employmext- 
Related  Expexses. — For  purposes  of  this  section — 

"(1)  Qualifyixg  ixdrtdual. — The  term  'qualifying  individ- 
ual' means — 

"(A)  a  dependent  of  the  taxpayer  who  is  under  the  age 
of  15  and  with  respect  to  whom  the  taxpayer  is  entitled  to  a 
deduction  under  section  151  (e) . 

"(B)  a  dependent  of  the  taxpayer  who  is  physically  or 
mentally  incapable  of  caring  for  himself,  or 

"(C)  the  spouse  of  tl:e  taxpayer,  if  he  is  physically  or 
mentally  incapable  of  caring  for  himself. 

"(2)  E3IPLOYMEXT-RELATED  EXPEXSES. — 

"(A)   Ix  GEXERAL. — The  term  'employment-related  ex- 
penses' means  amounts  paid  for  the  following  expenses,  but 
only  if  such  expenses  are  incurred  to  enable  the  taxpayer  to 
be  gainfully  employed  for  any  period  for  which  there  are  1  or 
more  qualifying  individuals  with  respect  to  the  taxpayer : 
"  (i)  expenses  for  household  services,  and 
"(ii)  expenses  for  the  care  of  a  qualifying  individual. 
"(B)  ExcEPTiox. — Employment-related  expenses  described 
in  subparagraph  (A)  which  are  incurred  for  services  outside 
the  taxpayer's  household  shall  be  taken  into  account  only  if 
incurred  for  the  care  of  a  qualifying  individual  described  in 
paragraph  (1)  (A). 
"(d)  Dollar  LimT  ox  A]\roi:xT  Creditable. — The  amount  of  the 
employment-related  expenses  incurred  during  any  taxable  year  which 
may  be  taken  into  account  under  subsection  (a)  shall  not  exceed — 
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"(1)  $2,000  if  there  is  1  qualifying  individual  with  respect  to 
the  taxpayer  for  such  taxable  year,  or 

"(2)  $4,000  if  there  are  2  or  more  qualifying  individuals  with 
respect  to  the  taxpayer  for  such  taxable  year. 
"(e)  Earned  Income  Limitation. — 

"(1)  In  general. — Except  as  otherwise  provided  in  this  sub- 
section, the  amount  of  the  employment-related  expenses  incurred 
during  any  taxable  year  which  may  be  taken  into  account  under 
subsection  (a)  shall  not  exceed — 

"(A)  in  the  case  of  an  individual  who  is  not  married  at  the 
close  of  such  year,  such  individual's  earned  income  for  such 
year,  or 

"(B)  in  the  case  of  an  individual  who  is  married  at  the 
close  of  such  year,  the  lesser  of  such  individual's  earned 
income  or  the  earned  income  of  his  spouse  for  such  year. 
"(2)  Special  rule  for  spouse  who  is  a  student  or  incapable 
OF  CARING  FOR  HIMSELF. — In  the  case  of  a  spouse  who  is  a  student 
or  a  qualifying  individual  described  in  subsection  (c)(1)(C),  for 
purposes  of  paragraph  (1),  such  spouse  shall  be  deemed  for  each 
month  during  which  such  spouse  is  a  full-time  student  at  an  ed- 
ucational institution,  or  is  such  a  qualifying  individual,  to  be 
gainfully  employed  and  to  have  earned  income  of  not  less  than — 
"(A)  $166  if  subsection  (d)(1)  applies  for  the  taxable 
year,  or 

"(B)  $333  if  subsection  (d)(2)  applies  for  the  taxable 
year. 

In  the  case  of  any  husband  and  wife,  this  paragraph  shall  apply  I 
with  respect  to  only  one  spouse  for  any  one  month. 
"(f)  Special  Rules. — For  purposes  of  this  section — 

"  ( 1 )  Maintaining  household. — An  individual  shall  be  treated 
as  maintaining  a  household  for  any  period  only  if  over  half  the 
cost  of  maintaining  the  household  for  such  period  is  furnished 
by  such  individual  (or,  if  such  individual  is  married  during  such 
period,  is  furnished  by  such  individual  and  his  spouse) . 
'  •  "(2)  Married  couples  must  file  joint  return. — If  the  tax- 
payer is  married  at  the  close  of  the  taxable  year,  the  credit  shall 
be  allowed  under  subsection  (a)  only  if  the  taxpayer  and  his' 
spouse  file  a  joint  return  for  the  taxable  year. 

"(3)  Marital  status. — An  individual  legally  separated  from 
his  spouse  under  a  decree  of  divorce  or  of  separate  maintenance 
shall  not  be  considered  as  married. 

"(4)  Certain  married  individuals  living  apart. — If — 

"(A)  an  individual  who  is  married  and  who  files  a  sep- 
arate I'eturn — 

"(i)  maintains  as  his  home  a  household  which  con- 
stitutes for  more  than  one-half  of  the  taxable  year  the 
principal  place  of  abode  of  a  qualifying  individual,  and 
"(ii)  furnishes  over  half  of  the  cost  of  maintaining 
such  household  during  the  taxable  year,  and 
"(B)  during  the  last  6  months  of  such  taxable  year  such 
individual's  spouse  is  not  a  member  of  such  household, 
such  individual  shall  not  be  considered  as  married. 

"(5)  Special  dependency  test  in  case  of  divorced  parents, 
ETC. — If — 

26  use  151.  "(A)  a  child  (as  defined  in  section  151(e)(3)  )  who  is 

under  the  age  of  15  or  who  is  physically  or  mentally  incapable 
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of  caring  for  himself  receives  over  half  of  his  support  during 
the  calendar  year  from  his  parents  who  are  divorced  or 
legally  separated  under  a  decree  of  divorce  or  separate  main- 
tenance or  who  are  separated  under  a  written  separation 
agreement,  and 

"(B)  such  child  is  in  the  custody  of  one  or  both  of  his 
parents  for  more  than  one-half  of  the  calendar  year, 
in  the  case  of  any  taxable  year  beginning  in  such  calendar  year 
such  child  shall*  be  treated  as  being  a  qualifying  individual 
described  in  subparagraph  (A)  or  (B)  of  subsection  (c)  (1),  as 
the  case  may  be.  with  respect  to  that  parent  Avho  has  custody  for  a 
longer  period  during  such  calendar  ye^ir  than  the  other  parent, 
and  shall  not  be  treated  as  being  a  Vpalif ying  individual  with 
respect  to  such  other  parent. 

"(6)  Patmexts  to  related  indivtduals. — 

"(A)  Ix  GEXERAL. — Except  as  provided  in  subparagraph 
(B),  no  credit  shall  be  allowed  under  subsection  (a)  for  any 
amount  paid  by  the  taxpayer  to  an  individual  bearing  a  rela- 
tionship to  the'taxpayer  described  in  paragraphs  (1)  through 
(8)  of  section  152(a)  (relating  to  definition  of  dependent) 
or  to  a  dependent  described  in  paragraph  (9)  of  such  section. 

"(B)  ExcEPTiox. — Subparagraph  (A)  shall  not  apply  to 
any  amount  paid  by  the  taxpayer  to  an  individual  with 
respect  to  whom,  for  the  taxable  year  of  the  taxpayer  in  which 
the  service  is  performed,  neither  the  taxpayer  nor  his  spouse 
is  entitled  to  a  deduction  imder  section  151(e)  (relating  to 
deduction  for  personal  exemptions  for  dependents) ,  but  only 
if  the  service  with  respect  to  which  such  amount  is  paid  con- 
stitutes employment  within  the  meaning  of  section  3121(b). 
"(7)  Studext.— The  term  'student'  means  an  individual  who 
during  each  of  5  calendar  months  during  the  taxable  year  is 
a  full-time  student  at  an  educational  organization. 

"(8)  Educatioxal  orgaxizatiox. — The  term  'educational  orga- 
nization' means  an  educational  organization  described  in  section 
170(b)(1)  (A)  (ii). 
"(g)  Kegulatioxs. — The  Secretary  shall  prescribe  such  regulations 
as  may  be  necessary  to  carry^  out  the  purposes  of  this  section." 

(2)  Clerical  amexdmext. — The  table  of  sections  for  subpart 
A  of  part  IV  of  subchapter  A  of  chapter  1  is  amended  by  insert- 
ing before  the  item  relating  to  section  45  the  following  new  item : 

'"Sec.  44A.  Expenses  for  household  and  dependent  care  services  neces- 
sary for  gainful  employment."' 

(b)  EepExVl  of  Deductiox  for  Child  Care  Expexses. — 

(1)  Ix  GEXERAL. — Sectlou  214  (relating  to  expenses  for  house- 
hold and  dependent  care  services  necessary  for  gainful  employ- 
ment) is  hereby  repealed. 

(2)  Clerical  a:mexd:\iext. — The  table  of  sections  for  part  VTI 
of  subchapter  B  of  chapter  1  is  amended  by  striking  out  the  item 
relating  to  section  214. 

(c)  Techxical  Amexdmexts. — 

(1)  Section  213(f)  (relating  to  exclusion  of  amounts  allowed 
for  care  of  certain  dependents)  is  amended  by  striking  out  "a 
deduction  under  section  214"  and  inserting  in  lieu  thereof  "a 
credit  under  section  44A''. 

(2)  Section  6096(b)  (defining  income  tax  liability)  is  amended 
by  striking  out  "and  44"'  and  inserting  in  lieu  thereof  44,  and 
44A". 


'Student. 


"Educational 
organization.' 
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26  use  3402.  (3)  Paragraph  (4)  of  section  3402  (m)  (relating  to  withholding 

allowances  based  on  itemized  deductions)  is  amended  by  striking 
out  "and"  at  the  end  of  subparagraph  (A),  by  striking  out  the 
period  at  the  end  of  subparagraph  (B)  and  inserting  in  lieu 
thereof  and",  and  by  adding  at  the  end  thereof  the  following 
new  subparagraph : 

"(C)  may  take  into  account  tax  credits  to  which  employees 
are  entitled." 

SEC.  505.  CHANGES  IN  EXCLUSIONS  FOR  SICK  PAY  AND  CERTAIN 
MILITARY,  ETC.,  DISABILITY  PENSIONS;  CERTAIN  DIS- 
ABILITY INCOME. 

26  use  105.  (a)  Sick  Pay. — Subsection  (d)  of  section  105  (relating  to  amounts 

excluded  from  gross  income  under  wage  continuation  plans)  is 
amended  to  read  as  follows: 

"(d)  Certain  Disability  Payments. — 

"  ( 1 )  In  general. — In  the  case  of  a  taxpayer  who — 

"(A)  hag  not  attained  age  65  before  the  close  of  the  tax- 
able year,  and 

"(13)  retired  on  disability  and,  when  he  retired,  was  per- 
manently and  totally  disabled, 
gross  income  does  not  include  amounts  referred  to  in  subsection 
(a)  if  such  amounts  constitute  Avages  or  payments  in  lieu  of 
wages  for  a  period  during  which  the  employee  is  absent  from 
work  on  account  of  permanent  and  total  disability. 

"(2)  Limitation. — This  subsection  shall  not  apply  to  the 
extent  that  the  amounts  referred  to  in  paragraph  (1)  exceed  a 
weekly  rate  of  $100. 

"(3)  Phaseout  over  $1.5,000. — If  the  adjusted  gross  iiicome  of 
the  taxpayer  for  the  taxable  year  (determined  without  regard  to 
this  subsection)  exceeds  $15,000,  the  amount  which  but  for  this 
paragraph  would  be  excluded  under  this  subsection  for  the  tax- 
able year  shall  be  reduced  by  an  amount  equal  to  the  excess  of 
the  adjusted  gross  income  (as  so  determined)  over  $15,000. 

"(4)  Married  couple  must  file  joint  return. — Except  in  the 
case  of  a  husband  and  wife  who  live  apart  at  all  times  during  the 
taxable  year,  if  the  taxpayer  is  married  at  the  close  of  the  taxable 
year,  the  exclusion  provided  by  this  subsection  shall  be  allowed 
only  if  the  taxpayer  and  his  spouse  file  a  joint  return  for  the 
taxable  year.  For  purposes  of  this  subsection,  marital  status  shall 
be  determined  under  section  143. 

"(5)  Permanent  and  total  disartltty  defined. — For  pur- 
poses of  this  subsection,  an  individual  is  permanently  and  totally 
disabled  if  he  is  unable  to  engage  in  any  substantial  gainful 
activity  by  reason  of  any  medically  determinable  physical  or 
mental  impairment  which  can  be  expected  to  result  in  death  or 
which  has  lasted  or  can  be  expected  to  last  for  a  continuous  period 
of  not  less  than  12  months.  An  individual  shall  not  be  considei-ed 
to  be  permanently  and  totally  disabled  unless  he  fui'nishes  proof 
of  the  existence  thereof  in  such  form  and  manner,  and  at  such 
times,  as  the  Secretary  may  require. 

"  (6)  Joint  return. — For  purposes  of  this  subsection,  the  term 
'joint  return'  means  the  joint  return  of  a  husband  and  wife  made 
under  section  6013. 

"  (7)  Coordination  with  section  72. — In  the  case  of  an  individ- 
ual described  in  subparagraphs  (A)  and  (B)  of  paragraph 
(1),  for  purposes  of  section  72  the  annuity  starting  date  shall  not 
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be  deemed  to  occur  before  the  beginning  of  the  taxable  year  in 
which  the  taxpayer  attains  age  65,  or  before  the  beginning  of  an 
earlier  taxable  year  for  which  the  taxpayer  makes  an  irrevocable 
election  not  to  seek  the  benefits  of  this  subsection  for  such  year 
and  all  subsequent  years."  oATTQno/L 

(b)  Certain  Military,  Etc.,  Disability  Pensions. — Section  104  ^^^^ 
(relating  to  compensation  for  injuries  or  sickness)  is  amended  by 
redesignating  subsection  (b)  as  subsection  (c)  and  by  inserting  after 
subsection  (a)  the  following  new  subsection: 

''(b)  Termination  of  Application  of  Sltbsection  (a)  (4)  in  Cer- 
tain Cases. — 

''(1)  In  general. — Subsection  (a)(4)  shall  not  apply  in  the 
case  of  any  individual  who  is  not  described  in  paragraph  (2). 

"(2)  Individuals  to  whom  subsection  (a)(4)  continues  to 
APPLY. — An  individual  is  described  in  this  paragraph  if — 

"(A)  on  or  before  September  24,  1975,  he  was  entitled  to 
receive  any  amount  described  in  subsection  (a)(4), 

"(B)  on  September  24,  1975,  he  was  a  member  of  any 
organization  (or  reserve  component  thereof)  referred  to  in 
subsection  (a)  (4)  or  under  a  binding  written  commitment 
to  become  sucli  a  member, 

"(C)  he  receives  an  amount  described  in  subsection  (a) 
(4)  by  reason  of  a  combat-related  injury,  or 

"(D)  on  application  therefor,  he  would  be  entitled  to 
receive  disability  compensation  from  the  Veterans'  Adminis- 
tration. 

"(3)  Special  rules  for  combat-related  injuries. — For  pur 
poses  of  this  subsection,  the  term  'combat-related  injury'  means  ^^J^^'y 
personal  injury  or  sickness — 

"(A)  which  is  incurred — 

''  ( i )  as  a  direct  result  of  armed  conflict, 
"(ii)  while  engaged  in  extrahazardous  service,  or 
"  (iii)  under  conditions  simulating  war ;  or 
"(B)  which  is  caused  by  an  instrumentality  of  war. 
In  the  case  of  an  individual  who  is  not  described  in  subparagraph 
(A)  or  (B)  of  paragraph  (2),  except  as  provided  in  paragraph 
(4),  the  only  amounts  taken  into  account  under  subsection  (a)  (4) 
shall  be  the  amounts  which  he  receives  by  reason  of  a  combat- 
related  injury. 

"(4)  Amount  excluded  to  be  not  less  than  veterans'  dis- 
ability COMPENSATION. — In  the  case  of  any  individual  described 
in  paragraph  (2),  the  amounts  excludable  under  subsection  (a) 
(4)  for  any  period  with  respect  to  any  individual  shall  not  be  less 
than  the  maximum  amount  which  such  individual,  on  application 
therefor,  would  be  entitled  to  receive  as  disability  compensation 
from  the  Veterans'  Administration." 

(c)  Special  Rule  for  Existing  Permanent  and  Total  Disability 
Cases. — In  the  case  of  any  individual  who — 

(1)  retired  before  January  1,  1976, 

(2)  either  retired  on  disability  or  was  entitled  to  retire  on  dis- 
ability, and 

(3)  on  January  1,  1976,  was  permanently  and  totally  disabled 
(within  the  meaning  of  section  105(d)  (5)  of  the  Internal  Eeve- 
nue  Code  of  1954), 


26  use  105 
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such  individual  shall  be  deemed  to  have  met  the  requirements  of  sec- 
tion 105(d)(1)(B)  of  such  Code  (as  amended  by  subsection  (a)  of 
this  section). 

(d)  Special  Rule  for  Coordination  With  Section  72. — In  the 
case  of  an  individual  who — 

(1)  retired  on  disability  before  January  1,  1976,  and 

(2)  on  December  31,  1975,  was  entitled  to  exclude  any  amount 
with  respect  to  such  retirement  disability  from  gross  income  under 
section  105(d)  of  the  Internal  Revenue  Code  of  1954, 

for  purposes  of  section  72  the  annuity  starting  date  shall  not  be  deemed 
to  occur  before  the  beginning  of  the  taxable  year  in  which  the  taxpayer 
attains  age  65,  or  before  the  beginning  of  an  earlier  taxable  year  for 
which  the  taxpayer  makes  an  irrevocable  election  not  to  seek  the  bene- 
fits of  this  subsection  for  such  year  and  all  subsequent  years. 

(e)  Certain  Disability  Income. — 

(1)  In  general. — Section  104(a)  (relating  to  compensation 
for  injuries  or  sickness)  is  amended — 

(A)  by  striking  out  "and"  at  the  end  of  paragraph  (3) ; 

(B)  by  striking  out  the  period  at  the  end  of  paragraph  (4) 
and  inserting  in  lieu  thereof  a  semicolon  and  the  word  "and" ; 
and 

(C)  by  adding  at  the  end  thereof  the  following  new 
paragraph : 

"(5)  amounts  received  by  an  individual  as  disability  income 
attributable  to  injuries  incurred  as  a  direct  result  of  a  violent 
attack  which  the  Secretary  of  State  determines  to  be  a  terrorist 
attack  and  which  occurred  while  such  individual  was  an  employee 
of  the  United  States  engaged  in  the  performance  of  his  official 
duties  outside  the  United  States." 

(2)  Effective  date. — The  amendments  made  by  this  subsection 
shall  apply  to  taxable  years  beginning  after  December  31, 1976. 

SEC.  506.  MOVING  EXPENSES. 

(a)  Decrease  in  Mileage  Test  From  50  Miles  to  35  Miles. — Para- 
graph (1)  of  section  217(c)  (relating  to  conditions  for  allowance  of 
deduction  for  moving  expenses)  is  amended  by  striking  out  "50  miles" 
each  place  it  appears  and  inserting  in  lieu  thereof  "35  miles". 

(b)  Increase  in  Dollar  Amounts. — 

(1)  Certain  expenses  of  traveling,  meals,  and  lodging  after 
OBTAINING  employment. — The  first  sentence  of  subparagraph  (A) 
of  section  217(b)(3)  (relating  to  dollar  limits)  is  amended  by 
striking  out  "$1,000"  and  inserting  in  lieu  tliereof  "$1,500". 

(2)  Aggregate  dollar  limit. — The  second  sentence  of  subpara- 
graph (A)  of  section  217(b)  (3)  is  amended  by  striking  out 
"$2,500"  and  inserting  in  lieu  thereof  "$3,000". 

(3)  Separate  returns. — The  second  sentence  of  subparagraph 
(B)  of  section  217(b)  (3)  (relating  to  dollar  limits  in  the  case  of 
husband  and  wife)  is  amended  to  read  as  follows :  "In  the  case  of 
a  husband  and  wife  filing  separate  returns,  subparagraph  (A) 
shall  be  applied  by  substituting  '$750'  for  '$1,500',  and  by  sub- 
stituting '$1,500'  for  '$3,000'." 

(c)  Rules  for  Members  of  the  Armed  Forces  of  the  United 
States. — Section  217  is  amended  by  redesignating  subsection  (g)  as 
subsection  (h)  and  by  inserting  after  subsection  (f)  the  following 
new  subsection  : 

"(g)  Rules  for  Members  of  the  Armed  Forces  of  the  United 
States. — In  the  case  of  a  member  of  the  Armed  Forces  of  the  United 
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States  on  active  duty  who  moves  pursuant  to  a  military  order  and 
incident  to  a  permanent  change  of  station — 

"(1)  the  limitations  under  subsection  (c)  shall  not  apply; 
"(2)  any  moving  and  storage  expenses  which  are  furnished  in 
kind  (or  for  which  reimbursement  or  an  allowance  is  provided, 
but  only  to  the  extent  of  the  expenses  paid  or  incurred)  to  such 
member,  his  spouse,  or  his  dependents,  shall  not  be  includible  in 
gross  income,  and  no  reporting  with  respect  to  such  expenses  shall 
be  required  by  the  Secretary  of  Defense  or  the  Secretary  of  Trans- 
portation, as  the  case  may  be ;  and 

"(3)  if  moving  and  storage  expenses  are  furnished  in  kind  (or 
if  reimbursement  or  an  allowance  for  such  expenses  is  provided) 
to  such  member's  spouse  and  his  dependents  with  regard  to  moving 
to  a  location  other  than  the  one  to  which  such  member  moves  (or 
from  a  location  other  than  the  one  from  which  such  member 
moves),  this  section  shall  apply  with  respect  to  the  moving 
expenses  of  his  spouse  and  dependents — 

''(A)  as  if  his  spouse  commenced  Avork  as  an  employee  at 
a  new  principal  place  of  work  at  such  location ; 

"(B)  for  purposes  of  subsection  (b)  (3),  as  if  such  place 
of  work  was  within  the  same  general  location  as  the  member's 
new  principal  place  of  work,  and 

"(C)  without  regard  to  the  limitations  under  subsection 
(c).-' 

(d)  Effective  Date. — The  amendments  made  by  subsections  (a) 
and  (b)  shall  apply  to  taxable  years  beginning  after  December  31, 
1976. 

SEC.  507.  TAX  REVISION  STUDY. 

(a)  Study. — The  Joint  Committee  on  Taxation  shall  make  a  full 
and  complete  study  and  investigation  with  respect  to  simplifying  and 
indexing  the  tax  Jaws  of  the  United  States.  Such  study  and  investiga- 
tion shall  include  a  consideration  of  whether  the  rates  of  tax  can  be 
reduced  by  repealing  any  or  a]l  tax  deductions,  exemptions,  or  credits. 

(b)  Report.— Before  July  1,  1977,  the  Joint  Committee  on  Taxa- 
tion shall  submit  to  the  Committee  on  Finance  of  the  Senate  and  to 
the  Committee  on  Ways  and  Means  of  the  House  of  Representatives 
a  report  of  its  study  and  investigation  together  with  its  recommenda- 
tions, incUiding  recommendations  for  legislation. 
SEC.  508.  EFFECTIVE  DATE. 

Except  as  othei  wise  provided,  the  amendments  made  by  this  title 
shall  apply  to  taxable  years  beginning  after  December  31,  1975. 

TITLE  VI— BUSINESS  RELATED 
INDIVIDUAL  INCOME  TAX  PROVISIONS 

SEC.  601.  DEDUCTIONS  FOR  EXPENSES  ATTRIBUTABLE  TO  BUSINESS 
USE  OF  HOMES,  RENTAL  OF  VACATION  HOMES,  ETC. 

(a)  NoNDEDucTiBiLiTY  OF  CERTAIN  ExpENSES.— Part  IX  of  Subchap- 
ter B  of  chapter  1  (relating  to  items  not  deductible)  is  amended  by 
adding  at  the  end  thereof  the  following  new  section : 

"SEC.  280A.  DISALLOWANCE  OF  CERTAIN  EXPENSES  IN  CONNECTION  26  USC  280A. 
WITH  BUSINESS  USE  OF  HOME,  RENTAL  OF  VACATION 
HOMES,  ETC. 

"  (a)  General  Rule. — Except  as  otherwise  provided  in  this  section, 
in  the  case  of  a  taxpayer  who  is  an  individual  or  an  electing  small 
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business  corporation,  no  deduction  otherwise  allowable  under  this 
chapter  shall  be  allowed  with  respect  to  the  use  of  a  dwelling  unit 
which  is  used  by  the  taxpayer  during  the  taxable  year  as  a  residence. 

"(b)  Exception  for  Interest,  Taxes,  Casualty  Losses,  Etc. — Sub- 
section (a)  shall  not  apply  to  any  deduction  allowable  to  the  tax- 
payer without  regard  to  its  connection  with  his  trade  or  business  (or 
with  his  income-producing  activity). 

"(c)  Exceptions  for  Certain  Business  or  Rental  Use;  Limita- 
tion ON  Deductions  for  Such  Use. — 

"(1)  Certain  business  use. — Subsection  (a)  shall  not  apply  to 
any  item  to  the  extent  such  item  is  allocable  to  a  portion  of  the 
dwelling  unit  Avhich  is  exclusively  used  on  a  regular  basis — 
"(A)  as  the  taxpayer's  principal  place  of  business, 
"(B)  as  a  place  of  business  which  is  used  by  patients, 
clients,  or  customers  in  meeting  or  dealing  with  the  taxpayer 
in  the  normal  course  of  his  trade  or  business,  or 

"(C)  in  the  case  of  a  separate  structure  which  is  not 
attached  to  the  dwelling  unit,  in  connection  with  the  tax- 
payer's trade  or  business. 
In  the  case  of  an  employee,  the  preceding  sentence  shall  apply 
only  if  the  exclusive  use  referred  to  in  the  preceding  sentence  is 
for  the  convenience  of  his  employer. 

"(2)  CerTxUn  storage  use. — Subsection  (a)  shall  not  apply  to 
any  item  to  the  extent  such  item  is  allocable  to  space  within  the 
dwelling  unit  which  is  used  on  a  regular  basis  as  a  storage  unit 
for  the  inventory  of  the  taxpayer  held  for  use  in  the  taxpayer's 
trade  or  business  of  selling  products  at  retail  or  wholesale,  but 
only  if  the  dwelling  unit  is  the  sole  fixed  location  of  such  trade 
or  business. 

"(3)  Rental  use. — Subsection  (a)  shall  not  apply  to  any  item 
which  is  attributable  to  the  rental  of  the  dwelling  unit  or  portion 
thereof  (determined  after  the  application  of  subsection  (e)). 

"  (4)  Limitation  on  deductions. — In  the  case  of  a  use  described 
in  paragraph  (1)  or  (2),  and  in  the  case  of  a  use  described  in 
paragraph  (3)  where  the  dwelling  unit  is  used  by  the  taxpayer 
during  the  taxable  year  as  a  residence,  the  deductions  allowed 
under  this  chapter  for  the  taxable  year  by  reason  of  being  attrib- 
uted to  such  use  shall  not  exceed  the  excess  of — 

"(A)  the  gross  income  derived  from  such  use  for  the  tax- 
able year,  over 

"(B)  the  deductions  allocable  to  such  use  which  are  allow- 
able under  this  chapter  for  the  taxable  year  whether  or  not 
such  unit  (or  portion  thereof)  was  so  used. 
"(d)  Use  AS  Residence. — 

"(1)  In  general. — For  purposes  of  this  section,  a  taxpayer 
uses  a  dwelling  unit  during  the  taxable  year  as  a  residence  if  he 
uses  such  unit  (or  portion  thereof)  for  personal  purposes  for  a 
number  of  days  which  exceeds  the  greater  of — 
"(A)  14  days,  or 

"(B)  10  percent  of  the  number  of  days  during  such  year 
for  which  such  unit  is  rented  at  a  fair  rental. 
For  purposes  of  subparagraph  (B),  a  unit  shall  not  be  treated 
as  rented  at  a  fair  rental  for  any  day  for  which  it  is  used  for  per- 
sonal purposes. 

"(2)  Personal  use  or  unit. — For  purposes  of  this  section,  the 
taxpayer  shall  be  deemed  to  have  used  a  dwelling  unit  for  per- 
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sonal  purposes  for  a  day  if,  for  any  part  of  such  day,  the  unit 
is  used — 

"(A)  for  personal  purposes  by  the  taxpayer  or  any  other 
person  who  has  an  interest  in  such  unit,  or  by  any  member 
of  the  family  (as  defined  in  section  267 (c)  (4))  of  the  tax-  26  USC  267. 
payer  or  such  other  person ; 

"(B)  by  any  individual  who  uses  the  unit  under  an 
arrangement  which  enables  the  taxpayer  to  use  some  other 
dwelling  unit  (whether  or  not  a  rentafis  charged  for  the  use 
of  such  other  unit)  ;  or 

"(C)  by  any  individual  (other  than  an  employee  with 
respect  toVhose  use  section  119  applies),  unless  for  such  day 
the  dwelling  unit  is  rented  for  a  rental  which,  under  the  facts 
and  circumstances,  is  fair  rental.  ^      r     i  • 

The  Secretary  shall  prescribe  regulations  with  respect  to  the  cir-  Regulations, 
cumstances  under  which  use  of  the  unit  for  repairs  and  annual 
maintenance  will  not  constitute  personal  use  under  this  paragraph. 
"(e)  Expenses  Attributable  to  Rental. — 

"(1)  In  GENEPaL. — In  any  case  where  a  taxpayer  who  is  an 
individual  or  an  electing  small  business  corporation  uses  a  dwell- 
ing unit  for  personal  purposes  on  any  day  during  the  taxable  year 
(whether  or  not  he  is  treated  under  this  section  as  using  such  unit 
as  a  residence),  the  amount  deductible  under  this  chapter  with 
respect  to  expenses  attributable  to  the  rental  of  the  unit  (or  portion 
thereof)  for  the  taxable  year  shall  not  exceed  an  amount  which 
bears  the  same  relationship  to  such  expenses  as  the  number  of  days 
during  each  year  that  the  unit  (or  portion  thereof)  is  rented  at  a 
fair  rental  bears  to  the  total  number  of  days  during  such  year 
that  the  unit  (or  portion  thereof)  is  used. 

"(2)  Exception  for  deductions  otherwise  allowable. — This 
subsection  shall  not  apply  with  respect  to  deductions  which  would 
be  allowable  under  this  chapter  for  the  taxable  year  whether  or 
not  such  unit  (or  portion  thereof )  was  rented. 
"(f)  Definitions  and  Special  Rules. — 

"(1)  Dwelling  unit  defined. — For  purposes  of  this  section — 
"(A)  In  GENERAL- — The  term  'dwelling  unit'  includes  a 
house,  apartment,  condominium,  mobile  home,  boat,  or  simi- 
lar property,  and  all  structures  or  other  property  appur- 
tenant to  such  dwelling  unit. 

"(B)  Exception. — The  term  'dwelling  unit'  does  not 
include  that  portion  of  a  unit  which  is  used  exclusively  as  a 
hotel,  motel,  inn,  or  similar  establishment. 
"  (2)  Personal  use  by  electing  s^iall  business  corporation. — 
In  the  case  of  an  electing  small  business  corporation,  subpara- 
graphs (A)  and  (B)  of  subsection  (d)  (2)  shall  be  applied  by 
substituting  'any  shareholder  of  the  electing  small  business  corpo- 
ration' for  'the  taxpayer'  each  place  it  appears. 

"(3)  Coordination  with  section  iss. — If  subsection  (a) 
applies  with  respect  to  any  dwelling  unit  (or  portion  thereof) 
for  the  taxable  year — 

"(A)  section  183  (relating  to  activities  not  engaged  in  for 
profit)  shall  not  apply  to  such  unit  (or  portion  thereof)  for 
such  year,  but 

"(B)  such  year  shall  be  taken  into  account  as  a  taxable 
year  for  purposes  of  applying  subsection  (d)  of  section  183 
(relating  to  5-year  presumption). 
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"(g)  Special  Eule  for  Certain  Rental  Use. — Xotwithstanding 
any  other  provision  of  this  section  or  section  183,  if  a  dwelling  unit  is 
used  during  the  taxable  year  by  the  taxpayer  as  a  residence  and  such 
dwelling  unit  is  actually  rented  for  less  than  15  days  during  the  tax- 
able year,  then — 

"(1)  no  deduction  otherwise  allowable  under  this  chapter 
because  of  the  rental  use  of  such  dwelling  unit  shall  be  allowed, 
and 

"(2)  the  income  derived  from  such  use  for  the  taxable  year 
shall  not  be  included  in  the  gross  income  of  such  taxpayer  under 
section  61." 

(b)  Clerical  Amendment. — The  table  of  sections  for  such  part  IX 
is  amended  by  adding  at  the  end  thereof  the  following  new  item : 

"Sec.  2S0A.  Disallowance   of   certain   expenses   in   connection  with 
business  use  of  home,  rental  of  vacation  homes,  etc." 

26  use  280A  (c)  Effective  Date. — The  amendments  made  by  this  section  shall 

J^ote-  apply  to  taxable  years  beginning  after  December  31,  1975. 

SEC.  602.  DEDUCTIONS  FOR  ATTENDING  FOREIGN  CONVENTIONS. 
26  use  274.  (a)  N'ondeductibility  of  Certain  Expenses. — Section  274  (relat- 

ing to  disallowance  of  certain  entertainment,  etc.,  expenses)  is 
amended  by  redesignating  subsection  (h)  as  subsection  (i)  and  by 
inserting  after  subsection  (g)  the  following  new  subsection: 
"(h)  Foreign  Conventions. — 

"(1)  Deductions  with  respect  to  not  more  than  2  foreign 
CONVENTIONS  PER  YEAR  ALLOWED. — If  any  individual  attends  more 
than  2  foreign  conventions  during  his  taxable  year — 

"(A)  he  shall  select  not  more  than  2  of  such  conventions 
to  be  taken  into  account  for  purposes  of  this  subsection,  and 
"(B)  no  deduction  allocable  to  his  attendance  at  any  for- 
eign convention  during  such  taxable  year  (other  than  a 
foreign  convention  selected  under  subparagraph  ( A) )  shall 
be  allowed  under  section  162  or  212. 
"(2)  Deductible  transportation  cost  cannot  exceed  cost  of 
COACH  or  economy  AIR  FARE. — In  the  case  of  any  foreign  conven- 
tion, no  deduction  for  the  expenses  of  transportation  outside  the 
United  States  to  and  from  the  site  of  such  convention  shall  be 
allowed  under  section  162  or  212  in  an  amount  which  exceeds  the 
lowest  coach  or  economy  rate  at  the  time  of  travel  charged  by  a 
commercial  airline  for  transportation  to  and  from  such  site  during 
the  calendar  month  in  which  such  convention  begins.  If  there  is 
no  such  coach  or  economy  rate,  the  preceding  sentence  shall  be 
applied  by  substituting  'first  class'  for  'coach  or  economy'. 

"(3)  Transportation  costs  deductible  in  full  only  if  at 
least  one-half  of  the  days  are  devoted  to  business  related 
activities. — In  the  case  of  any  foreign  convention,  a  deduction  for 
the  full  expenses  of  transportation  (determined  after  the  applica- 
tion of  paragraph  (2))  to  and  from  the  site  of  such  convention 
shall  be  allowed  only  if  more  than  one-half  of  the  total  days  of  the 
trip,  excluding  the  days  of  transportation  to  and  from  the  site  of 
such  convention,  are  devoted  to  business  related  activities.  If  less 
than  one-half  of  the  total  days  of  the  trip,  excluding  the  days  of 
transportation  to  and  from  the  site  of  the  convention,  are  devoted 
to  business  related  activities,  no  deduction  for  the  expenses  of 
transportation  shall  be  allowed  vrhich  exceeds  the  percentage  of 
the  days  of  the  trip  devoted  to  business  related  activities. 
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"(4)  Deductioxs  for  subsistence  expenses  not  allowed 
unless  the  individual  attends  two-thikds  of  business  activi- 
TIES.— In  the  case  of  any  foreign  convention,  no  deduction  for 
subsistence  exi^enses  shall  be  allowed  except  as  follows : 

"(A)  a  deduction  for  a  full  day  of  subsistence  expenses 
while  at  the  convention  shall  be  allowed  if  there  are  at  least 
6  hours  of  scheduled  business  activities  during  such  day  and 
the  individual  attending  the  convention  has  attended  at  least 
two-thirds  of  these  activities,  and 

"(B)  a  deduction  for  one-half  day  of  subsistence  expenses 
while  at  the  convention  shall  be  allowed  if  there  are  at  least 
3  hours  of  scheduled  business  activities  during  such  day  and 
the  individual  attending  the  convention  has  attended  at  least 
two-thirds  of  these  activities. 
Notwithstanding  subparagraphs  (A)  and  (B),  a  deduction  for 
subsistence  expenses  for  all  of  the  days  or  half  days,  as  the  case 
may  be,  of  the  convention  shall  be  allowed  if  the  individual 
attending  the  convention  has  attended  at  least  two-thirds  of  the 
scheduled  business  activities,  and  each  such  full  day  consists  of  at 
least  6  hours  of  scheduled  business  activities  and  each  such  half 
day  consists  of  at  least  3  hours  of  scheduled  business  activities. 

(5)  Deductible  subsisit.nce  costs  cannot  exceed  per  diem 
RATE  FOR  UNITED  STATES  CIVIL  SERVANTS. — In  the  casc  of  any  for- 
eign convention,  no  deduction  for  subsistence  expenses  while  at 
the  convention  or  traveling  to  or  from  such  convention  shall  be 
allowed  at  a  rate  in  excess  of  the  dollar  per  diem  rate  for  the  site  of 
the  convention  which  has  been  established  under  section  5702(a) 
of  title  5  of  the  United  States  Code  and  which  is  in  effect  for  the 
calendar  month  in  which  the  convention  begins. 

"(6)  Definitions  and  specl\l  rules. — For  purposes  of  this 
subsection — 

"(A)  Foreign  convention  defined. — The  term  'foreign 
convention'  means  any  conv^ention,  seminar,  or  similar  meet- 
ing held  outside  the  United  States,  its  possessions,  and  the 
Trust  Territory  of  the  Pacific. 

"(B)  Subsistence  expenses  defined. — The  term  'subsist- 
ence expenses'  means  lodging,  meals,  and  other  necessary 
expenses  for  the  personal  sustenance  and  comfort  of  the 
traveler.  Such  term  includes  tips  and  taxi  and  other  local 
transportation  expenses. 

"(C)  Allocation  of  expenses  in  certain  cases. — In  any 
case  where  the  transportation  expenses  or  the  subsistence 
expenses  are  not  separately  stated,  or  where  there  is  reason  to 
believe  that  the  stated  charge  for  transportation  expenses  or 
subsistence  expenses  or  both  does  not  properly  reflect  the 
amounts  properly  allocable  to  such  purposes,  all  amounts 
paid  for  transportation  expenses  and  subsistence  expenses 
shall  be  treated  as  having  been  paid  solely  for  subsistence 
expenses. 

"(D)  Subsection  to  apply  to  employer  as  well  as  to 
traveler. — This  subsection  shall  apply  to  deductions  other-  26  USC  162, 
wise  allowable  under  section  162  or  212  to  any  person,  whether  212. 
or  not  such  person  is  the  individual  attending  the  foreign  con- 
vention. For  purposes  of  the  preceding  sentence  such  person 
shall  be  treated,  with  respect  to  each  individual,  as  having 
selected  the  same  2  foreign  conventions  as  were  selected  by 
such  individual. 
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"(7)  Reporting  to^qutrements. — No  deduction  sliall  be  allowed 
under  section  162  or  212  for  transportation  or  subsistence  expenses 
allocable  to  attendance  at  a  foreign  convention  unless  the  tax- 
payer claiming  the  deduction  attaches  to  the  return  of  tax  on 
■which  the  deduction  is  claimed — 

"(A)  a  written  statement  signed  by  the  individual  attend- 
ing the  convention  which  includes — 

"(i)  information  with  respect  to  the  total  days  of  the 
trip,  excluding  the  days  of  transportation  to  and  from 
the  site  of  such  convention,  and  the  number  of  hours  of 
each  day  of  the  trip  which  such  individual  devoted  to 
scheduled  business  activities, 

"(ii)  a  program  of  the  scheduled  business  activities  of 
the  convention,  and 

"(iii)  such  other  information  as  may  be  required  in 
regulations  prescribed  by  the  Secretary ;  and 
"  (B)  a  written  statement  signed  by  an  officer  of  the  organi- 
zation or  group  sponsoring  the  convention  which  includes — 
"  (i)  a  scliedule  of  the  business  activities  of  each  day  of 
the  convention, 

"  (ii)  the  number  of  hours  which  the  individual  attend- 
ing the  convention  attended  such  scheduled  business 
activities,  and 

"(iii)  such  other  information  as  may  be  required  in 
regulations  prescribed  by  the  Secretary. 
26  use  274  (b)  Effective  Dait..— The  amendments  made  by  this  section  shall 

note.  apply  to  conventions  begining  after  December  31, 197 6. 

SEC.  603.  CHANGE  IN  TAX  TREATMENT  OF  QUALIFIED  STOCK  OPTIONS. 

26  use  422.  (a)  In  General. — Section  422(b)  (defining  qualified  stock  option) 

is  amended  by  inserting  "and  before  May  21,  1976  (or,  if  it  meets  the 
requirements  of  subsection  (c)(7),  granted  to  an  individual  after 
May  20, 1976) after  "section  424(c)  (3)  (A) ) 

(b)  Certain  Options  Granted  After  May  20, 197 6. — Section  422  (c) 
(relating  to  special  rules)  is  amended  by  adding  at  the  end  thereof 
the  following  new  paragraph : 

"(7)  Certain  options  granted  after  may  20,  1976.— For  pur- 
poses of  subsection  (b),  an  option  granted  after  May  20,  1976, 
meets  the  requirements  of  this  paragraph — 

"(A)  if  such  option  is  granted  to  an  individual  pursuant 
to  a  written  plan  adopted  before  May  21, 1976,  or 

"(B)  if  such  option  is  a  new  option  substituted,  in  a  transac- 
tion to  which  section  425(a)  applies,  for  an  old  option  which 
was  granted  befoi-e  May  21,  1976,  or  which  met  the  require- 
ments of  subparagraph  (A). 
An  option  described  in  the  preceding  sentence  shall  be  treated  as 
ceasing  to  meet  the  requirements  of  this  paragraph  if  it  is  not 
exercised  before  May  21, 1981." 

(c)  Restricted  Stock  Options  Must  Be  Exercised  Before  May  21, 
26  use  424.        1981.— Section  424 (c)  (3)  (relating  to  special  rules  for  restricted  stock 

options)  is  amended  by  adding  at  the  end  thereof  the  following  new 
sentence:  "An  option  described  in  the  preceding  sentence  shall  be 
treated  as  ceasing  to  meet  the  requirements  of  this  paragraph  if  it  is 
not  exercised  before  May  21, 1981." 
26  use  422  (d)  Effectr  e  Date. — The  amendments  made  by  this  section  shall 

note.  '"ipply  to  taxable  years  ending  after  December  31, 1975. 
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SEC.  604.  STATE  LEGISLATORS'  TRAVEL  EXPENSES  AWAY  FROM  HOME. 

(a)  Ix  General. — For  purposes  of  section  162(a)  of  the  Internal  '26USC  162 
Kevenue  Code  of  1954,  in  the  case  of  any  individual  who  was  a  State  "^t^- 
legislator  at  any  time  during  any  taxable  year  beginning  before  Janu- 
ary 1,  1976,  and  who  elects  the  application  of  this  section,  for  any 

period  during  such  a  taxable  year  in  which  he  was  a  State  legislator — 

(1)  the  place  of  residence  of  such  individual  within  the  legis- 
lative district  which  he  represented  shall  be  considered  his  home, 
and 

(2)  he  shall  be  deemed  to  have  expended  for  living  expenses 
(in  connection  with  his  trade  or  business  as  a  legislator)  an  amount 
equal  to  the  sum  of  the  amounts  determined  by  multiplying  each 
legislative  day  of  such  individual  during  the  taxable  year  by  the 
amount  generally  allowable  with  respect  to  such  day  to  employees 
of  the  executive  branch  of  the  Federal  Government  for  per  diem 
while  away  from  home  but  serving  in  the  United  States. 

(b)  Legislative  Days. — For  purposes  of  subsection  (a),  a  legisla- 
tive day  during  any  taxable  year  for  any  individual  shall  be  any 
day  during  such  year  on  which  (1)  the  legislature  was  in  session 
(including  any  day  in  which  the  legislature  was  not  in  session  for  a 
period  of  4  consecutive  days  or  less),  or  (2)  the  legislature  was  not  in 
session  but  the  physical  presence  of  the  individual  was  formally 
recorded  at  a  meeting  of  a  committee  of  such  legislature. 

(c)  Limitation. — The  amount  taken  into  account  as  living  expenses 
attributable  to  a  trade  or  business  as  a  State  legislator  for  any  tax- 
able year  under  an  election  made  under  this  section  shall  not  exceed 
tlie  amount  claimed  for  such  purpose  under  a  return  (or  amended 
return)  filed  before  May  21, 1976. 

(d)  ^Iakixg  and  Effect  of  Elj^ctiox. — An  election  under  this  Regulations, 
section  shall  be  made  at  such  time  and  in  such  manner  at  the  Secretary 

of  the  Treasury  or  his  delegate  shall  by  regulations  prescribe.  Any 
such  election  shall  apply  to  all  taxable  years  beginning  before  Janu- 
ary 1,  1976,  for  which  the  period  for  assessing  or  collecting  a  deficiency 
has  not  expired  before  the  date  of  the  enactment  of  this  Act, 
SEC.  605.  DEDUCTION  FOR  GUARANTEES  OF  BUSINESS  BAD  DEBTS  TO 
GUARANTORS  NOT  INV0L\T:D  IN  BUSINESS. 

(a)  Repeal  of  Section  166(f)  .—Section  166  (relating  to  bad  debts)  26  USC  166. 
is  amended  by  striking  out  subsection  (f)  and  by  redesignating  sub 

sections  (g)  and  (h)  as  subsections  (f)  and  (g),  respectively. 

(b)  CoxFORMixG  Amexdmext. — Paragraph  (1)  of  section  81  (relat-    26  USC  81. 
ing  to  certain  increases  in  suspense  accounts)  is  amended  by  strik- 
ing out  "section  166(g)"  in  the  text  and  inserting  in  lieu  thereof 
"section  166(f)". 

(c)  Effective  Date.- — The  amendments  made  by  this  section  shall 
apply  to  guarantees  made  after  December  31,  1975,  in  taxable  years 
beginning  after  such  date. 


26  USC  166 
note. 


TITLE  VII— ACCUMULATION  TRUSTS 


SEC.  701.  ACCUMULATION  TRUSTS. 

(a)  Revisiox  of  Method  of  Taxing  Accumulation  Distribution 
From  Trusts. — 

(1)  Section  667  (relating  to  denial  of  refund  to  trusts;  author-   26  USC  667. 
ization  of  credit  to  beneficiaries)  is  amended  to  read  as  follows: 
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26  use  667.         "SEC.  667.  TREATMENT  OF  AMOUNTS  DEEMED   DISTRIBUTED  BY 

TRUST  IN  PRECEDING  YEARS. 

"(a)  General  Rule. — The  total  of  the  amounts  which  are  treated 
under  section  666  as  havin^r  been  distributed  by  a  trust  in  a  preceding 
taxable  year  shall  be  included  in  the  income  of  a  beneficiary  of  the 
trust  when  paid,  credited,  or  required  to  be  distributed  to  the  extent 
that  such  total  would  have  been  included  in  the  income  of  such  bene- 
ficiary under  section  662(a)  (2)  (and,  with  respect  to  any  tax-exempt 
interest  to  which  section  103  applies,  under  section  662(b))  if  such 
total  had  been  paid  to  such  beneficiary  on  the  last  day  of  such  preced- 
ing taxable  year.  The  tax  imposed  by  this  subtitle  on  a  beneficiary 
for  a  taxable  year  in  which  any  such  amount  is  included  in  his  income 
shall  be  determined  only  as  provided  in  this  section  and  shall  consist 
of  the  sum  of — 

"(1)  a  partial  tax  computed  on  the  taxable  income  reduced  by 
an  amount  equal  to  the  total  of  such  amounts,  at  the  rate  and  in 
the  manner  as  if  this  section  had  not  been  enacted,  and 

"(2)  a  partial  tax  determined  as  provided  in  subsection  (b) 
of  this  section. 
"(b)  Tax  on  Distribution. — 

"(1)  In  general. — The  partial  tax  imposed  by  subsection  (a) 
(2)  shall  be  determined— 

"(A)  by  determining  the  number  of  preceding  taxable 
years  of  the  trust  on  the  last  day  of  which  an  amount  is 
deemed  under  section  666(a)  to  have  been  distributed, 

"(B)  by  taking  from  the  5  taxable  years  immediately  pre- 
ceding the  year  of  the  accumulation  distribution  the  1  taxable 
year  for  which  the  beneficiary's  taxable  income  was  the  highest 
and  the  1  taxable  year  for  which  his  taxable  income  Avas  the 
lowest, 

"(C)  by  adding  to  the  beneficiary's  taxable  income  for  each 
of  the  3  taxable  years  remaining  after  the  application  of  sub- 
paragraph (B)  an  amount  determined  by  dividing  the 
amount  deemed  distributed  under  section  666  and  required 
to  be  included  in  income  under  subsection  (a)  by  the  number 
of  preceding  taxable  years  determined  under  subparagraph 
(A),  and 

"(D)  by  determining  the  average  increase  in  tax  for  the 
3  taxable  years  referred  to  in  subparagraph  (C)  resulting 
from  the  application  of  such  subparagraph. 
The  partial  tax  imposed  by  subsection  (a)  (2)  shall  be  the  excess 
(if  any)  of  the  average  increase  in  tax  determined  under  subpar- 
agraph (D) ,  multiplied  by  the  number  of  preceding  taxable  yeare 
determined  under  subparagraph  (A),  over  the  amount  of 
taxes  deemed  distributed  to  the  beneficiary  under  sections  666(b) 
and  (c). 

"(2)  Treatment  of  loss  years. — For  purposes  of  paragraph 
(1),  the  taxable  income  of  the  beneficiary  for  any  taxable  year 
shall  be  deemed  not  to  be  less  than  zero. 

"(3)  Certain  preceding  taxable  years  not  taken  into 
account. — For  purposes  of  paragraph  (1),  if  the  amount  of  the 
undistributed  net  income  deemed  distributed  in  any  preceding  tax- 
able year  of  the  trust  is  less  than  25  percent  of  the  amount  of  the 
accumulation  distribution  divided  by  the  number  of  preceding  i 
taxable  years  to  which  the  accumulation  distribution  is  allocated  i 
under  section  666(a),  the  number  of  preceding  taxable  years  of  I 
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the  trust  with  respect  to  which  an  amount  is  deemed  distributed 
to  a  beneficiary  under  section  666(a)  shall  be  determined  without 
regard  to  such  year. 

"(4)  Effect  of  other  acctjmtjlatiox  distributions. — In  com- 
puting the  partial  tax  under  paragraph  (1)  for  any  beneficiary, 
the  income  of  such  beneficiary  for  each  of  his  prior  taxable  years 
shall  include  amounts  previously  deemed  distributed  to  such 
beneficiary  in  such  year  under  section  666  as  a  result  of  prior  accu- 
mulation distributions  (whether  from  the  same  or  another  trust). 

"(5)  Multiple  distributioxs  ix  the  same  taxable  year. — 
In  the  case  of  accumulation  distributions  made  from  more  than 
one  trust  which  are  includible  in  the  income  of  a  beneficiary  in 
the  same  taxable  year,  the  distributions  shall  be  deemed  to  have 
been  made  consecutively  in  whichever  order  the  beneficiary  shall 
determine. 

"(c)  Special  Kule  for  Multiple  Trusts. — 

"(1)  Ix  GEXERAL. — If,  iu  the  same  prior  taxable  year  of  the 
beneficiary  in  which  any  part  of  the  accumulation  distribution 
from  a  trust  (hereinafter  in  this  paragraph  referred  to  as  'third 
trust')  is  deemed  under  section  666(a)  to  have  been  distributed  to 
such  beneficiary,  some  part  of  prior  distributions  by  each  of  2  or 
more  other  trusts  is  deemed  under  section  666(a)  to  have  been 
distributed  to  such  beneficiary,  then  subsections  (b)  and  (c)  of 
section  666  shall  not  apply  with  respect  to  such  part  of  the  accu- 
mulation distribution  from  such  third  trust. 

"(2)  ACCUMULATIOX  DISTRIBUTIOXS  FROil  TRUST  XOT  TAKEN  IXTO 
ACCOUNT  UXLESS  THEY  EQUAL  OR  EXCEED  $1,000.  For  purpoSeS  of 

paragraph  (1),  an  accumulation  distribution  from  a  trust  to 
a  beneficiary  shall  be  taken  into  account  only  if  such  distribution, 
when  added  to  any  prior  accumulation  distributions  from  such 
trust  which  are  deemed  under  section  666(a)  to  have  been  dis- 
tributed to  such  beneficiary  for  the  same  prior  taxable  year  of 
the  beneficiary,  e<:]uals  or  exceeds  $1,000.*' 

(2)  Section  666  (relating  to  accumulation  distribution  alio-   26  USC  666. 
cated  to  preceding  years)  is  amended  by  adding  at  the  end  thereof 

the  following  new  subsection : 
"(e)  Dexial  of  Refuxd  to  Trusts  axd  Bexeficiaries. — No  refund 
or  credit  shall  be  allowed  to  a  trust  or  a  beneficiary  of  such  trust  for 
any  preceding  taxable  year  by  reason  of  a  distribution  deemed  to  have 
been  made  by  such  trust  in  such  year  under  this  section." 

(3)  Section  668  (relating  to  treatment  of  amounts  deemed   26  USC  668. 
distributed  in  preceding  years)  is  hereby  repealed. 

(b)  IxcoME  Accumulated  Before  Child  Attaixs  Age  of  21  Years 
Not  To  Be  Subject  to  the  Throwback  Rule. — Subsection  (b)  of 

section  665  (defining  accumulation  distribution)  is  amended  by  adding  26  USC  665. 
at  the  end  thereof  the  following  new  sentence :  "For  purposes  of  sec- 
tion 667  (other  than  subsection  (c)  thereof,  relating  to  multiple  Ante.,  p.  1575. 
trusts),  the  amounts  specified  in  paragraph  (2)  of  ^^tion  661(a) 
shall  not  include  amounts  properly  paid,  credited,  or  required  to  be 
distributed  to  a  beneficiary  from  a  trust  (other  than  a  foreign  trust) 
as  income  accumulated  before  the  birth  of  such  beneficiary  or  before 
such  beneficiary  attains  the  age  of  21." 

(c)  No  Accumulatiox  Distributiox  Where  Distributioxs  Do  Not 
Exceed  Accouxtixg  Ixcome. — Section  665(b)  (defining  accumulation 
distribution),  as  amended  by  subsection  (b),  is  amended  by  adding  at 
the  end  thereof  the  following  new  sentence :  "If  the  amounts  properly 
paid,  credited,  or  required  to  be  distributed  by  the  trust  for  the  taxable 
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year  do  not  exceed  the  income  of  the  trust  for  such  year,  there  shall  be 
no  accumulation  distribution  for  such  year.'' 

(d)  Repeal  of  Special  Capital  Gain  Throwback. — 

(1)  Section  669  (relating  to  treatment  of  capital  gain  deemed 
distributed  in  preceding  years)  is  hereby  repealed. 

(2)  Paragraph  (1)  of  section  665(e)  (defining  preceding  tax- 
able year)  is  amended — 

(A)  by  striking  out  subparagraph  (C), 

(B)  by  inserting  "or"  at  the  end  of  subparagraph  (A), 
and 

(C)  by  striking  out  or"  at  the  end  of  subparagraph  (B) 
and  inserting  in  lieu  thereof  " ;  and". 

(3)  Section  665  (definitions  applicable  to  subpart  D)  is 
amended  by  striking  out  subsections  (f)  and  (g). 

(e)  Special  Rule  for  Gain  on  Property  Transferred  to  Trust 
AT  Less  Than  Fair  Market  Value. — 

(1)  In  GENERAL. — Subpart  A  of  part  I  of  subchapter  J  of 
chapter  1  (relating  to  general  rules  for  taxation  of  estates  and 
trusts)  is  amended  by  adding  at  the  end  thereof  the  follo^Ying 
new  section : 

26  use  644.  "SEC.  644.  SPECIAL  RULE  FOR  GAIN  ON  PROPERTY  TRANSFERRED  TO 

TRUST  AT  LESS  THAN  FAIR  MARKET  VALUE. 

"(a)  Imposition  of  Tax. — 

"(1)    In  GENERAL.  If  

"(A)  a  trust  (or  another  trust  to  which  the  property  is 
distributed)  sells  or  exchanges  property  at  a  gain  not  more 
than  2  years  after  the  date  of  the  initial  transfer  of  the  prop- 
erty in  trust  by  the  transferor,  and 

"(B)  the  fair  market  value  of  such  property  at  the  time  | 
of  the  initial  transfer  in  trust  by  the  transferor  exceeds  the 
adjusted  basis  of  such  property  immediately  after  such 
transfer, 

there  is  hereby  imposed  a  tax  determined  in  accordance  with  para- 
graph (2)  on  the  includible  gain  realized  on  such  sale  or  exchange. 

"  (2)  Amount  of  tax. — The  amount  of  the  tax  imposed  by  para- 
graph ( 1 )  on  any  includible  gain  realized  on  the  sale  or  exchange 
of  any  property  shall  be  equal  to  the  sum  of — 
"(A)  the  excess  of — 

"(i)  the  tax  which  would  have  been  imposed  under 
this  chapter  for  the  taxable  year  of  the  transferor  in 
which  the  sale  or  exchange  of  such  property  occurs  had 
the  amount  of  the  includible  gain  realized  on  such  sale  or 
exchange,  reduced  by  any  deductions  properly  allocable 
to  such  gain,  been  included  in  the  gross  income  of  the  I 
transferor  for  such  taxable  year,  over 

"(ii)  the  tax  actually  imposed  under  this  chapter  for 
such  taxable  year  on  the  transferor,  plus 
"(B)  if  such  sale  or  exchange  occurs  in  a  taxable  year 
of  the  transferor  which  begins  after  the  beginning  of  the 
taxable  year  of  the  trust  in  which  such  sale  or  exchange 
occurs,  an  amount  equal  to  the  amount  determined  under  sub- 
paragraph (A)  multiplied  by  the  annual  rate  established 
unjder  section  6621. 
"(3)  Taxable  year  for  which  tax  imposed. — The  tax  imposed 
by  paragi^aph  (1)  shall  be  imposed  for  the  taxable  year  of  the 
trust  which  begins  with  or  within  the  taxable  year  of  the  trans- 
feror in  which  the  sale  or  exchange  occurs. 


26  use  669. 
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"  (4)  Tax  to  be  ix  additiox  to  other  taxes. — The  tax  imposed 
by  this  subsection  for  any  taxable  year  of  the  trust  shall  be  in 
addition  to  any  other  tax  imposed  by  this  chapter  for  such  taxable 
year. 

(b)  Defixitiox  of  Ixcludible  Gaix. — For  purposes  of  this  section, 
the  term  'includible  gain'  means  the  lesser  of — 

"(1)  the  gain  realized  by  the  trust  on  the  sale  or  exchange  of 
any  property,  or 

'*(2)  the  excess  of  the  fair  market  value  of  such  property  at  the 
time  of  the  initial  transfer  in  trust  by  the  transferor  over  the 
adjusted  basis  of  such  property  immediately  after  such  transfer. 
"(c)  Character  of  Ixcludible  Gaix. — For  purposes  of  subsection 
(a)- 

"(1)  the  character  of  the  includible  gain  shall  be  determined 
as  if  the  property  had  actually  been  sold  or  exchanged  by  the 
transferor,  and  any  activities  of  the  trust  with  respect  to  the  sale 
or  exchange  of  the  property  shall  be  deemed  to  be  activities  of  the 
transferor,  and 

"(2)  the  portion  of  the  includible  gain  subject  to  the  provisions 
of  section  1245  and  section  1250  shall  be  determined  in  accordance 
with  regulations  prescribed  by  the  Secretary. 
*'(d)  Special  Rule  for  Short  Sales. — If  the  trust  sells  the  prop- 
erty referred  to  in  subsection  (a)  in  a  shoit  sale  within  the  2-year 
period  referred  to  in  such  subsection,  such  2-year  period  shall  be 
extended  to  tlie  date  of  the  closing  of  such  short  sale. 
"(e)  ExcEPTioxs. — Subsection  (a)  shall  not  apply  to  property — 
"(1)  acquired  by  the  trust  from  a  decedent  or  Avhich  passed 
to  a  trust  from  a  decedent   (within  the  meaning  of  section 
1014),  or 

"(2)  acquired  bv  a  pooled  income  fund  (as  defined  in  section 
642(c)(5)), or 

"(3)  acquired  by  a  charitable  remainder  annuity  trust  (as 
defined  in  section  664(d)  (1))  or  a  charitable  remainder  unitrust 
(as  defined  in  sections  664(d)  (2)  and  (3) ) ,  or 

"(4)  if  the  sale  or  exchange  of  the  proj^erty  occurred  after  the 
death  of  the  transferor. 
"(f)  Special  Rule  for  Ixstallmext  Sales. — If  the  trust  elects  to 
report  income  under  section  453  on  any  sale  or  exchange  to  which  sub- 
section (a)  applies,  under  regulations  prescribed  by  the  Secretary — 
"(1)  subsection  (a)  shall  be  applied  as  if  each  installment  were 
a  separate  sale  or  exchange  of  property  to  which  such  subsection 
applies,  and 

"(2)  the  term  'includible  gain'  shall  not  include  any  portion  of  "Includible 
an  installment  received  by  the  trust  after  the  death  of  the  gain." 
transferor.'' 

(2)  ExcLusiox  OF  ixcludible  gaix  from  taxable  ixcome. — Sec- 
tion 611  (relating  to  imposition  of  tax)  is  amended  by  inserting  26  USC  641. 
after  subsection  (b)  the  following  new  subsection: 
"(c)  ExcLUSiox  OF  Ixcludible  Gaix  From  Taxable  Ixcome. — 

"(1)  Gexeral  rule. — For  purposes  of  this  part,  the  taxable 
income  of  a  trust  does  not  include  the  amount  of  any  includible 
gain  as  defined  in  section  644(b)  reduced  by  any  deductions 
properly  allocable  thereto. 

"(2)  Cross  REFEREXCE. — 

"For  the  taxation  of  any  includible  gain,  see  section  644.**. 
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(f )  Conforming  Amendments. — 

(1)  Subparagraph  (B)  of  subsection  (a)(2),  and  subpara- 
26  use  1302.  graph  (B)  of  subsection  (b)(2),  of  section  1302  (definition  of 

averageable  income;  related  definitions)  are  each  amended  by 
striking  out  "668(a)"  and  inserting  in  lieu  thereof  "667 (a)". 
26  use  6401.  (2)  Section  6401(b)  (relating  to  excessive  credits),  as  in  effect 

on  the  day  before  the  date  of  the  enactment  of  the  Tax  Reduction 
26  use  1  note.  Act  of  1975,  is  amended  by  striking  out  "wages),"  and  inserting 

in  lieu  thereof  "wages)  and",  and  by  striking  out  "and  667(b) 
(relating  to  taxes  paid  by  certain  trusts)". 

(3)  Section  6401  (b)  (relating  to  excessive  credits) ,  as  amended 
by  the  Tax  Reduction  Act  of  1975,  is  amended  by  striking  out 
"lubricating  oil),"  and  inserting  in  lieu  thereof  "lubricating  oil), 
and",  and  by  striking  out  "and  section  667(b)  (relating  to  taxes 
paid  by  certain  trusts)". 

(g)  Clerical  Amendments. — 

(1)  The  table  of  sections  for  subpart  D  of  part  I  of  subchapter 
J  of  chapter  1  is  amended  by  striking  out  the  items  relating  to  sec- 
tions 667,  668,  and  669  and  inserting  in  lieu  thereof  the  following : 

"Sec.  667.  Treatment  of  amounts  deemed  distributed  by  trust  in  pre- 
ceding years." 

(2)  The  table  of  sections  for  subpart  A  of  part  I  of  subchapter 
J  of  chapter  1  is  amended  by  adding  at  the  end  thereof  the 
following  new"  item : 

"Sec.  644.  Special  rule  for  gain  on  property  transferred  to  trust  at  less 
than  fair  market  value.". 

(h)  Effective  Dates. — The  amendments  made  by  subsections  (a), 
(b),  (c),  (d),  and  (f )  of  this  section  shall  apply  to  distributions  made 
in  taxable  years  beginning  after  December  31,  1975.  The  amendments 
made  by  subsection  (e)  of  this  section  shall  apply  to  transfers  in  trust 
made  after  May  21, 1976. 

TITLE  VIII— CAPITAL  FORMATION 

SEC.  801.  EXTENSION  OF  $100,000  LIMITATION  ON  USED  PROPERTY  FOR 
4  YEARS. 

26  use  48  note.  Paragraph  (2)  of  section  301  (c)  of  the  Tax  Reduction  Act  of  1975 
is  amended  by  striking  out  ''January  1,  1977"  and  inserting  in  lieu 
thereof  "January  1,  1981*'. 

SEC.  802.  EXTENSION  OF  10  PERCENT  CREDIT  FOR  4  YEARS  AND  FIRST- 
IN-FIRST-OUT  TREATMENT  OF  INVESTMENT  TAX  CREDIT. 

26  use  46.  (a)  In  General. — Subsection  (a)  of  section  46  (relating  to  deter- 

mination of  amount  of  investment  credit)  is  amended — 

(1)  by  redesignating  paragraphs  (2)  through  (6)  as  (3) 
through  (7),  respectively,  and 

(2)  by  striking  out  so  much  of  such  subsection  as  precedes  para- 
graph (3)  (as  redesignated  by  paragraph  (1)  of  this  subsection) 
and  inserting  in  lieu  thereof  the  following : 

"(a)  General  Rule. — 

"(1)  FiRST-iN-FiRST-ouT  RULE. — The  amouut  of  the  credit 
allowed  by  section  38  for  the  taxable  year  shall  be  an  amount 
equal  to  the  sum  of — 

"(A)  the  investment  credit  carryovers  carried  to  such  tax- 
able year. 


26  use  667 
note. 
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"(B)  the  amount  of  the  credit  determined  under  paragraph 
(2)  for  such  taxable  year,  plus 

''(C)  the  investment  credit  carrybacks  carried  to  such  tax- 
able year. 

"(2)  Amount  or  credit  for  current  taxable  year. — 

"(A)  10  PERCENT  credit. — Except  as  otherwise  provided 
in  subparagraph  ( B ) ,  in  the  case  of  a  property  described  in 
subparagraph  (D),  the  amount  of  the  credit  determined 
under  this  paragraph  for  the  taxable  year  shall  be  an  amount 
equal  to  10  percent  of  the  qualified  investment  (as  determined 
under  subsections  (c)  and  (d)). 

"(B)  Additional  credit. — In  the  case  of  a  corporation 
which  elects  (at  such  time,  in  such  form,  and  in  such  manner 
as  the  Secretary  prescribes)  to  have  the  provisions  of  this 
subparagraph  apply,  the  amount  of  the  credit  determined 
under  this  paragraph  shall  be  an  amount  equal  to — 

"(i)  11  percent  of  the  qualified  investment  (as  deter- 
mined under  subsections  (c)  and  (d)),  plus 

"(ii)  an  additional  percent  (not  in  excess  of  one-half 
percent)  of  the  qualified  investment  (as  determined 
under  such  subsections)  equal  in  amount  to  the  amount 
determined  under  section  801(e)  of  the  Tax  Reduction 
Act  of  1975.  Post,  p.  1587. 

An  election  may  not  be  made  to  have  the  provisions  of  this 
subparagraph  apply  unless  the  corporation  meets  the  require- 
ments of  section  301(d)  of  the  Tax  Reduction  Act  of  1975.  26  USC  46  note. 

"(C)  7  percent  credit. — In  the  case  of  property  not 
described  in  subparagraph  (D),  the  amount  of  credit  deter- 
mined under  this  jDaragraph  for  the  taxable  year  shall  be  an 
amount  equal  to  7  percent  of  the  qualified  investment  (as 
determined  under  subsections  (c)  and  (d)). 

"(D)  Transitional  rules. — The  provisions  of  subpara- 
graphs (A)  and  (B)  shall  apply  only  to — 

"(i)  property  to  which  subsection  (d)  does  not  apply, 
the  construction,  reconstruction,  or  erection  of  which  is 
completed  by  tlie  taxpayer  after  January  21,  1975,  but 
only  to  the  extent  of  the  basis  thereof  attributable  to  the 
construction,  reconstruction,  or  erection  after  Janu- 
ary 21,  1975,  and  before  January  1,  1981, 

"(ii)  property  to  which  subsection  (d)  does  not  apply, 
cicquired  by  the  taxpayer  after  January  21,  1975,  and 
before  January  1,  1981,  and  placed  in  service  by  the 
taxpayer  before  January  1,  1981,  and 

"(iii)  property  to  which  subsection  (d)  applies,  but 
only  to  the  extent  of  the  qualified  investment  (as  deter- 
mined under  subsections  (c)  and  (d))  with  respect  to 
qualified  progress  expenditures  made  after  January  21, 
1975,  and  before  January  1,  1981. 
For  purposes  of  applying  clause  (ii)  of  subparagraph  (B), 
the  date  'December  31,  1976,'  shall  be  substituted  for  the 
date  'January  21,  1975,'  each  place  it  appears  in  this 
subparagraph," 
(b)  Conforming  Amendments. — 

(1)  Paragraphs  (4),  (5),  (6),  and  (7)  of  section  46(a)  (as  26  USC  46. 
redesignated  by  subsection  (a) )  are  each  amended  by  striking  out 
"paragraph  (2) "  and  inserting  in  lieu  thereof  "paragraph  (3) ". 
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26  use  46.  (2)  Subsection  (b)  of  section  46  (relating  to  carryback  and 

carryover  of  unused  credits)  is  amended  to  read  as  follows: 
"(b)  Carryback  and  Carryover  of  Unused  Credits. — 

"  (1)  In  general. — If  the  sum  of  the  amount  of  the  investment 
credit  carryovers  to  the  taxable  year  under  subsection  (a)  (1) 

(A)  plus  the  amount  determined  under  subsection  (a)(1)(B)  for 
the  taxable  year  exceeds  the  amount  of  the  limitation  imposed  by 
subsection  (a)  (3)  for  such  taxable  year  (hereinafter  in  this 
subsection  referred  to  as  the  'unused  credit  year'),  such  excess 
attributable  to  the  amount  determined  under  subsection  (a)(1) 

(B)  shall  be— 

"(A)  an  investment  credit  carryback  to  each  of  the  3  tax- 
able years  preceding  the  unused  credit  year,  and 

"(B)  an  investment  credit  carryover  to  each  of  the  7  tax- 
able years  following  the  unused  credit  year, 
and,  subject  to  the  limitations  imposed  by  paragraphs  (2)  and 
(3),  shall  be  taken  into  account  under  the  provisions  of  subsec- 
tion (a)  (1)  in  the  manner  provided  in  such  subsection.  The 
entire  amount  of  the  unused  credit  for  an  unused  credit  year  shall 
be  carried  to  the  earliest  of  the  10  taxable  years  to  which  (by 
reason  of  subparagraphs  (A)  and  (B))  such  credit  may  be 
carried  and  then  to  each  of  the  other  9  taxable  years  to  the  extent, 
because  of  the  limitations  imposed  by  paragraphs  (2)  and  (3), 
such  unused  credit  may  not  be  taken  into  account  under  subsec- 
tion (a)  (1)  for  a  prior  taxable  year  to  which  such  unused  credit 
may  be  carried.  In  the  case  of  an  unused  credit  for  an  unused 
credit  year  ending  before  January  1, 1971,  which  is  an  investment 
credit  carryover  to  a  taxable  year  beginning  after  December  31, 
1970  (determined  without  regard  to  this  sentence),  this  para- 
graph shall  be  applied — 

"(C)  by  substituting  '10  taxable  years'  for  '7  taxable  years' 
in  subparagraph  (B),  and  by  substituting  '13  taxable  years' 
for  '10  taxable  years',  and  '12  taxable  years'  for  '9  taxable 
years'  in  the  preceding  sentence,  and 

"(D)  by  carrying  such  an  investment  credit  carryover  to  a 
later  taxable  year  (than  the  taxable  year  to  which  it  would, 
but  for  this  subparagraph,  be  carried)  to  which  it  may  be 
carried  if,  because  of  the  amendments  made  by  section  802 
(b)  (2)  of  the  Tax  Reform  Act  of  1976,  carrying  such  carry- 
over to  the  taxable  year  to  which  it  would,  but  for  this 
subparagraph,  be  carried  would  cause  a  portion  of  an  unused 
credit  from  an  unused  credit  year  ending  after  December  31, 
1970  to  expire. 

"(2)  Limitation  on  carrybacks. — The  amount  of  the  unused 
credit  which  may  be  taken  into  account  under  subsection  (a)  (1) 
for  any  preceding  taxable  year  shall  not  exceed  the  amount  by 
which  the  limitation  imposed  by  subsection  (a)  (3)  for  such  tax- 
able year  exceeds  the  sum  of — 

"(A)  the  amounts  determined  under  subparagraphs  (A) 
and  (B)  of  subsection  (a)  (1)  for  such  taxable  year,  plus 

"(B)  the  amounts  which  (by  reason  of  this  subsection)  are 
carried  back  to  such  taxable  year  and  are  attributable  to  tax- 
able years  preceding  the  unused  credit  year. 
"(3)  Limitation  on  carryovers, — The  amount  of  the  unused 
credit  whicli  may  be  taken  into   account  under  subsection 
(a)  (1)  (A)  for  any  succeeding  taxable  year  vshall  not  exceed  the 
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amount  bv  which  the  limitation  imposed  by  subsection  (a)(3)  for 
such  taxable  3'ear  exceeds  the  sum  of  the  amounts  which,  by  reason 
of  this  subsection,  are  carried  to  such  taxable  year  and  are  attribut- 
able to  taxable  years  preceding  the  unused  credit  j^ear."' 

(3)  Subparagraph  (A)  of  section  46(c)  (3)  (relating  to  public    26  USC  46. 
utility  property)  is  amended  by  striking  out  "subsection  (a)  (1) 

(C)"  and  inserting  in  lieu  thereof  ''subsection  (a)  (2)  (C)". 

(4)  Paragraph  (1)  of  section  46(e)  (relating  to  limitations 
with  respect  to  certain  persons)  is  amended  by  striking  out  "sub- 
section (a)  (2)"  and  inserting  in  lieu  thereof  "subsection  (a)  (3)". 

(5)  The  first  sentence  of  section  46  (f )  (8)  (relating  to  prohibi- 
tion of  immediate  flowthrough  of  investment  credit)  is  amended 
by  inserting  after  "the  Tax  Reduction  Act  of  1975"  the  following : 
"and  the  Tax  Pveform  Act  of  1976-'. 

(6)  Subsection  (f )  of  section  48  (relating  to  estates  and  trusts)    26  USC  48. 
is  amended  bv  striking  out  "section  46(a)  (2)"  and  inserting  in 

lieu  thereof  "section  46(a)  (3)". 

(7)  Section  301(d)   of  the  Tax  Reduction  Act  of  1975  is    26  USC  46  note, 
amended  by  striking  out  "section  46(a)(1)(B)"  each  place  it 

appears  and  inserting  in  lieu  thereof  "section  46(a)  (2)  (B)". 
(c)  Effecti\-e  Date. — The  amendments  made  by  this  section  shall   26  USC  46  note, 
apply  to  taxable  years  beginning  after  December  31,  1975. 

SEC.  803.  EMPLOYEE  STOCK  OWNERSHIP  PLANS;  STUDY  OF  EXPANDED 
STOCK  OWNERSHIP. 

(a)  A:mexdmext  of  the  Ixterxal  Revex^ue  Code  of  1954. — Sec- 
tion 46(f)  (relating  to  limitation  in  case  of  certain  regulated  com-    26  USC  46. 
panies)  is  amended  by  adding  at  the  end  thereof  the  following  new 
paragraph : 

"(9)  Special  rule  for  additiox^al  credit. — If  the  taxpayer 
makes  an  election  under  subparagraph  (B)  of  subsection  (a)  (2), 
for  a  taxable  year  beginning  after  December  31,  1975,  then,  not- 
withstanding the  prior  paragraphs  of  this  subsection,  no 
credit  shall  be  allowed  by  section  38  in  excess  of  the  amount  which 
would  be  allowed  without  regard  to  the  provisions  of  subpara- 
graph (B)  of  subsection  (a)  (2)  if — 

"(A)  the  taxpayer's  cost  of  service  for  ratemaking  pur- 
poses or  m  its  regulated  books  of  account  is  reduced  by  rea- 
son of  any  portion  of  such  credit  which  results  from  the 
transfer  of  employer  securities  or  cash  to  an  employee  stock 
ownership  plan  which  meets  the  requirements  of  section 
301(d)  of  the  Tax  Reduction  Act  of  1975; 

"(B)  the  base  to  which  the  taxpayer's  rate  of  return  for 
ratemaking  purposes  is  applied  is  reduced  by  reason  of  any 
portion  of  such  credit  which  results  from  a  transfer  described 
in  subparagraph  (A)  to  such  employee  stock  ownership  plan ; 
or 

"(C)  any  portion  of  the  amount  of  such  credit  which 
results  from  a  transfer  described  in  subparagraph  (A)  to 
such  employee  stock  ownership  plan  is  treated  for  ratemaking 
purx^oses  in  any  way  other  than  as  though  it  had  been  con- 
tributed by  the  taxpayer's  common  shareholders." 

(b)  Special  Rules. — 

(1)  Paragraph  (4)  of  section  46(f)  is  amended — 

(A)  by  striking  out  "paragraphs  (1)  and  (2)"  in  sub- 
paragraph (A)  and  inserting  in  lieu  thereof  "paragraphs 
(1),  (2), and  (9)"; 
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(B)  by  striking  out  "paragraph  (1)  or  (2)''  each  place 
it  appears  in  subparagraph  (A)  and  inserting  in  lieu  thereof 
•'paragraph  (1),  (2),  or  (9)";  and 

(C)  by  striking  out  "paragraph  (2),"  in  subparagraph 
(B)  (ii)  and  inserting  in  lieu  thereof  "paragraph  (2)  or  the 
election  described  in  paragraph  (9),". 

26  use  401.  (2)  Section  401(a)  (relating  to  qualified  pension,  etc.,  plans) 

is  amended  by  adding  after  paragraph  (20)  the  following  new 
paragraph : 

"(21)  A  trust  forming  part  of  an  employee  stock  ownership 
plan  which  satisfies  the  requirements  of  section  301  (d)  of  the  Tax 
Reduction  Act  of  1975  shall  not  fail  to  be  considered  a  permanent 
program  merely  because  employer  contributions  under  the  plan 
are  determined  solely  by  reference  to  the  amount  of  credit  which 
would  be  allowable  under  section  46(a)  if  the  employer  made  the 
transfer  described  in  subsection  (d)  (6)  or  (e)  (3)  of  section  301 
Post,  p.  1587  of  the  Tax  Reduction  Act  of  1975." 

26  use  1504.  (3)  Section  1504(a)  is  amended  by  striking  out  "dividends." 

at  the  end  thereof  and  inserting  in  lieu  thereof  "dividends, 
employer  securities  within  the  meaning  of  section  301(d)  (9)  (A) 
of  the  Tax  Reduction  Act  of  1975,  or  qualifying  employer  securi- 
ties within  the  meaning  of  section  4975(e)  (8)  while  such  securi-^ 
ties  are  held  under  an  employee  stock  ownership  plan  w^hich  meets 
the  requirements  of  section  301(d)  of  such  Act  or  section  4975 
(e)  (7),  respectively." 

26  use  415.  (4)  Section  415(e)(5)  is  amended  by  striking  out  "For  pur- 

poses of  this  subsection,"  and  inserting  in  lieu  thereof  "For  pur- 
poses of  this  section,", 
(c)  Plan  Requieemexts  for  Taxpayers  Electixg  Additioxal 

26  use  46  note.    Credit.— Section  301(d)   of  the  Tax  Reduction  Act  of  1975  is 
amended — 

(1)  by  adding  at  the  end  of  paragraph  (3)  the  following 
sentence:  "For  purposes  of  this  paragraph,  the  amount  of  com- 
pensation paid  to  a  participant  for  a  year  is  the  amount  of  such 
participant's  compensation  wdthin  the  meaning  of  section  415 
(c)  (3)  of  such  Code  for  such  year.", 

(2)  by  striking  out  paragraph  (6)  and  inserting  in  lieu  thereof 
the  following: 

"(6)  On  making  a  claim  for  credit,  adjustment,  or  refund 
under  section  38  of  the  Internal  Revenue  Code  of  1954,  the 
employer  states  in  such  claim  that  it  agrees,  as  a  condition  of 
receiving  any  such  credit,  adjustment,  or  refund — 

"(A)  in  the  case  of  a  taxable  year  beginning  before  Janu- 
ary 1,  1977,  to  transfer  employer  securities  forthwith  to  the 
plan  having  an  aggregate  value  at  the  time  of  the  claim  of 
1  percent  of  the  amount  of  the  qualified  investment  (as  deter- 
mined under  section  46  (c)  and  (d)  of  such  Code)  of  the 
taxpayer  for  the  taxable  year,  and 

"(B)  in  the  case  of  a  taxable  year  beginning  after 
December  31, 1976— 

"  (i)  to  transfer  employer  securities  to  the  plan  having 
an  aggregate  value  at  the  time  of  the  claim  of  1  percent 
of  the  amount  of  the  qualified  investment  (as  determined 
under  section  46  (c)  and  (d)  of  such  Code)  of  the 
employer  for  the  taxable  year, 
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"(ii)  except  as  provided  in  clause  (iii),  to  effect  the 
transfer  not  later  than  30  days  after  the  time  (including 
extensions)  for  filing  its  income  tax  return  for  a  taxable 
year,  and 

"(iii)  in  the  case  of  an  employer  whose  credit  (as 
determined  under  section  46(a)(2)(B)  of  such  Code)    Ante,  p.  15S0. 
for  a  taxable  year  beginning  after  December  31,  1976, 
exceeds  the  limitations  of  paragraph  (3)  of  section  46  (a) 
of  such  Code — 

"(I)  to  effect  that  portion  of  the  transfer  allo- 
cable to  investment  credit  carrybacks  of  sncli  excess 
credit  at  the  time  required  under  clause  (ii)  for  the 
unused  credit  year  (within  the  meaning  of  section 
46(b)  of  such  Code),  and 

"(II)  to  effect  that  portion  of  the  transfer 
allocable  to  investment  credit  carryovers  of  such 
excess  credit  at  the  time  required  under  clause  (ii) 
for  the  taxable  year  to  which  such  portion  is  carried 
over. 

For  purposes  of  meeting  the  requirements  of  this  paragraph, 
a  transfer  of  cash  shall  be  treated  as  a  transfer  of  employer 
securities  if  the  cash  is,  under  the  plan,  used  to  purchase 
employer  securities.", 
(3)  by  deleting  paragraph  (8)  and  inserting  in  lieu  thereof  the 
following : 

"(8)  (A)  Except  as  provided  in  subparagraph  (B)  (iii),  if  the  ""^^^ 
amount  of  the  credit  determined  under  section  46(a)  (2)  (B)  of 
the  Internal  Revenue  Code  of  1954  is  recaptured  or  redetermined 
in  accordance  with  the  provisions  of  sucli  Code,  the  amounts  trans- 
ferred to  the  plan  under  this  subsection  and  subsection  (e)  and 
allocated  under  the  plan  shall  remain  in  the  plan  or  in  participant 
accounts,  as  the  case  may  be,  and  continue  to  be  allocated  in 
accordance  with  the  plan. 

"(B)  If  the  amount  of  the  credit  determined  under  section 
46(a)  (2)  (B)  of  the  Internal  Revenue  Code  of  1954  is  recaptured 
in  accordance  with  the  provisions  of  such  Code — 

"(i)  the  employer  may  reduce  the  amount  required  to  be 
transferred  to  the  plan  under  paragraph  (6)  of  this  subsec- 
tion, or  under  paragraph  (3)  of  subsection  (e),  for  the  cur- 
rent taxable  year  or  any  succeeding  taxable  years  by  the 
portion  of  the  amount  so  recaptured  which  is  attributable  to 
the  contribution  to  such  plan, 

"(ii)  notwithstanding  the  proA-isions  of  paragraph  (12), 
the  employer  may  deduct  such  portion,  subject  to  the  limita- 
tions of  section  404  of  such  Code  (relating  to  deductions  for   26  USC  404. 
contributions  to  an  employees'  trust  or  plan),  or 

"  (iii)  if  the  requirements  of  subsection  (f )  (1)  are  met,  the 
employer  may  withdraw  from  the  plan  an  amount  not  in 
excess  of  such  portion. 
"(C)  If  the  amount  of  the  credit  claimed  by  an  employer  for  a 
prior  taxable  year  under  section  38  of  the  Internal  Revenue  Code 
of  1954  is  reduced  because  of  a  redetermination  which  becomes 
final  during  the  taxable  year,  and  the  employer  transferred 
amounts  to  a  plan  which  were  taken  into  account  for  purposes  of 
this  subsection  for  that  prior  taxable  year,  then — 
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"(i)  the  employer  may  reduce  the  amount  it  is  required  to 
transfer  to  the  plan  under  paragraph  (6)  of  this  subsection, 
or  under  paragraph  (3)  of  subsection  (e),  for  the  taxable 
year  or  any  succeeding  taxable  year  by  the  portion  of  the 
amount  of  such  reduction  in  the  credit  or  increase  in  tax 
which  is  attributable  to  the  contribution  to  such  plan,  or 

"(ii)  notwithstanding  the  provisions  of  paragraph  (12), 
the  employer  may  deduct  such  portion  subject  to  the 
limitations  of  section  404  of  such  Code.", 

(4)  by  striking  out  "in  control  of  the  employer  (within  the 
meaning  of  section  368(c)  of  the  Internal  Revenue  Code  of  1954)" 
in  paragraph  (9)  (X)  and  inserting  in  lieu  thereof  "a  member  of 
a  controlled  group  of  corporations  which  includes  the  employer 
(within  the  meaning  of  section  1563(a)  of  the  Internal  Revenue 
Code  of  1954,  determined  without  regard  to  section  1563(a)  (4) 
and  (e)(3)(C)  of  such  Code)",  and 

(5)  by  adding  at  the  end  thereof  the  following  new  paragraphs : 
"  ( 13 )  ( A)  As  reimbursement  for  the  expense  of  establishing  the 

plan,  the  employer  may  withhold  from  amounts  due  the  plan 
for  the  taxable  year  for  which  the  plan  is  established,  or  the  plan 
may  pay,  so  much  of  the  amounts  paid  or  incurred  in  connection 
with  the  establishment  of  the  plan  as  does  not  exceed  the  sum 
of  10  percent  of  the  first  $100,000  that  the  employer  is  required 
to  transfer  to  the  plan  for  that  taxable  year  under  paragraph 
6)  (including  any  amounts  transferred  under  subsection  (e) 
3) )  and  5  percent  of  any  amount  in  excess  of  the  first  $100,000 
of  such  amount. 

"(B)  As  reimbursement  for  the  expense  of  administering  the 
plan,  the  employer  may  withhold  from  amounts  due  the  plan,  or 
the  plan  may  pay,  so  much  of  the  amounts  paid  or  incurred  during 
the  taxable  year  as  expenses  of  administering  the  plan  as  does  not 

exceed  the  smaller  of  

"(i)  the  sum  of  10  percent  of  the  first  $100,000  and  5  per- 
cent of  any  amount  in  excess  of  $100,000  of  the  income  from 
dividends  paid  to  the  plan  with  respect  to  stock  of  the 
employer  during  the  plan  year  ending  with  or  within  the 
employer's  taxable  year,  or 
"(ii)  $100,000. 

"(14)  The  return  of  a  contribution  made  by  an  employer  to  an 
employee  stock  ownership  plan  designed  to  satisfy  the  require- 
ments of  this  subsection  or  subsection  (e)  (or  a  provision  for 
such  a  return)  does  not  fail  to  satisfy  the  requirements  of  this 
subsection,  subsection  (e),  section  401(a)  of  the  Internal  Revenue 
Code  of  1954,  or  section  403(c)  (1)  of  the  Employee  Retirement 
Income  Security  Act  of  1974  if — 

"(A)  the  contribution  is  conditioned  under  the  plan  upon 
determination  by  the  Secretary  of  the  Treasury  that  such 
plan  meets  the  applicable  requirements  of  this  subsection, 
subsection  (e),  or  section  401(a)  of  such  Code, 

"(B)  the  application  for  such  a  determination  is  filed  with 
the  Secretary  not  later  than  90  days  after  the  date  on  which 
the  credit  under  section  38  is  allowed,  and 

"(C)  the  contribution  is  returned  within  one  year  after 
the  date  on  which  the  Secretary  issues  notice  to  the  employer 
that  such  plan  does  not  satisfy  the  requirements  of  this  sub- 
section, subsection  (e),  or  section  401(a)  of  such  Code." 
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(d)  Plax  Eequiremexts  for  Taxpayers  Electixg  Additional 
Oxe-Half  Percext  Credit. — Section  301  of  the  Tax  Reduction  Act  of 
1975  (relating  to  increase  in  investment  credit)  is  amended  by  adding    26  USC  46  note, 
at  the  end  thereof  the  following  new  subsections : 

'•(e)  Plax  Requiremexts  for  Taxpayers  Electixg  Additioxal 
Oxe-Half  Percext  Credit. — 

"(1)  Gexeral  rule. — For  purposes  of  clause  (ii)  of  section  46 
(a)  (2)  (B)  of  the  Internal  Revenue  Code  of  1954,  the  amount 
determined  under  this  subsection  for  a  taxable  year  is  an  amount 
equal  to  the  sum  of  tlie  matching  employee  contributions  for  the 
taxable  year  which  meet  the  requirements  of  this  subsection. 

"(2)  Election;  basic  plax  reqltremexts. — 'No  amount  shall 
be  determined  under  this  subsection  for  the  taxable  year  unless  the 
corporation  elects  to  have  this  subsection  apply  for  that  year. 
A  corporation  may  not  elect  to  have  the  provisions  of  this  sub- 
section applj'  for  a  taxable  year  unless  the  corporation  meets  the 
requirements  of  subsection  (d)  and  the  requirements  of  this 
subsection. 

"(3)  Employer  coxtriblttiox. — On  making  a  claim  for  credit, 
adjustment,  or  refund  imder  section  38  of  the  Internal  Revenue 
Code  of  1954,  the  employer  shall  state  in  such  claim  that  the 
employer  agrees,  as  a  condition  of  receiving  any  such  credit, 
adjustment,  or  refund  attributable  to  the  provisions  of  section  46 
(a)  (2)  (B)  (ii)  of  such  Code,  to  transfer  at  the  time  described  in 
subsection  (d)  (6)  (B)  employer  securities  (as  defined  in  subsec- 
tion (d)(9)  (A))  to  the  plan  having  an  aggregate  value  at  the 
time  of  the  transfer  of  not  more  than  one-half  of  one  peicent  of 
the  amount  of  tlie  qualified  investment  (as  determined  under  sub- 
sections (c)  and  (d)  of  section  46  of  such  Code)  of  the  taxpayer 
for  the  taxable  year.  For  purposes  of  meeting  the  requirements 
of  this  paragraph,  a  transfer  of  cash  shall  be  treated  as  a  transfer 
of  employer  securities  if  the  cash  is,  under  the  plan,  used  to  pur- 
chase employer  securities. 

"(4)  Requirements  relatixg  to  matchixg  employee  contri- 
butions.— 

"(A)  An  amount  contributed  by  an  employee  under  a  plan 
described  in  subsection  (d)  for  the  taxable  year  may  not  be 
treated  as  a  matching  employee  contribution  for  that  taxable 
year  under  this  subsection  unless — 

"(i)  each  employee  who  participates  in  the  plan 
described  in  subsection  (d)  is  entitled  to  make  such  a 
contribution, 

"(ii)  the  contribution  is  designated  by  the  employee  as 
a  contribution  intended  to  be  used  for  matching  employer 
amounts  transferred  under  paragraph  (3)  to  a  plan 
which  meets  the  requirements  of  this  subsection,  and 

"(iii)  the  contribution  is  in  the  form  of  an  amount 
paid  in  cash  to  the  employer  or  plan  administrator  not 
later  than  24  months  after  the  close  of  the  taxable  year 
in  which  the  portion  of  the  credit  allowed  by  section  38 
of  such  Code  (and  determined  under  clause  (ii)  of  sec- 
tion 46(a)  (2)  (B)  of  such  Code  which  the  contribution 
is  to  match)  is  allowed,  and  is  invested  forthwith  in 
employer  securities  (as  defined  in  subsection  (d)  (9) 
(^))' 

"(B)  The  sura  of  the  amounts  of  matching  employee  con- 
tributions taken  into  account  for  purposes  of  this  subsection 
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for  any  taxable  year  may  not  exceed  the  A^alue  (at  the  time 
of  transfer)  of  the  employer  securities  transferred  to  the  plan 
in  accordance  with  the  requirements  of  paragraph  (3)  for 
the  year  for  which  the  employee  contributions  are  designated 
as  matching  contributions. 

"(C)  The  employer  may  not  make  participation  in  the 
plan  a  condition  of  employment  and  the  plan  may  not  require 
matching  employee  contributions  as  a  condition  of  participa- 
tion in  the  plan. 

"(D)  Employee  contributions  under  the  plan  must  meet 
the  requirements  of  section  401(a)  (4)  of  such  Code  (relating 
to  contributions) . 

-  "  (5)  A  plan  must  provide  for  allocation  of  all  employer  securi- 

ties transferred  to  it  or  purchased  by  it  under  this  subsection  to 
the  account  of  each  participant  (who  was  a  participant  at  any 
time  during  the  plan  year,  whether  or  not  he  is  a  participant  at 
the  close  of  the  plan  year)  as  of  the  close  of  the  plan  year  in  an 
amount  equal  to  his  matching  employee  contributions  for  the  year. 
Matching  employee  contributions  and  amounts  so  allocated  shall 
be  deemed  to  be  allocated  under  subsection  (d)  (3). 
"(f)  Recapture. — 

"  (1)  Gej^eral  rule. — Amounts  transferred  to  a  plan  under  sub- 
Ante,  pp.  1584,  section  (d)  (6)  or  (e)  (3)  may  be  withdrawn  from  the  plan  by 

the  employer  if  the  plan  provides  that  while  subject  to  recapture — 
"  (A)  amounts  so  transferred  with  respect  to  a  taxable  year 
are  segregated  from  other  plan  assets,  and 

"(B)  separate  accounts  are  maintained  for  participants  on 
whose  behalf  amounts  so  transferred  have  been  allocated  for 
a  taxable  year. 

"(2)  Coordination  with  other  law. — Notwithstanding  any 
other  law  or  rule  of  law,  an  amount  withdrawn  by  the  employer 
will  neither  fail  to  be  considered  to  be  nonforfeitable  nor  fail  to  be 
for  the  exclusive  benefit  of  participants  or  their  beneficiaries 
merely  because  of  the  withdrawal  from  the  plan  of — 
"(A)  amounts  described  in  paragraph  ( 1 ),  or 
"(B)  employer  amounts  transferred  under* subsection  (e) 
(3)  to  the  plan  which  are  not  matched  by  matching  employee 
contributions  or  which  are  in  excess  of  the  limitations  of 
section  415  of  such  Code, 
nor  will  the  withdrawal  of  any  such  amount  be  considered  to 
violate  the  provisions  of  section  403(c)(1)  of  the  Employee 
29  use  1103.  Retirement  Income  Security  Act  of  1974." 

(e)  Clerical  Amendment. — 

( 1 )  The  heading  of  section  301(d)  of  tl:  e  Tax  Reduction  Act  of 
26  use  46  note.           1975  is  amended  by  striking  out  "11-Percent"  and  inserting  in 

lieu  thereof  "Additional". 

(2)  Section  301(d)  of  the  Tax  Reduction  Act  of  1975  is 
amended  by — 

(A)  striking  out  "A  corporation"  in  paragraph  (1)  and 
inserting  in  lieu  thereof  "Except  as  expressly  provided  in 
subsections  (e)  and  (f),  a  corporation", 

(B)  inserting  "or  subsection  (e)  (3) "  in  paragraph  (7)  (A) 
immediately  after  "(6)", 

(C)  striking  out  "this  subsection"  in  paragraph  (10)  and 
substituting  in  lieu  thereof  "this  subsection  and  subsections 
(e)  and  (f)",and 
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(D)  striking  out  ''this  subsection"  each  time  it  appears  in 
paragraph  (11)  and  substituting  in  lieu  thereof  "this  sub- 
section or  subsection  (e)  or  (f)". 

(f)  Limitations  ox  Contributions. — 

(1)  Special  limitation  for  employee  stock  ownership 

PLANS. — Section  415(c)  (relating  to  limitation  for  defined  con-  26  USC  415. 
tribution  plans)  is  amended  by  adding  at  the  end  thereof  the  fol- 
lowing new  paragraph : 

"(6)    Special  limitation  for  employee  stock  ownership 

PLAN.  

"(A)  In  the  case  of  an  employee  stock  ownership  plan  (as 
defined  in  subparagraph  (B)),  under  which  no  more  than 
one-third  of  the  employer  contributions  for  a  year  ai"e  allo- 
cated to  the  group  of  employees  consisting  of  officers,  share- 
holders owning  more  than  10  percent  of  the  emplo^'er's  stock 
(determined  under  subparagraph  (B)(iv)),  or  employees 
described  in  subparagraph  (B)  (iii),  the  amount  described  in 
paragraph  (c)  (1)  (A)  (as  adjusted  for  such  year  pursuant  to 
subsection  (d)(1))  for  a  year  with  respect  to  any  partici- 
pant shall  be  equal  to  the  sum  of  (i)  the  amount  described 
in  paragraph  (c)  (1)  (A)  (as  so  adjusted)  determined  without 
regard  to  this  paragraph  and  (ii)  the  lesser  of  the  amount 
determined  under  clause  (i)  or  the  amount  of  employer  secu- 
rities contributed  to  the  employee  stock  ownership  plan. 
''(B)  For  purposes  of  this  paragraph—  Definitions, 
''(i)  the  term  'employee  stock  ownership  plan'  means 
a  plan  which  meets  the  requirements  of  section  4975 (e) 
(7)  or  section  301  (d)  of  the  Tax  Reduction  Act  of  1975,  26  USC  46  note. 

"(ii)  the  term  'employer  securities'  means,  in  the  case 
of  an  employee  stock  ownership  plan  within  the  meaning 
of  section  4975(e)(7),  qualifying  employer  securities 
within  the  meaning  of  section  4975(e)(8),  but  only  if 
they  are  described  in  section  301(d)  (9)  (A)  of  the  Tax 
Reduction  Act  of  1975,  or,  in  the  case  of  an  employee 
stock  ownership  plan  described  in  section  301(d)(2) 
of  the  Tax  Reduction  Act  of  1975,  employer  securities 
within  the  meaning  of  section  301  (d)  (9)  (A)  of  such  Act, 
"(iii)  an  employee  described  in  tliis  clause  is  any  par- 
ticipant whose  compensation  for  a  year  exceeds  an  amount 
equal  to  twice  the  amount  described  in  paragraph  (1)  (A) 
for  such  year  (as  adjusted  for  such  year  pursuant  to  sub- 
section (d)  (1) ),  determined  without  regard  to  subpara- 
graph (A)  of  this  paragraph,  and 

"(iv)  an  individual  shall  be  considered  to  own  more 
than  10  percent  of  the  employer's  stock  if,  without 
regard  to  stock  held  under  the  employee  stock  ownership 
plan,  he  owns  (after  application  of  section  1563(e)) 
more  than  10  percent  of  the  total  combined  voting  power 
of  all  classes  of  stock  (entitled  to  vote  or  moi-e  than  10 
percent  of  the  total  value  of  shares  of  all  classes  of 
stock.". 

(2)  Conforming  amendment. — Paragraph  (3)  (B)  of  section 
415(e)  (relating  to  defined  contribution  plan  fraction)  is  amended 
by  inserting  "determined  without  regard  to  paragraph  (6)  of 
such  subsection)"  after  "employer". 

(g)  Wai\^r  of  Penalty  for  Underpayment  of  Estimated  Tax. —  26  USC  6655 
If —  note. 


90  STAT.  1590 


PUBLIC  LAW  94-455— OCT.  4,  1976 


Ante,  p.  1520. 


26  use  4975 
note. 

45  use  701 
note. 

29  use  1001 
note. 

19  use  2101. 
26  use  1  note. 


29  use  1222. 


26  use  4975. 
29  use  1107. 


(1)  a  corporation  made  underpayments  of  estimated  tax  for 
a  taxable  year  of  the  corporation  which  includes  August  1,  1975, 
because  the  corporation  intended  to  elect  to  have  the  provisions 
of  subparagraph  (B)  of  section  46(a)  (1)  of  the  Internal  Revenue 
Code  of  1954  (as  it  existed  before  the  date  of  enactment  of  this 
Act)  apply  for  such  taxable  year,  and 

(2)  the  corporation  does  not  elect  to  have  the  provisions  of  such 
subparagraph  apply  for  such  taxable  year  because  this  Act  does 
not  contain  the  amendments  made  by  section  804(a)  (2)  (relating 
to  flowthrough  of  investment  credit),  or  the  provisions  of  sub- 
section (f)  of  such  section  (relating  to  grace  period  for  certain 
plan  transfers),  of  the  bill  H.R.  10612  (94th  Congress,  2d  Ses- 
sion), as  amended  by  the  Senate, 

then  the  provisions  of  section  6655  of  such  Code  (relating  to  failure 
by  corporation  to  pay  estimated  income  tax)  shall  not  apply  to  so 
much  of  any  such  underpayment  as  the  corporation  can  establish, 
to  the  satisfaction  of  the  Secretary  of  the  Treasury,  is  properly  attrib- 
utable to  the  inapplicability  of  such  subparagraph  (B)  for  such 
taxable  year. 

(h)  Intent  of  Congress  Concerning  Employee  Stock  Ownership 
Plans. — The  Congress,  in  a  series  of  laws  (the  Regional  Rail  Reorga- 
nization Act  of  1973,  the  Employee  Retirement  Income  Security  Act  of 
1974,  the  Trade  Act  of  1974,  and  the  Tax  Reduction  Act  of  1975)  and 
this  Act  has  made  clear  its  interest  in  encouraging  employee  stock  own- 
ership plans  as  a  bold  and  innovative  method  of  strengthening  the  free 
private  enterprise  system  which  will  solve  the  dual  problems  of  secur- 
ing capital  funds  for  necessary  capital  growth  and  of  bringing  about 
stock  ownership  by  all  corporate  employees.  The  Congress  is  deeply 
concerned  that  the  objectives  sought  by  this  series  of  laws  will  be  made 
unattainable  by  regulations  and  rulings  which  treat  employee  stock 
ownership  plans  as  conventional  retirement  plans,  which  reduce  the 
freedom  of  the  employee  trusts  and  employers  to  take  the  necessary 
steps  to  implement  the  plans,  and  which  otherwise  block  the  establish- 
ment and  success  of  these  plans.  Because  of  the  special  purposes  for 
which  employee  stock  ownership  plans  are  established,  it  is  consistent 
with  the  intent  of  Congress  to  permit  these  plans  (whether  structured 
as  pension,  stock  bonus,  or  profit-sharing  plans)  to  distribute  income 
on  employer  securities  currently. 

(i)  Study  of  Expanded  Stock  Ownership. — 

( 1 )  In  general. — Section  3022  ( a )  of  the  Employee  Retirement 
Income  Security  Act  of  1974  (relating  to  duties  of  Joint  Pension 
Task  Force)  is  amended — 

(A)  by  redesignating  paragraphs  (4)  and  (5)  as  (5)  and 
(6), and 

(B)  by  inserting  after  paragraph  (3)  the  following  new 
paragraph : 

"(4)  the  broadening  of  stock  ownership,  particularly  with 
regard  to  employee  stock  ownership  plans  (as  defined  in  sec- 
tion 4975(e)  (7)  of  the  Internal  Revenue  Code  of  1954  and 
section  407(d)  (6)  of  this  Act)  and  all  other  alternative  meth- 
ods for  broadening  stock  ownership  to  the  American  labor 
force  and  others ;". 

(2)  Change  of  title. — 

(A)  Subtitle  B  of  title  III  of  such  Act  is  amended — 

(i)  by  striking  out  "Pension"  in  the  caption  of  such 
subtitle  and  inserting  in  lieu  thereof  "Pension,  Profit- 
sharing,  and  Employee  Stock  Ownership  Plan", 
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(ii)  by  strikino;  out  "PENSION"  in  the  caption  of 
part  1  of  such  subtitle  and  inserting  in  heu  thereof  the 
following:  'TENSION,  PROFIT-SHARING,  AND 
EMPLOYEE  STOCK  OWNERSHIP  PLAN",  and 

(iii)  by  striking  out  "Joint  Pension"  each  place  it 

appears  in  sections  3021  and  3022  and  inserting  in  lieu    29  USC  1221, 
thereof  the  following:  "Joint  Pension,  Profit-sharing,  1222. 
and  Employee  Stock  Ownership  Plan". 
(B)  The  table  of  contents  of  such  Act  is  amended — 

(i)  by  striking  out  "PENSION"  in  the  item  relating  to 
title  III  and  inserting  in  lieu  thereof  the  following: 
"PENSION,  PROFIT-SHARING,  AND  EMPLOYEE  STOCK 
OWNERSHIP  PLAN", 

(ii)  by  striking  out  "PENSION"  in  the  item  relating  to 
subtitle  B  of  title  III  and  inserting  in  lieu  thereof  the 
f ollowincr :  "PENSION,  PROFIT-SHARING,  AND  EMPLOYEE 
STOCK  OWNERSHIP  PLAN",  and 

( iii )  by  striking  out  "PENSION"  in  the  item  relating  to 
part  1  of  subtitle  B  of  title  III  and  inserting  in  lieu 
thereof  "PENSION,  PROFIT-SHARING,  AND  EMPLOYEE 
STOCK  OWNERSHIP  PLAN". 

(j)  Effecti^t:  Dates. —  26  USC  46  note. 

(1)  Gexeral  rule. — Except  as  provided  in  paragraph  (2), 
the  amendments  made  by  this  section  shall  apply  for  taxable  years 
beginning  after  December  31.  1974. 

(2)  Exceptions. — 

(A)  Section  301(e)  of  the  Tax  Eeduction  Act  of  1975,  as  Ante,  p.  1587. 
added  by  subsection   (d),  shall  apply  for  taxable  years 
beginning  after  December  31, 1976. 

(B)  The  amendments  made  by  subsections  (a)  and  (b)  (1) 
shall  apply  for  taxable  years  beginning  after  December  31, 
1975. 

(C)  The  amendments  made  by  subsections  (b)  (4)  and 
(f )  shall  apply  for  years  beginning  after  December  31,  1975. 

SEC.  804.  INVESTMENT  CREDIT  IN  THE  CASE  OF  MOVIE  AND  TELEVI- 
SION FILMS. 

(a)  Sfecial  Rules  for  Movie  and  TELE\^SI0N  Films. — Section  48  26  USC  48. 
(relating  to  definitions  and  special  rules  for  purposes  of  the  invest- 
ment credit)  is  amended  by  redesignating  subsection  (k)  as  subsection 
(1)  and  by  inserting  after  subsection  ( j)  the  following  new  subsection: 
"  (k)  Movie  and  Television  Films. — 
"(1)  Entitlement  to  credit. — 

"(A)  In  GENER.VL. — A  credit  shall  be  allowable  under  sec- 
tion 38  to  a  taxpayer  with  respect  to  any  motion  picture  film 
or  video  tape — 

"  (i)  only  if  such  film  or  tape  is  new  section  38  property 
(determined  without  regard  to  useful  life)  which  is  a 
qualified  film,  and 

"  (ii)  only  to  the  extent  that  the  taxpayer  has  an  owner- 
ship interest  in  such  film  or  tape. 
"(B)  Qualified  film  defined. — For  purposes  of  this  sub- 
section, the  term  'qualified  film'  means  any  motion  picture  film 
or  video  tape  created  primarily  for  use  as  public  entertain- 
ment or  for  educational  purposes.  Such  term  does  not  include 
any  film  or  tape  the  market  for  which  is  primarily  topical  or 
is  otherwise  essentially  transitory  in  nature. 
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"(C)  Ownership  interest. — For  purposes  of  this  subsec- 
tion, a  person's  'ownership  interest'  in  a  qualified  film  shall 
be  determined  on  the  basis  of  his  proportionate  share  of  any 
loss  which  may  be  incurred  with  respect  to  the  production 
costs  of  such  film. 
"(2)  Applicable  percentage  to  be  6  6%. — Except  as  provided 
in  paragraph  (3),  the  applicable  percentage  under  section  46(c) 
(2)  for  any  qualified  film  shall  be  66%  percent. 
"  (3)  Election  of  9 o -percent  rule. — 

"  ( A )  In  general. — If  the  tax2:)ayer  makes  an  election  under 
this  paragraph,  the  applicable  percentage  under  section  46 
(c)  (2)  shall  be  determined  as  if  the  useful  life  of  the  film 
would  have  expired  at  the  close  of  the  first  taxable  year  by  the 
close  of  which  the  aggregate  amount  allowable  as  a  deduction 
under  section  167  would  equal  or  exceed  90  percent  of  the  basis 
of  the  film. 

"(B)  Making  of  election. — An  election  under  this  para- 
graph shall  be  made  at  such  time  and  in  such  manner  as  the 
Secretary  may  by  regulations  prescribe.  Such  an  election  shall 
apply  for  the  taxable  year  for  which  it  is  made  and  for  all  sub- 
sequent taxable  years  and  may  be  revoked  only  with  the  con- 
sent of  the  Secretary. 

"(C)  Who  MAY  ELECT. — If  for  any  prior  taxable  year  para- 
graph (2)  of  this  subsection  applied  to  the  taxpayer  or  any 
related  business  entity,  or  if  for  the  taxable  year  paragraph 
(2)  applies  to  any  related  business  entity,  an  election  under 
this  paragraph  may  be  made  by  the  taxpayer  only  with  the 
consent  of  the  Secretary. 

"(D)  Related  business  entity. — Two  or  more  corpora- 
tions, partnerships,  trusts,  estates,  proprietorships,  or  other 
entities  shall  be  treated  as  related  business  entities  if  50  per- 
cent or  more  of  the  beneficial  interest  in  each  of  such  entities 
is  owned  by  the  same  or  related  persons  (taking  into  account 
only  persons  who  own  at  least  10  percent  of  such  beneficial 
interest).  For  purposes  of  this  subparagraph,  a  person  is  a 
related  person  to  another  person  if — 
-   '      '  "(i)  such  persons  are  component  members  of  a  con- 

trolled group  of  corporations  (within  the  meaning  of 
section  1563(a),  except  that  section  1563(b)(2)  sliall 
not  apply  and  except  that  'more  than  50  percent'  shall 
be  substituted  for  'at  least  80  percent'  each  place  it 
appears  in  section  1563  (a) ),  or 

"(ii)  the  relationship  between  such  persons  would 
result  in  a  disallowance  of  losses  under  section  267  or  707 
(b),  except  that  for  these  purposes  a  family  of  an  indi- 
vidual includes  only  his  spouse  and  minor  children. 
"Beneficial  For  purposes  of  this  subparagraph,  the  term  'beneficial 

interest."  interest'  means  voting  stock  in  the  case  of  a  corporation, 

profits  interest  or  capital  interest  in  the  case  of  a  partnership, 
or  beneficial  interest  in  the  case  of  a  trust  or  estate. 
"(4)  Predominant  use  test;  qualified  invest3ient. — In  the 
case  of  any  qualified  film — 

"(A)  section  48(a)  (2)  shall  not  apply,  and 
"(B)  in  determining  qualified  investment  under  section 
46(c)  (1),  there  shall  be  issued  (in  lieu  of  the  basis  of  the 
property)  an  amount  equal  to  the  qualified  United  States 
production  costs  (as  defined  in  paragraph  (5) ). 
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"(5)  Qualified  united  states  production  costs. — 

"(A)  In  general. — For  purposes  of  this  subsection,  the 
term  'qualified  LTiited  States  production  costs'  means  with 
respect  to  any  film— 

"(i)  direct  production  costs  allocable  to  the  Ignited 
States,  plus 

"(ii)  if  80  percent  or  more  of  the  direct  production 
costs  are  allocable  to  the  United  States,  all  other  pro- 
duction costs  other  than  direct  jDroduction  costs  allocable 
outside  the  L^nited  States. 
"(B)  Production  costs. — For  purposes  of  this  subsection, 
the  term  'production  costs'  includes — 

"(i)  a  reasonable  allocation  of  general  overhead  costs, 
"(ii)     compensation     (other    than  participations 
described  in  clause  (vi) )  for  services  performed  by 
actors,  production  personnel,  directors,  and  producers, 
"(iii)  costs  of  'first'  distribution  of  prints, 
"(iv)  the  cost  of  the  screen  rights  and  other  material 
being  filmed, 

"(v)  'residuals'  payable  under  contracts  with  labor 
organizations,  and 

''(vi)  participations  payable  as  compensation  to  actors, 
production  personnel,  directors,  and  producers. 
Participations  in  all  qualified  films  placed  in  service  by  a  tax- 
payer during  a  taxable  year  shall  be  taken  into  account  under 
clause  (vi)  only  to  the  extent  of  the  lesser  of  25  percent  of 
each  sucli  participation  or  121^  percent  of  the  aggregate  quali- 
fied Laiited  States  production  costs  (other  than  costs 
described  in  clauses  (v)  and  (vi)  of  this  subparagraph)  for 
such  films,  but  taking  into  account  for  botli  the  25  percent 
limit  and  12i/^  percent  limit  no  more  than  $1,000,000  in  par- 
ticipations for  any  one  individual  with  respect  to  any  one 
film.  For  purposes  of  this  subparagraph  (other  than  clauses 
(v)  and  (vi)  and  the  preceding  sentence),  costs  shall  be 
taken  into  account  only  if  they  are  capitalized. 

"(C)  Direct  production  costs. — For  purposes  of  this 
paragraph,  the  term  'direct  production  costs'  does  not  include 
items  referred  to  in  clause  (i),  (iv),  (v),  or  (vi)  of  subpara- 
graph (B).  The  term  also  does  not  include  advertising  and 
promotional  costs  and  such  other  costs  as  may  be  provided 
in  regulations  prescribed  by  the  Secretary. 

"(D)  Allocation  of  direct  production  costs. — For  pur- 
poses of  this  paragraph — 

"(i)  Compensation  for  services  performed  shall  be 
allocated  to  the  country  in  which  the  services  are  per- 
formed, except  that  paj'ments  to  United  States  persons 
for  services  performed  outside  the  United  States  shall  be 
allocated  to  the  United  States.  For  purposes  of  the  pre- 
ceding sentence,  payments  to  an  electing  small  business 
corporation  (within  the  meaning  of  section  1371)  or  a 
partnership  shall  be  considered  payments  to  a  United 
States  person  only  to  the  extent  that  such  payments  are 
included  in  the  gross  income  of  a  United  States  per- 
son other  than  an  electing  small  business  corporation  or 
partnership. 
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"(ii)  Amounts  for  equipment  and  supplies  shall  be 
allocated  to  the  country  in  which,  with  respect  to  the  pro- 
duction of  the  film,  the  predominant  use  occurs. 

"(iii)  All  other  items  shall  be  allocated  under  regula- 
tions prescribed  by  the  Secretary  which  are  consistent 
with  the  allocation  principle  set  forth  in  clause  (ii). 
"  (6)  United  states. — For  purposes  of  this  subsection,  the  term 
'United  States'  includes  the  possessions  of  the  United  States." 

(b)    OVERESTIMATION  OF  USEFUL  LiFE  AND  DISPOSITIONS  WhERE  90 

26  use  47.  Percent  Eule  Applies. — Section  47(a)  (relating  to  certain  disposi- 
tions, etc.,  of  section  38  property)  is  amended  by  adding  after  para- 
graph (6)  the  following  new  paragraph : 

"(7)  Motion  picture  films  and  video  tapes. — 

"(A)  Disposition  where  depreciation  exceeds  90  per- 
cent of  basis  or  cost. — A  qualified  film  (within  the  meaning 
Ante,  p.  1591.  of  section  48  (k)  (1)  (B) )  which  has  an  applicable  percentage 

determined  under  section  48 (k)  (3)  shall  cease  to  be  section 
38  property  with  respect  to  the  taxpayer  at  the  close  of  the 
,  first  day  on  which  the  aggregate  amount  allowable  as  a  deduc- 
tion under  section  167  equals  or  exceeds  90  percent  of  the 
basis  or  cost  of  such  film  (adjusted  for  any  partial 
.h::^y.^^>  dispositions). 

"(B)  Other  dispositions. — In  the  case  of  a  disposition  of 
the  exclusive  right  to  display  a  qualified  film  which  has  an 
applicable  percentage  determined  under  section  48 (k)  (3)  in 
one  or  more  mediums  of  publication  or  exhibition  in  one 
or  more  specifically  defined  geographical  areas  over  the 
remaining  initial  period  of  commercial  exploitation  of  the 
film  or  tape  in  such  geographical  areas,  the  taxpayer  shall  be 
considered  to  have  disposed  of  all  or  part  of  such  film  or 
tape  and  shall  recompute  the  credit  earned  on  all  of  his 
basis  or  cost  or  on  that  part  of  the  basis  or  cost  properly 
allocable  to  that  part  of  the  film  or  tape  disposed  of.  In  the 
case  of  an  affiliated  group  of  corporations,  a  transfer  within 
the  affiliated  group  shall  not  be  treated  as  a  disposition  until 
"Affiliated  there  is  a  transfer  outside  the  group.  For  purposes  of  the 

group."  preceding  sentence,  the  term  'affiliated  group'  has  the  mean- 

ing given  to  such  term  by  section  1504  (determined  as  if  sec- 
tion 1504(b)  did  not  include  paragraph  (3)  thereof).  For 
purposes  of  this  paragraph,  section  1504(a)  shall  be  applied 
by  substituting  '50  percent'  for  '80  percent'  each  place  it 
appears.". 

26  use  48  note.        (c)    Alternative   Methods   of   Computing   Credit   for  Past 
Periods. — 

(1)  General  rule  for  determining  useful  life,  predomi- 
nant foreign  use,  etc. — In  the  case  of  a  qualified  film  (within 
the  meaning  of  section  48(k)(l)(B)  of  the  Internal  Revenue 
Ante,  p.  1591.  Code  of  1954)  placed  in  service  in  a  taxable  year  beginning  before 

January  1,  1975,  with  respect  to  which  neither  an  election 
under  paragraph  (2)  of  this  subsection  nor  an  election  under 
subsection  (e)  (2)  applies — 

(A)  the  applicable  percentage  under  section  46(c)(2)  of 
such  Code  shall  be  determined  as  if  the  useful  life  of  the  film 
would  have  expired  at  the  close  of  the  first  taxable  year  by 
the  close  of  which  the  aggregate  amount  allowable  as  a 
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deduction  under  section  167  of  such  Code  would  equal  or 
exceed  90  percent  of  the  basis  of  such  property  (adjusted  for 
any  partial  dispositions), 

(B)  for  purposes  of  section  46(c)(1)  of  such  Code,  the 
basis  of  the  property  shall  be  determined  by  taking  into 
account  the  total  production  costs  (within  the  meaning  of 
section  48 (k)  (5)  (B)  of  such  Code), 

(C)  for  purposes  of  section  48(a)  (2)  of  such  Code,  such 
film  shall  be  considered  to  be  used  predominantly  outside  the 
United  States  in  the  first  taxable  year  for  which  50  percent 
or  more  of  the  gross  reyenues  receiyed  or  accrued  during  the 
taxable  year  from  showing  the  film  were  receiyed  or  accrued 
from  showing  the  film  outside  the  United  States,  and 

(D)  Section  47 (a)  (7)  of  such  Code  shall  apply. 
(2)  Election  of  40-percext  method. — 

(A)  Ix  GENERAL. — A  taxpayer  may  elect  to  haye  this  para- 
graph apply  to  all  qualified  films  placed  in  seryice  durmg 
taxable  years  beginning  before  January  1,  1975  (otlier  than 
films  to  which  an  election  under  subsection  (e)(2)  of  this 
section  applies). 

(B)  Effect  of  electiox. — If  the  taxpayer  makes  an  elec- 
tion under  this  paragraph,  then  section  48 (k)  of  tlie  Internal 
Eeyenue  Code  of  i954  shall  apply  to  all  qualified  films 
described  in  subparagraph  (A)  with  the  following  modifica- 
tions : 

(i)  subparagraph  (B)  of  paragraph  (4)  shall  not 
apply,  but  in  determining  qualified  inyestment  under  sec- 
tion 46(c)  (1)  of  such  Code,  there  shall  be  used  (in  lieu 
of  the  basis  of  such  property)  an  amount  equal  to  40 
percent  of  the  aggregate  production  costs  (within  the 
meaning  of  paragraph  (5)(B)  of  such  section  48 (k)), 

(ii)  paragraph  (2)  shall  be  applied  by  substituting 
"100  percent''  for  "66%  percent'',  and 

(iii)  paragraph  (3)  and  paragraph  (5)  (other  than 
subparagraph  (B))  shall  not  apply. 

(C)  Rules  relating  to  elections. — An  election  under  Regulations, 
this  paragraph  shall  be  made  not  later  than  the  day  which 

is  6  months  after  the  date  of  the  enactment  of  this  Act  and 
shall  be  made  in  such  manner  as  the  Secretary  of  the  Treas- 
ury or  his  delegate  shall  by  regulations  prescribe.  Such  an 
election  may  be  reyoked  only  with  the  consent  of  tlie  Secre- 
taiT  of  the  Treasury  or  his  delegate. 

(D)  The  taxpayer  must  consent  to  join  in  certain 
PROCEEDINGS. — Xo  election  may  be  made  under  this  paragraph 
or  subsection  (e)  (2)  by  any  taxpayer  unless  he  consents, 
under  regulations  prescribed  by  the  Secretary  of  the  Treas- 
ury or  his  delegate,  to  treat  the  determination  of  the  inyest- 
ment credit  allowable  on  each  film  subject  to  an  election  as  a 
separate  cause  of  action,  and  to  join  in  any  judicial  proceeding 
for  determining  the  person  entitled  to,  and  the  amount  of,  the 
credit  allowable  under  section  38  of  the  Internal  Reyenue 
Code  of  1954  with  respect  to  an}'  film  coyered  by  such  election. 

(3)  Election  to  ha\t:  credit  determined  in  accordance  with 
PREyious  litigation. — 

(A)  In  general. — A  taxpayer  described  in  subparagraph 
(B)  may  elect  to  haye  this  paragraph  apply  to  all  films 
(whether  or  not  qualified)  placed  in  seryice  in  taxable  years 
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beginning  before  January  1,  1975,  and  with  respect  to  which 
an  election  under  subsection  (e)  (2)  is  not  made. 

(B)  Who  may  elect. — A  taxpayer  may  make  an  election 
under  this  paragraph  if  he  has  filed  an  action  in  any  court 
of  competent  jurisdiction,  before  January  1,  1976,  for  a 
determination  of  such  taxpayer's  rights  to  the  allowance  of 
a  credit  against  tax  under  section  38  of  the  Internal  Revenue 
Code  of  1954  for  any  taxable  year  beginning  before  Janu-  i 
ary  1, 1975,  with  respect  to  any  film. 

(C)  Effect  of  election. — If  the  taxpayer  makes  an  elec- 
tion under  this  paragraph — 

(i)  paragraphs  (1)  and  (2)  of  this  subsection,  and 
subsection  (d)  shall  not  aj)ply  to  any  film  placed  in 
service  by  the  taxpayer,  and 

(ii)  subsection  48 (k)  of  the  Internal  Revenue  Code 
Ante,  p.  1591.                         of  1954  shall  not  apply  to  any  film  placed  in  service  by 

the  taxpayer  in  any  taxable  year  beginning  before  Jan- 
uary 1,  1975,  and  with  respect  to  which  an  election  under 
i  subsection  (e)(2)  is  not  made, 

and  the  right  of  the  taxpayer  to  the  allowance  of  a  credit 
-y  against  tax  under  section  38  of  such  Code  with  respect  to 
any  film  placed  in  service  in  any  taxable  year  beginning  before 
January  1,  1975,  and  as  to  which  an  election  under  subsection 
(e)  (2)  is  not  made,  shall  be  determined  as  though  this  section 
(other  than  this  paragraph)  has  not  been  enacted. 
■  (D)  Rules  relating  to  elections. — An  election  under 

"       --y  this  paragraph  shall  be  made  not  later  than  the  day  which 
; :         is  90  days  after  the  date  of  the  enactment  of  this  Act,  by  fil- 
'     :     ing  a  notification  of  such  election  with  the  national  office  of 
the  Internal  Revenue  Service.  Such  an  election,  once  made, 
shall  be  irrevocable. 

26  use  48  note.  (d)  Entitlement  to  Credit. — Paragraph  (1)  of  section  48  (k) 
of  the  Internal  Revenue  Code  of  1954  (relating  to  entitlement  to 
credit)  shall  apply  to  any  motion  picture  film  or  video  tape  placed  in 
service  in  any  taxable  year  beginning  before  January  1,  1975. 

26  use  48  note.        (e)  Effective  Dates. — 

(1)  In  general. — The  amendments  made  by  subsections  (a) 
and  (b)  shall  apply  to  taxable  years  beginning  after  Decem- 
ber 31,  1974. 

(2)  Election  may  also  apply  to  property  described  in  sec- 
tion 50  (a) . — At  the  election  of  the  taxpayer,  made  within  1  year 
after  the  date  of  the  enactment  of  this  Act  in  such  manner  as  the 
Secretary  of  the  Treasury  or  his  delegate  may  by  regulations  pre- 
scribe, the  amendments  made  by  subsections  (a)  and  (b)  shall 
also  apply  to  property  which  is  property  described  in  section 
50(a)  of  the  Internal  Revenue  Code  of  1954  and  which  is  placed 
in  service  in  taxable  years  beginning  before  January  1,  1975. 

SEC.  805.  INVESTMENT  CREDIT  IN  THE  CASE  OF  CERTAIN  SHIPS. 

26  use  46.  (a)  In  General. — Section  46  (relating  to  amount  of  credit)  is 

amended  by  adding  at  the  end  thereof  the  following  new  subsection : 
"(g)  50  Percent  Credit  in  the  Case  of  Certain  Vessels. — 

"(1)  In  general. — In  the  case  of  a  qualified  withdrawal  out  of 
the  untaxed  portion  of  a  capital  gain  account  or  out  of  an 
ordinary  income  account  in  a  capital  construction  fund  estab- 
lished under  section  607  of  the  Merchant  Marine  Act,  1936 
(46U.S.C.ll77),for— 


PUBLIC  LAW  94-455--0CT.  4,  1976 


90  STAT.  1597 


"(A)  the  acquisition,  construction,  or  reconstruction  of  a 
qualiJQed  vessel,  or 

"(B)  the  acquisition,  construction,  or  reconstruction  of 
barges  or  containers  which  are  part  of  the  complement  of  a 
qualified  vessel  and  to  which  subsection  (f)  (1)  (B)  of  such 
section  607  applies,  46  USC  1177. 

for  purposes  of  section  38  there  shall  be  deemed  to  have  been  made 
(at  the  time  of  such  withdrawal)  a  qualified  investment  (within 
the  meaning  of  subsection  (c) )  or  qualified  progress  expenditures 
(within  the  meaning  of  subsection  (d)),  whichever  is  appropri- 
ate, with  respect  to  property  which  is  section  38  property. 

"(2)  Amount  of  credit. — For  purposes  of  paragraph  (1),  the 
amount  of  the  qualified  investment  shall  be  50  percent  of  the 
applicable  percentage  of  the  qualified  withdrawal  referred  to  in 
paragraph  (1),  or  the  amount  of  the  qualified  progress  expendi- 
tures shall  be  50  percent  of  such  withdrawal,  as  the  case  may  be. 
For  purposes  of  determining  the  amount  of  the  credit  allowable 
by  reason  of  this  subsection  for  any  taxable  year,  the  limitation 
of  subsection  (a)  (3)  shall  be  determined  without  regard  to  sub- 
section (d)  (1)  (A)  of  such  section  607. 

"  (3)  Coordination  with  section  3  8. — The  amount  of  the  credit 
allowable  by  reason  of  this  subsection  with  respect  to  any  prop- 
erty shall  be  the  minimum  amount  allowable  under  section  38 
with  respect  to  such  property.  If,  without  regard  to  this  subsec- 
tion, a  greater  amount  is  allowable  under  section  38  with  respect 
to  such  property,  then  such  greater  amount  shall  apply  and  this 
subsection  shall  not  apply. 

"(4)  Coordination  with  section  47. — Section  47  shall  be 
applied — 

"(A)  to  any  property  to  which  this  subsection  applies, 
and 

"(B)  to  the  payment  (out  of  the  untaxed  portion  of  a 
capital  gain  account  or  out  of  the  ordinary  income  account 
of  a  capital  construction  fund  established  under  section  607 
of  the  Merchant  Marine  Act,  1936)  of  the  principal  of  any 
indebtedness  incurred  in  connection  with  propeily  with 
respect  to  which  a  credit  was  allowed  under  section  38. 
For  purposes  of  section  47,  any  payment  described  in  subpara- 
graph (B)  of  the  preceding  sentence  shall  be  treated  as  a  dis- 
position occurring  less  than  3  years  after  the  property  was  placed 
m  service;  but,  in  the  case  of  a  credit  allowable  without  regard 
to  this  subsection,  the  aggregate  amount  which  may  be  recaptured 
by  reason  of  this  sentence  shall  not  exceed  50  percent  of  such 
credit. 

"(5)  Definitions. — Any  term  used  in  section  607  of  the  Mer- 
chant Marine  Act,  1970,  shall  have  the  same  meaning  when  used    46  USC  1177. 
in  this  subsection. 

"(6)  Xo  inference. — Nothing  in  this  subsection  shall  be  con- 
strued to  infer  that  any  property  described  in  this  subsection  is  or 
is  not  section  38  property,  and  any  determination  of  such  issue 
shall  be  made  as  if  this  subsection  had  not  been  enacted." 
(b)  Effective  Dates. —  26  USC  46  note. 

( 1 )  In  general. — Except  as  provided  in  subparagraph  ( B ) ,  the 
amendment  made  by  subsection  (a)  shall  apply  to  taxable  years 
beginning  after  December  31,  1975,  in  the  case  of  property  placed 
in  service  after  such  date. 
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(2)  Section   46(g)(4). — Section  46(g)(4)   of  the  Internal 
Ante,  p.  1596.  Revenue  Code  of  1954  (as  added  by  subsection  (a))  shall  apply 

to  taxable  years  beginning  after  December  31, 1975. 
SEC.  806.  ADDITIONAL  NET  OPERATING  LOSS  CARRYOVER  YEARS; 

LIMITATIONS  ON  NET  OPERATING  LOSS  CARRYOVERS. 

26  use  172.  (a)  In  General.— Section  172(b)  (1)  (B),  as  amended  by  section 

Post,  p.  1755.  1606(b)  of  this  Act,  is  amended  by  adding  at  the  end  thereof  the  fol- 
lowing new  sentence :  "Except  as  provided  in  subparagraphs  (C) ,  (D) , 
(E),  and  (F),  a  net  operating  loss  for  any  taxable  year  ending  after 
December  31,  1975,  shall  be  a  net  operating  loss  carryover  to  each  of 
the  7  taxable  years  following  the  taxable  year  of  such  loss." 

(b)  Regulated  Transportation  Corporations. — 

Post,  p.  1769.  (1)  In  general. — Section  172(b)(1)(C)  is  amended  by  add- 

ing at  the  end  thereof  the  following  new^  sentence:  "For  any 
taxable  year  ending  after  December  31,  1975,  the  preceding  sen- 
tence shall  be  applied  by  substituting  '9  taxable  years'  for  '7  taxa- 
ble years'.-' 

(2)  Conforming  amendment. — Paragraph  (3)  of  section  172 
Post,  p.  1769.              (g)  5  as  amended  by  section  1901  (a)  (29)  of  this  Act,  is  amended — 

(A)  by  striking  "and''  at  the  end  of  subparagraph  (A)  ; 

(B)  by  striking  the  period  at  the  end  of  subparagraph  (B) 
and  inserting  in  lieu  thereof  " ;  and"  ;  and 

(C)  by  adding  at  the  end  thereof  the  following  new 
subparagraph : 

"(C)  in  the  case  of  a  net  operating  loss  carryover  from  a  loss 
year  ending  after  December  31,  1975,  subparagraphs  (A) 
1         and  (B)  shall  be  applied  by  substituting  '8th  taxable  year' 
for  the  '6th  t  axable  year'  and  '9th  taxable  year'  for  '7th  taxable 
year.' " 

(c)  Election  to  Forego  Carryback  Period. — Section  172  (b)  (3), 
Post,  p.  1769.           amended  by  section  1901(a)  (29)  of  this  Act,  is  amended  by  adding 

at  the  end  thereof  the  following  new^  subparagraph : 

"(E)  Any  taxpayer  entitled  to  a  carryback  period  under 
paragraph  (1)  may  elect  to  relinquish  the  entire  carryback 
period  with  respect  to  a  net  operating  loss  for  any  taxable 
year  ending  after  December  31,  1975.  Such  election  shall  be 
made  in  such  manner  as  may  be  prescribed  by  the  Secretary, 
and  shall  be  made  by  the  due  date  (including  extensions  of 
time)  for  filing  the  taxpayer's  return  for  the  taxable  year  of 
the  net  operating  loss  for  Avhich  the  election  is  to  be  in  effect. 
Such  election,  once  made  for  any  taxable  year,  shall  be 
irrevocable  for  that  taxable  year." 

(d)  Insurance  Companies. — 

(1)  Life  insurance  companies. — 
26  use  812.     J      )    '        (A)  In  general. — Paragraph  (1)  of  section  812(b)  is 
amended  by  adding  at  the  end  thereof  the  following  new 
sentence  : 

"In  the  case  of  an  operations  loss  for  any  taxable  year  ending  after 
December  31, 1975,  this  paragraph  shall  be  applied  by  substituting 
'7  taxable  years'  for  '5  taxable  years'." 

(B)  Election  to  forego  carryback  periods. — Section 

812(b)  is  amended  by  adding  at  the  end  thereof  the  following 

new  paragraph  : 

(3)  Election  for  operations  loss  carrybacks. — In  the  case  of 
a  loss  from  operations  for  any  taxable  year  endinoj  after  Decem- 
ber 31,  1975,  the  taxpayer  may  elect  to  relinquish  the  entire  carry- 
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back  period  for  such  loss.  Such  election  shall  be  made  by  the  due 
date  (including  extensions  of  time)  for  filing  the  return  for  the 
taxable  year  of  the  loss  from  operations  for  which  the  election 
is  to  be  in  effect,  and  once  made  for  any  taxable  year,  such  elec- 
tion shall  be  irrevocable  for  that  taxable  year." 
(2)  Mutual  ixsuEAxcE  companies. — 

(A)  In  general. — Section  825(d)  is  amended  to  read  as   26  USC  825. 
follows : 

"(d)  Years  to  Which  Carried. — 

"(1)  In  general. — The  imused  loss  for  any  taxable  year 
shall  be — 

"(A)  an  unused  loss  carryback  to  each  of  the  3  taxable 

years  preceding  the  loss  year,  and 

"(B)  an  unused  loss  carryover  to  each  of  the  5  taxable 

years  following  the  loss  year. 
In  the  case  of  an  unused  loss  for  a  taxable  year  ending  after 
December  31, 1975,  such  imused  loss  shall  be  an  unused  loss  carry- 
over to  each  of  the  7  taxable  years  following  the  loss  year. 

"(2)  Election  for  unused  loss  carrybacks. — In  the  case  of  an 
unused  loss  for  any  taxable  year  ending  after  December  31,  1975, 
the  taxpayer  may  elect  to  relinquish  the  entire  carrj-back  period 
for  such  loss.  Such  election  shall  be  made  by  the  due  date  (includ- 
ing extensions  of  time)  for  filing  the  return  for-the  taxable  year 
of  the  unused  loss  for  which  the  election  is  to  be  in  effect,  and  once 
made  for  any  taxable  year,  such  election  shall  be  irrevocable  for 
that  taxable  year." 

(e)  Amendment  of  Section  382. — Section  382  (relating  to  special    26  USC  382. 
limitations  on  net  operating  loss  carryovers)  is  hereby  amended  to  read 
as  follows : 

"SEC.  382.  SPECIAL  LIMITATIONS  ON  NET  OPERATING  LOSS  CARRY- 
OVER. 

"(a)  Certain  Acc^uisitions  of  Stock  of  a  Corporation. — 
"(1)  In  general. — If — 

'•(A)  on  the  last  day  of  a  taxable  year  of  a  corporation, 
"(B)  any  one  or  more  of  the  persons  described  in  para- 
graph (-1)  (B)  own.  directly  or  indirectly,  a  percentage  of 
the  total  fair  market  value  of  the  participal^ing  stock  or  of 
all  the  stock  of  the  corporation  which  exceeds  by  more  than 
60  percentage  points  the  percentage  of  such  stock  owned  by 
such  person  or  persons  at — 

"(i)  the  beginning  of  such  taxable  year,  or 
"(ii)  the  beginning  of  the  first  or  second  preceding 
taxable  year,  and 
"(C)  such  increase  in  percentage  points  is  attributable  to — 
"  (i)  a  purchase  by  such  person  or  persons  of  such  stock, 
or  of  the  stoclv  of  another  corporation  owning  stock  in 
such  corporation,  or  of  an  interest  in  a  partnership  or 
trust  owning  stock  in  such  corporation, 

''(ii)  an  acquisition  (by  contribution,  merger,  or  con- 
solidation) of  an  interest  in  a  partnership  owning  stock 
in  such  corporation,  or  an  acquisition  (by  contribution, 
merger,  or  consolidation)  by  a  partnership  of  such 
stock, 

"(iii)  an  exchange  to  which  section  351  (relating  to 
transfer  to  corporation  controlled  by  transferor)  applies, 
or  an  acquisition  by  a  corporation  of  such  stock  in  an 
exchange  in  which  section  351  applies  to  the  transferor, 
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"(iv)  a  contribution  to  the  capital  of  such  corporation, 
"(v)  a  decrease  in  the  amount  of  such  stock  outstand  - 
ing or  in  the  amount  of  stock  outstanding  of  another  cor- 
poration owning  stock  in  such  corporation  (except  a 
decrease  resulting  from  a  redemption  to  pay  death  taxes 
26  use  303.  to  which  section  303  applies) , 

"(vi)  a  liquidation  of  the  interest  of  a  partner  in  a 
partnership  owning  stock  in  such  corporation,  or 

"(vii)  any  combination  of  the  transactions  described 
in  clauses  (i)  through  (vi), 
then  the  net  operating  loss  carryover,  if  any,  from  such  taxable 
year  and  the  net  operating  loss  carryovers,  if  any,  from  prior 
taxable  years  to  such  taxable  year  and  subsequent  taxable  years 
of  such  corporation  shall  be  reduced  by  the  percentage  determined 
under  paragraph  (2), 

"(2)  Reduction  of  net  operating  loss  carryover. — The  reduc- 
tion applicable  under  paragraph  (1)  shall  be  the  sum  of  the  per- 
centages determined  by  multiplying — 

"(A)  by  three  and  one-half  the  increase  in  percentage 
points  (including  fractions  thereof)  in  excess  of  60  and  up 
to  and  including  80,  and 

"(B)  by  one  and  one-half  the  increase  in  percentage  points 
(including  fractions  thereof)  in  excess  of  80. 
The  reduction  under  this  paragraph  shall  be  determined  by  ref- 
erence to  the  increase  in  percentage  points  of  the  total  fair  market 
value  of  the  participating  stock  or  of  all  the  stock,  whichever 
increase  is  greater. 

"(3)  Minimum  ownership  rule. — Notwithstanding  the  pro- 
visions of  paragraph  (1),  a  net  operating  loss  carryover  from 
a  taxable  year  shall  not  be  reduced  under  this  subsection  if,  at  all 
times  during  the  last  half  of  such  taxable  year,  any  of  the  persons 
described  in  paragraph  (4)  (B)  (determined  on  the  last  day  of 
the  taxable  year  referred  to  in  paragraph  (1)  (A) )  owned  at  least 
40  percent  of  the  total  fair  market  value  of  the  participating 
stock  and  of  all  the  stock  of  the  corporation.  For  purposes  of  the 
preceding  sentence,  persons  owning  stock  of  a  corporation  on  the 
last  day  of  its  first  taxable  year  shall  be  considered  to  have  owned 
such  stock  at  all  times  during  the  last  half  of  such  first  taxable 
year. 

"(4)  Operating  rules. — For  purposes  of  this  subsection- — 

''(A)  Definition  or  purchase. — The  term  'purchase' 
means  an  acquisition  of  stock  the  basis  of  which  is  determined 
by  reference  to  its  cost  to  the  holder  thereof. 

"(B)  Description  of  person  or  persons. — The  person  or 
persons  referred  to  in  paragraph  (1)  (B)  shall  be  the  15  per- 
sons (or  such  lesser  number  as  there  are  persons  owning  the 
stock  on  the  last  day  of  the  taxable  3^ear)  who  own  the  greatest 
percentage  of  the  total  fair  market  value  of  all  the  stock 
on  the  last  day  of  that  year,  except  that  if  any  other  person 
owns  the  same  percentage  of  such  stock  at  such  time  as  is 
owned  by  one  of  the  15  persons,  that  other  person  shall  also 
be  included.  If  any  of  the  persons  are  so  related  that  the 
stock  owned  by  one  is  attributed  to  the  other  under  the  rules 
specified  in  subparagraph  (C),  such  persons  shall  be  con- 
sidered as  only  one  person  solely  for  the  x^urpose  of  selecting 
the  15  persons  (more  or  less)  who  own  the  greatest  percentage 
of  the  total  fair  market  value  of  all  the  stock. 
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"(C)  CoxsTRUCTiTE  owxersiup. — Section  318  (relating  to    26  USC  318. 
constructive  ownership  of  stock)  shall  apply  in  determining 
the  ownership  of  stock,  except  that  section  318(a)(2)(C) 
and  318(a)(3)(C)  shall  be  applied  without  regard  to  the 
50  percent  limitation  contained  therein. 

"  (D)  Short  taxable  years. — If  one  of  the  taxable  years  of 
the  corporation  referred  to  in  paragraph  (1)  (B)  is  a  short 
taxable  year,  then  such  paragraph  and  paragraph  (6)  shall 
be  applied  by  substituting  'first,  second,  or  third'  for  'first  or 
second'  each  time  such  phrase  occurs. 
"(5)  ExcEPTioxs. — This  subsection  shall  not  apply  to  a  pur- 
chase or  other  acquisition  of  stock  (or  of  an  interest  in  a  partner- 
ship or  trust  owning  stock  in  the  corporation)  — 

'*(A)  from  a  person  whose  ownership  of  stock  would  be 
attributed  to  the  holder  by  application  of  paragraph  (4)  (C) 
to  the  extent  that  such  stock  would  be  so  attributed ; 

"(B)  if  (and  to  the  extent)  the  basis  thereof  is  determined 
under  section  1014  or  1023  (relating  to  property  acquired    Post,  p.  1872. 
from  a  decedent),  or  section  1015(a)  or  (b)   (relating  to 
property  acquired  by  gift  or  transfers  in  trust)  ; 

"(C)  by  a  security  holder  or  creditor  in  exchange  for  the 
relinquishment  or  extinguishment  in  whole  or  part  of  a  claim 
against  the  corporation,  unless  the  claim  was  acquired  for 
the  purpose  of  acquiring  such  stock ; 

"(D)  by  one  or  more  persons  who  were  full-time  employees 
of  the  corporation  at  all  times  during  the  period  of  36  months 
ending  on  tlie  last  day  of  the  taxable  year  of  the  corporation 
(or  at  all  times  during  the  period  of  the  corporation's  exist- 
ence, if  shoi-ter)  ; 

"(E)  by  a  trust  described  in  section  401  (a)  which  is  exempt 
from  tax  under  section  501(a)  and  which  benefits  exclusively 
the  employees  (or  their  beneficiaries)  of  the  corporation, 
including  a  member  of  a  controlled  group  of  corporations 
(within  the  meaning  of  section  1563(a)  determined  without 
regard  to  section  1563(a)  (4)  and  (e)  (3)  (C) )  which  includes 
such  corporation : 

"(F)  by  an  employee  stock  ownership  plan  meeting  the 
requirements  of  section  301(d)  of  the  Tax  Reduction  Act  of 
1975 :  or  26  USC  46  note. 

"(G)  in  a  recapitalization  described  in  section  368(a)  (1) 
(E). 

"(6)  Successive  applicatioxs  of  sibsectiox. — If — 

"(A)  a  net  operating  loss  carryover  is  reduced  under  this 
subsection  at  the  end  of  a  taxable  year  of  a  corporation,  and 
"(B)  any  person  described  in  paragraph  (4)  (B)  who 
owns  stock  of  the  corporation  on  the  last  day  of  such  taxable 
year  does  not  own,  on  the  last  day  of  the  first  or  second  suc- 
ceeding taxable  year  of  the  corporation,  a  greater  percentage 
of  the  total  fair  market  value  of  the  participating  stock  or  of 
all  the  stock  of  the  corporation  than  such  person  owned  on 
the  last  day  of  such  taxable  year, 
then,  for  purposes  of  applying  this  subsection  as  of  the  end  of  the 
first  or  second  succeeding  taxable  year  (as  the  case  may  be) ,  stock 
owned  by  such  person  at  the  end  of  such  succeeding  taxable  year 
shall  be  considered  owned  by  such  person  at  the  beginning  of 
the  first  or  second  preceding  taxable  year.  Other  rules  relating  Regulations. 
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to  the  manner  and  extent  of  successive  applications  of  this  section 
in  the  case  of  increases  in  ownership  and  transfers  of  stock  by 
the  persons  described  in  paragraph  (4)  (B)  shall  be  prescribed 
by  regulations  issued  by  the  Secretary, 
"(b)  Eeorganizatioxs. — 

"(1)  In  general. — If  one  corporation  acquires  the  stock  or 
assets  of  another  corporation  in  a  reorganization  described  in  sec- 
26  use  368.  tion  368(a)  (1)  (A),  (B),  (C),  (D)  (but  only  if  the  requirements 

of  section  354(b)  (1)  are  met),  or  (F),  and  if — 

"  (A)  the  acquiring  or  acquired  corporation  has  a  net  oper- 
ating loss  for  the  taxable  year  which  includes  the  date  of  the 
acquisition,  or  a  net  operating  loss  carryover  from  a  prior 
taxable  year  to  such  taxable  year,  and 

"(B)  the  shareholders  (immediately  before  the  reorgani- 
zation) of  such  corporation  (the  'loss  corporation'),  as  the 
result  of  owning  stock  of  the  loss  corporation,  own  (immedi- 
ately after  the  reorganization)  less  than  40  percent  of  the 
total  fair  market  value  of  the  participating  stock  or  of  all  the 
stock  of  the  acquiring  corporation, 
then  the  net  operating  loss  carryover  (if  any)  of  the  loss  corpora- 
tion from  the  taxable  year  which  includes  the  date  of  the  acquisi- 
tion, and  the  net  operating  loss  carryovers  (if  any)  of  the  loss 
corporation  from  prior  taxable  years  to  such  taxable  year  and 
subsequent  taxable  years,  shall  be  reduced  b}^  the  percentage 
determined  under  pai  agraph  (2). 

"(2)  Eeduction  of  net  operating  loss  carryover. — 

"(A)  Ownership  of  20  percent  or  more. — If  such  share- 
holders own  less  than  40  percent,  but  not  less  than  20  percent, 
of  the  total  fair  market  value  of  the  participating  stock  or  of 
all  the  stock  of  the  acquiring  corporation,  the  reduction 
applicable  under  paragraph  (1)  shall  be  the  percentage  equal 
to  the  number  of  percentage  points  (including  fractions 
thereof)  less  than  40  percent,  multiplied  by  three  and  one- 
half. 

"(B)  Ownership  of  less  than  20  percent. — If  such 
shareholders  own  less  than  20  percent  of  the  total  fair 
market  value  of  the  participating  stock  or  of  all  the  stock  of 
the  acquiring  corporation,  the  reduction  applicable  under 
paragraph  (1)  shall  be  the  sum  of — 

"(i)  the  percentage  that  would  be  determined  under 
subparagraph  (A)  if  the  shareholders  owned  20  percent 
of  such  stock,  plus 

"  (ii)  the  percentage  equal  to  the  number  of  percentage 
points  (including  fractions  thereof)  of  such  stock  less 
than  20  percent,  multiplied  by  one  and  one-half. 
The  reduction  under  this  paragraph  shall  be  determined  by  ref- 
erence to  the  lesser  of  the  percentage  of  the  total  fair  market  value 
of  the  participating  stock  or  of  all  the  stock  of  the  acquiring  cor- 
poration owned  by  such  shareholders. 

"(3)  Losses  of  controlled  coRPOR/^^noNS. — For  purposes  of 
this  subsection — 

"(A)  Holding  companies. — If,  immediately  before  the 
reorganization,  the  acquiring  or  acquired  corporation  controls 
a  corporation  which  has  a  net  operating  loss  for  the  taxable 
year  which  includes  the  date  of  the  acquisition,  or  a  net  oper- 
ating loss  carryover  from  a  prior  taxable  year  to  such  taxa- 
ble year,  the  acquiring  or  acquired  corporation,  as  the  case 
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may  be,  shall  be  treated  as  the  loss  corporation  (whether  or 
not  such  corporation  is  a  loss  corporation).  The  reduction,  if 
any,  so  determined  mider  paragraph  (2)  shall  be  applied  to 
the  losses  of  such  controlled  corporation. 

"(B)  Triangular  reorganizations. — Except  as  otherwise 
provided  in  paragraph  (5),  if  the  shareholders  of  the  loss 
corporation  (immediately  before  the  reorganization)  own,  as 
a  result  of  the  reorganization,  stock  in  a  corporation  con- 
trolling the  acquiring  corporation,  such  shareholders  shall  be 
treated  as  owning  (immediately  after  the  reorganization)  a 
percentage  of  the  total  fair  market  value  of  the  participating 
stock  and  of  all  the  stock  of  the  acquiring  corporation  owned 
by  the  controlling  corporation  equal  to  the  percentage  of  the 
total  fair  market  value  of  the  participating  stock  and  of  all 
the  stock,  respectively,  of  the  controlling  corporation  owned 
by  such  shareholders. 

"(4)  Special  riles. — For  purposes  of  applying  paragraph 

0(B)- 

"(A)  Certain  related  transactions. — If,  immediately 
before  the  reorganization — 

"(i)  one  or  more  shareholders  of  the  loss  corporation 
own  stock  of  such  corporation  which  such  shareholder 
acquired  during  the  36-month  period  ending  on  the  date 
of  the  acquisition  in  a  transaction  described  in  paragraph 
(1)  or  in  subsection  (a)  (1)  (C)  (unless  excepted  by  sub- 
section (a) (5) ),  and 

"(ii)  such  shareholders  own  more  than  50  percent  of 
the  total  fair  market  value  of  the  stock  of  another  cor- 
poration a  party  to  the  reorganization,  or  any  such  share- 
holder is  a  corporation  controlled  by  another  corporation 
a  party  to  the  reorganization, 
then  such  shareholders  shall  not  be  treated  as  shareholders 
of  the  loss  corporation  with  respect  to  such  stock. 

"(B)  Certain  prior  ownership  of  loss  corporation. — If, 
immediately  before  the  reorganization,  the  acquiring  or 
acquired  corporation  owns  stock  of  the  loss  corporation,  then 
paragraph  (1)(B)  shall  be  applied  by  treating  the  share- 
holders of  the  loss  corporation  as  owning  an  additional 
amount  of  the  total  fair  market  value  of  the  participating 
stock  and  of  all  the  stock  of  the  acquiring  corporation,  as  a 
result  of  owning  stock  in  the  loss  corporation,  equal  to  the  total 
fair  market  value  of  the  participating  stock  and  of  all  the 
stock,  respectively,  of  the  loss  corporation  owned  (immedi- 
ately before  the  reorganization)  by  the  acquiring  or  acquired 
corporation.  This  subparagraph  shall  not  apply  to  stock  of 
the  loss  corporation  owned  by  the  acquiring  or  acquired  cor- 
poration if  such  stock  was  acquired  by  such  corporation  within 
the  36-month  period  ending  on  the  date  of  the  reorganization 
in  a  transaction  described  in  subsection  (a)(1)(C)  (unless 
excepted  by  subsection  (a)(5));  or  to  a  reorganization 
described  in  section  368(a)  (1)  (B)  or  (C)  to  the  extent  the  26  USC  368. 
acquired  corporation  does  not  distribute  the  stock  received 
by  it  to  its  own  shareholders. 

"(C)  Certain  asset  acquisitions. — If  a  loss  corporation 
receives  stock  of  the  acquiring  corporation  in  a  reorganization 
described  in  section  368(a)(1)(C)  and  does  not  distribute 
such  stock  to  its  shareholders,  paragraph  (1)(B)  shall  be 
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applied  by  treating  the  shareholders  of  the  loss  corporation 
as  owning  (immediately  after  the  reorganization)  such  undis- 
tributed stock  in  proportion  to  the  fair  market  value  of  the 
stock  which  such  shareholders  own  in  the  loss  corporation. 
"(5)  Certain  stock-for-stock  reorganizations. — In  the  case 
26  use  368.  of  a  reorganization  described  in  section  368(a)  (1)  (B)  in  which 
the  accjuired  corporation  is  a  loss  corporation — 

"(A)  Stock  which  is  exchanged.— Paragraphs  (1)(B) 
and  (2)  shall  be  applied  by  reference  to  the  ownership  of 
stock  of  the  loss  corporation  (rather  than  the  acquiring  cor- 
poration) immediately  after  the  reorganization.  Shareholders 
of  the  loss  corporation  who  exchange  stock  of  the  loss  cor- 
poration shall  be  treated  as  owning  (immediately  after  the 
reorganization)  a  percentage  of  the  total  fair  market  value 
of  the  participating  stock  and  of  all  the  stock  of  the  loss  cor- 
poration acquired  in  the  exchange  by  the  acquiring  corpora- 
tion which  is  equal  to  the  percentage  of  the  total  fair  market 
value  of  the  participating  stock  and  of  all  the  stock,  respec- 
tively, of  the  acquiring  corporation  owned  (immediately  after 
the  reorganization)  by  such  shareholders. 

"(B)  Stock  which  is  not  exchanged. — Stock  of  the  loss 
corporation  owned  by  shareholders  immediately  before  the 
reorganization  which  was  not  exchanged  in  the  reorganiza- 
tion shall  be  taken  into  account  in  applying  paragraph  (1) 
(B).  For  purposes  of  the  preceding  sentence,  the  acquir- 
ing corporation  (or  a  corporation  controlled  by  the  acquiring 
corporation)  shall  not  be  treated  as  a  shareholder  of  the  loss 
corporation  with  respect  to  stock  of  the  loss  corporation 
acquired  in  a  transactiou  described  in  paragraph  (1),  or  in 
subsection  (a)  (1)  (C)  (unless  excepted  by  subsection  (a) 
(5) ),  during  the  86-month  period  ending  on  the  date  of  the 
exchange. 

"(C)  Triangular  exchanges. — For  purposes  of  applying 
the  rules  in  this  paragraph,  if  the  shareholders  of  the  loss  cor- 
poration receive  stock  of  a  corporation  controlling  the  acquir- 
ing corporation,  such  shareholders  shall  be  treated  as  owning 
a  percentage  of  the  participating  stock  and  of  all  the  stock 
of  the  acquiring  corporation  owned  by  the  controlling  cor- 
poration equal  to  the  percentage  of  the  total  fair  market  value 
of  the  participating  stock  and  of  all  the  stock,  respectively, 
which  such  shareholders  own  of  the  controlling  corporation 
immediately  after  the  reorganization. 
"(6)  Exceptions. — The  limitations  in  this  subsection  shall  not 

apply— 

"(A)  if  the  same  persons  own  substantially  all  the  stock 
of  the  acquiring  corporation  and  of  the  other  corporation 
in  substantially  the  same  proportions ;  or 

"(B)  to  a  net  operating  loss  carryover  from  a  taxable  year 
if  the  acquiring  or  acquired  corporation  owned  at  least  40 
percent  of  the  total  fair  market  value  of  the  participating 
stock  and  of  all  the  stock  of  the  loss  corporation  at  all  times 
during  the  last  half  of  such  taxable  year. 
For  purposes  of  subparagraph  (A),  if  the  acquiring  or  acquired 
corporation  is  controlled  by  another  corporation,  the  share- 
holders of  the  controlling  corporation  shall  be  considered  as 
also  owning  the  stock  owned  by  the  controlling  corporation  in  that 
proportion  which  the  total  fair  market  value  of  the  stock  which 


PUBLIC  LAW  94-455— OCT.  4,  1976 


90  STAT.  1605 


"Participating 
stock." 


Regulations. 


each  shareholder  owns  in  the  controllmg  corporation  bears  to  the 
total  fair  market  value  of  all  the  stock  in  the  controlling 
corporation. 

"(c)  EuLES  Relatixg  to  Stock. — For  purposes  of  this  section- - 

"(1)  The  term  "stock-  means  all  shares  of  stock,  except  stock  "Stock." 
which — 

"  ( A)  is  not  entitled  to  vote, 

"(B)  is  fixed  and  preferred  as  to  dividends  and  does  not 
participate  in  corporate  growth  to  any  significant  extent, 

"(C)  has  redemption  and  lic|uidation  rights  which  do  not 
exceed  the  paid-in  capital  or  par  value  represented  by  such 
stock  (except  for  a  reasonable  redemption  premium  in  excess 
of  such  paid-in  capital  or  par  valtie),  and 

"(D)  is  not  convertible  into  another  class  of  stock. 
"(2)  The  term  'i)articipating  stock'  means  stock  (including 
common  stock)  which  represents  an  interest  in  the  earnings  and 
assets  of  the  issuing  corporation  which  is  not  limited  to  a  stated 
amoimt  of  money  or  propeity  or  percentage  of  paid-in  capital  or 
par  value,  or  by  any  similar  formula. 

"(3)  The  Secretary  shall  prescribe  regulations  under  which — 
"(A)  stock  or  convertible  securities  shall  be  treated  as  stock 
or  participating  stock,  or 

"(B)  stock  (however  denoted)  shall  not  be  treated  as  stock 
or  participating  stock, 
by  reason  of  conversion  and  call  rights,  rights  in  earnings  and 
assets,  priorities  and  preferences  as  to  distributions  of  earnings 
or  assets,  and  similar  factors.*' 

(f)    COXFORMING  AmEXDMEXTS.  

(1)  Amexd3IEXT  of  secttox  36  8. — Scctiou  368(c)  (relating  to    26  USC  368. 
the  definition  of  control)  is  amended  by  striking  out  "and  this 

part,'"  and  inserting  in  lieu  thereof  "this  part,  and  part  V,'\ 

(2)  xVmexdmext  of  sectiox  383. — Section  383  (relating  to    26  USC  383. 
special  limitations  on  certain  carryovers)  is  amended  to  read  as 

follows : 

"SEC.  383.  SPECIAL  LIMITATIONS  ON  UNUSED  INVESTMENT  CREDITS, 
WORK  INCENTIVE  PROGRAM  CREDITS,  FOREIGN  TAXES, 
AND  CAPITAL  LOSSES. 

"In  the  case  of  a  change  of  ownership  of  a  corporation  in  the  manner 
described  in  section  382  (a)  or  (b),  the  limitations  provided  in  section   Ante,  p.  1599 
382  in  such  cases  with  respect  to  net  operating  losses  shall  apply  in  the 
same  manner,  as  provided  under  regulations  prescribed  by  the  Secre- 
tary, with  respect  to  any  unused  investment  credit  of  the  corporation 
under  section  46(b),  to  any  unused  work  incentive  program  credit  of  Ante,  p.  1582 
the  corporation  under  section  50A(b),  to  any  excess  foreign  taxes  of 
the  corporation  under  section  904(d) ,  and  to  any  net  capital  loss  of  the  Post,  p.  1620. 
corporation  under  section  1212." 

(g)  Effective  Date. — 

(1)  The  amendments  made  by  subsections  (a),  (b),  (c),  and  26  USC  172 
(d)  shall  applv  to  losses  incurred  in  taxable  jmrs  ending  after  note. 
December  31,  1975. 

(2)  For  purposes  of  applying  sections  382(a)  and  383  (as  it  26  USC  382 
relates  to  section  382(a))  of  the  Internal  Eevenue  Code  of  1954,  note. 

as  amended  by  subsections  (e)  and  (f),  the  amendments  made  by 
subsections  (e)  and  (f )  shall  take  effect  for  taxable  years  begin- 
ning after  June  30,  1978,  except  that  the  beginning  of  the 
taxable  years  specified  in  clause  (ii)  of  section  382(a)  (1)  (B)  of 
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such  Code,  as  so  amended,  shall  be  considered  to  be  the  later  of : 

(A)  the  begmning  of  such  taxable  years,  or 

(B)  January  1,  1978. 

(3)  Sections  382(b)  and  383  (as  it  relates  to  section  382(b)) 
of  the  Internal  Revenue  Code  of  1954,  as  amended  by  subsections 
(e)  and  (f),  shall  apply  (and  such  sections  as  in  effect  prior  to 
such  amendment  shall  not  apply)  to  reorganizations  pursuant  to 
a  plan  of  reorganization  adopted  by  one  or  more  of  the  parties 
thereto  on  or  after  January  1, 1978.  For  purposes  of  the  preceding 
sentence,  a  corporation  shall  be  considered  to  have  adopted  a  plan 
of  reorganization  on  the  date  on  which  a  resolution  of  the  board 
of  directors  is  passed  adopting  the  plan  or  recommending  its  adop- 
tion to  the  shareholders,  or  on  the  date  on  which  the  shareholders 
approve  the  plan  of  reorganization,  whichever  is  earlier. 

46  use  1177-1.     SEC.  807.  SMALL  FISHING  VESSEL  CONSTRUCTION  RESERVES. 

In  addition  to  any  other  vessel  which  may  be  deemed  an  "eligible 
vessel"  and  a  "qualified  vessel"  under  section  607  of  the  Merchant 
Marine  Act,  1936  (46  U.S.C.  1177),  a  commercial  fishing  vessel  under 
five  net  tons  but  not  under  two  net  tons — 
'  '  '  (1)  which  is  constructed  in  the  United  States  and,  if  recon- 

structed, is  reconstructed  in  the  United  States ; 

(2)  which  is  owned  by  a  citizen  of  the  United  States; 
■'  '       (3)  which  has  a  home  port  in  the  United  States ;  and 

(4)  which  is  operated  in  the  commercial  fisheries  of  the  United 
States, 

shall  be  considered  to  be  an  "eligible  vessel"  and  a  "qualified  vessel" 
for  the  purposes  of  such  section  607. 

TITLE  IX— SMALL  BUSINESS  PROVISIONS 
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SEC.  901.  EXTENSION  OF  CERTAIN  CORPORATE  INCOME  TAX  REDUC- 
TIONS. 

26  use  11.  (a)  In  General. — Subsections  (a),  (b),  (c),  and  (d)  of  section  11 

(relating  to  tax  imposed  on  corporations)  are  amended  to  read  as 
follows : 

"  (a)  Corporations  in  General. — A  tax  is  hereby  imposed  for  each 
taxable  year  on  the  taxable  income  of  every  corporation.  The  tax 
shall  consist  of  a  normal  tax  computed  under  subsection  (b)  and  a 
surtax  computed  under  subsection  (c) . 

"(b)  Normal  Tax. — ^The  normal  tax  is  equal  to — 

"(1)  in  the  case  of  a  taxable  year  ending  after  December  31, 
1977, 22  percent  of  the  taxable  income,  and 

"(2)  in  the  case  of  a  taxable  year  ending  after  December  31, 
1974,  and  before  January  1, 1978,  the  sum  of — 

"(A)  20  percent  of  so  much  of  the  taxable  income  as  does 
not  exceed  $25,000,  plus 

"(B)  22  percent  of  so  much  of  the  taxable  income  as  exceeds 
$25,000. 

"(c)  Surtax. — The  surtax  is  26  percent  of  the  amount  by  which  the 
taxable  income  exceeds  the  surtax  exemption  for  the  taxable  year. 

"(d)  Surtax  Exemption. — For  purposes  of  this  subtitle,  the  surtax 
exemption  for  any  taxable  year  is — 

"(1)  $25,000  in  the  case  of  a  taxable  year  ending  after  Decem- 
ber 31, 1977,  or 

"(2)  $50,000  in  the  case  of  a  taxable  year  ending  after  Decem- 
ber 31, 1974,  and  before  January  1, 1978, 
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i:cept  that,  with  respect  to  a  corporation  to  which  section  1561  (relat- 
ig  to  certain  miihiple  tax  benefits  in  the  case  of  certain  controlled 
)rporations)  applies  for  the  taxable  year,  the  surtax  exemption  for 
le  taxable  year  is  the  amount  determined  under  such  section." 

(b)  ^luTUAL  IXSURAXCE  CoMPAXIES.  

(1)  Ix  GEXERAL.— Section  821(a)  (1)  (relating  to  mutual  insur-    26  USC  821. 
ance  companies)  is  amended  to  read  as  follows : 

"  (1)  XoRMAL  Tax. — A  normal  tax  equal  to — 

"(A)  in  the  case  of  a  taxable  year  ending  after  December 
31, 1977,  22  percent  of  the  mutual  insurance  company  taxable 
income,  or  44  percent  of  the  amount  by  which  such  taxable 
income  exceeds  $6,000,  whichever  is  le.sser,  or 

"(B)  in  the  case  of  a  taxable  year  ending  after  Decem- 
ber 31, 1974,  and  before  January  1, 1978 — 

"(i)  20  percent  of  so  much  of  the  mutual  insurance 
company  taxable  income  as  does  not  exceed  $25,000,  plus 
"(ii)  22  percent  of  so  much  of  the  mutual  insurance 
company  taxable  income  as  exceeds  $25,000, 
or  44  percent  of  the  amount  by  which  such  taxable  income 
exceeds  $6,000,  whichever  is  lesser;  plus". 

(2)  Small  compaxies. — Section  821(c)(1)(A)  (relating  to 
alternative  tax  for  certain  small  companies)  is  amended  to  read 
as  follows : 

"(A)  XoRMAL  TAX. — A  uormal  tax  equal  to — 

"(i)  in  the  case  of  a  taxable  year  ending  after  Decem- 
ber 31,  1977,  22  percent  of  the  taxable  investment  income, 
or  44  percent  of  the  amount  by  w  hich  such  taxable  income 
exceeds  $3,000,  whichever  is  lesser,  or 

"(ii)  in  the  case  of  a  taxable  year  endino-  after  Decem- 
ber 31,  1974,  and  before  January  1,  1978,  20  percent  of  so 
much  of  the  taxable  im  estment  income  as  does  not  exceed 
$25,000,  plus  22  percent  of  so  much  of  the  taxable  invest- 
ment income  as  exceeds  $25,000,  or  44  percent  of  the 
amount  by  which  such  taxable  income  exceeds  $3,000, 
whichever  is  lesser ;  plus". 

(c)  COXFORMIXG  AmEXDMEXTS.  

(1)  Section  1561(a)  (relating  to  certain  multiple  tax  benefits    26  USC  1561. 
in  the  case  of  certain  controlled  corporations)  is  amended  by  add- 
ing at  the  end  thereof  the  following  new  sentence :  "In  applying 

section  11(b)  (2),  the  first  $25,000  of  taxable  income  and  the  sec- 
ond $25,000  of  taxable  income  shall  each  be  allocated  nmong  the 
component  members  of  a  controlled  group  of  corpoj*ations  in  the 
same  manner  as  the  surtax  exemption  is  allocated." 

(2)  Subsection  (f)  of  section  21  (relating  to  change  in  surtax    26  USC  21. 
exemption  treated  as  a  change  in  a  rate  of  tax)  is  amended  by 
striking  out  "Tax  Reduction  Act  of  1975"  and  all  that  follows  and 
inserting  in  lieu  thereof  the  following:  "Tax  Reduction  Act  of 

1975  in  the  surtax  exemption  and  any  change  under  section  11(d)    26  USC  1  note, 
in  the  surtax  exemption  shall  be  treated  as  a  change  in  a  rate 
of  tax." 

j    ^   (3)  Section  6154  (relating  to  installment  payments  of  estimated   26  USC  6154. 
income  tax  by  corporations)  is  amended  by  striking  out  sub- 
section (h). 

(d)  Effeciive  DATES. — The  amendment  made  by  subsection  (a)  26  USC  11  note, 
lall  take  effect  on  December  23,  1975.  The  amendments  made  by  sub- 

ction  (b)  shall  apply  to  taxable  years  ending  after  December  31, 
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1974.  The  amendments  made  by  subsection  (c)  shall  apply  to  taxable 
years  ending  after  December  31, 1975. 

SEC.  902.  CHANGES  IN  SUBCHAPTER  S  RULES. 

(a)  Number  OF  Shareholders. — 

26  use  1371.  (1)  Ii^  GENERAL. — Subsection  (a)  (1)  of  section  1371  (relating 

to  the  definition  of  small  business  corporation )  is  amended  to  read 
as  follows : 

"(1)  have  (except  as  provided  in  subsection  (e))  more  than  10 
shareholders;''. 

(2)  Special  shareholder  rules. — Section  1371  is  amended  by 
adding  at  the  end  thereof  the  following  new  subsection : 
"(e)  Special  Shareholder  Rules. — 

"(1)  A  small  business  corporation  w^hich  has  been  an  electing 
small  business  corporation  for  a  period  of  five  consecutive  taxable 
years  may  not  have  more  than  15  shareholders. 

"(2)  If,  during  the  5-year  period  set  forth  in  paragraph  (1), 
the  number  of  shareholders  of  an  electing  small  business  corpora- 
tion increases  to  an  amount  in  excess  of  10  (but  not  in  excess 
of  15)  solely  by  reason  of  additional  shareholders  who  acquired 
their  stock  through  inheritance,  the  corporation  may  have  a 
number  of  additional  shareholders  equal  to  the  number  by  which 
the  inheriting  shareholders  cause  the  total  number  of  shareholders 
of  such  corporation  to  exceed  10." 
26  use  1371  (3)  Effective  date. — The  amendments  made  by  this  subsection 

shall  apply  to  taxable  years  beginning  after  December  31,  1976. 

(b)  Distributions  by  Subchapter  S  Corporations.^ — 

26  use  1377.  (1)  In  general. — Section  1377  (relating  to  special  rules  ap-; 

plicable  to  earnings  and  profits  of  electing  small  business  corpora- 1 
tions)  is  amended  by  adding  at  the  end  thereof  the  following  new 
subsection : 

"(d)  Distributions  of  Undistributed  Taxable  Income  Previously 
Taxed  to  Shareholders. — For  purposes  of  determining  whether  a 
distribution  by  an  electing  small  business  corporation  constitutes  a 
distribution  of  such  corporation's  undistributed  taxable  income  pre- 
viously taxed  to  shareholders  (as  provided  for  in  section  1375  (d) ) ,  the  I 
earnings  and  profits  of  such  corporation  for  the  taxable  year  in  which; 
the  distribution  is  made  shall  be  computed  without  regard  to  sectiorj 
312 (m).  Such  computation  shall  be  made  without  regard  to  section 
312(m)  only  for  such  purposes.'' 
26  use  1377  (2)  Effective  date. — The  amendm.ent  made  by  this  subsection 

note.  shall  apply  to  taxable  years  beginning  after  December  31,  1975 

"  (c)  Additional  Changes  in  Subchapter  S  Rules. — 

(1)  Estate  of  deceased  spouse  not  to  be  treated  as  share- 
26  use  1371.  holder. — Subsection  (c)  of  section  1371  (relating  to  stock  ownec 

by  husband  and  wife)  is  amended  to  read  as  follows : 
"(c)  Stock  Owned  by  Husband  and  Wife. — For  purposes  of  sub 
section  (a)(1)  stock  which — 
'    '  '  "(1)  is  community  property  of  a  husband  and  wife  (or  th( 

income  from  which  is  community  income)  under  the  applicable 
community  property  law  of  a  State, 

"(2)  is  held  by  a  husband  and  wife  as  joint  tenants,  tenants 
the  entirety,  or  tenants  in  common, 

"(3)  was,  on  the  date  of  death  of  a  spouse,  stock  described  in 
paragraph  (1)  or  (2),  and  is,  by  reason  of  such  death,  held  by  th(| 
estate  of  the  deceased  spouse  and  the  surviving  spouse,  or  by  th( 
estates  of  both  spouses  (by  reason  of  their  deaths  on  the  sam( 
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date),  in  the  same  proportion  as  held  by  the  spouses  before  such 
death,  or 

"(4)  was,  on  the  date  of  the  death  of  a  surviving  spouse,  stock 
described  in  paragraph  (3),  and  is,  by  reason  of  such  death,  held 
by  the  estates  of  both  spouses  in  the  same  proportion  as  held  by 
the  spouses  before  their  deaths, 
shall  be  treated  as  owned  by  one  shareholder." 

(2)  Bkqadexixg  classes  of  permissible  shareholders  to 
include  certaix  trusts.  

(A)  Section  1371  (relating  to  definitions  for  purposes  of   26  USC  1371. 
subchapter  S)  is  amended  by  adding  at  the  end  thereof  the 
following  new  subsection : 

"(f)  Certain  Trusts  Permitted  as  Shareholders. — For  purposes 
of  subsection  (a),  the  following  trusts  ma}'  be  shareholders: 

"(1)  A  trust  all  of  which  is  treated  as  owned  by  the  grantor 
under  subpart  E  of  part  I  of  subchapter  J  of  this  chapter.  26  USC  671. 

•'(2)  A  trust  created  primarily  to  exercise  the  voting  power  of 
stock  transferred  to  it. 

"(3)  Any  trust  with  respect  to  stock  transferred  to  it  pursuant 
to  the  terms  of  a  will,  but  only  for  the  60-day  period  beginning  on 
the  day  on  which  such  stock  is  transferred  to  it. 
In  the  case  of  a  trust  described  in  paragraph  (2),  each  beneficiary  of 
the  trust  shall,  for  purposes  of  subsection  (a)(1),  be  treated  as  a 
shareholder.". 

(B)  Paragraph  (2)  of  section  1371(a)  is  amended  by 
striking  out  "(other  than  an  estate)"  and  inserting  in  lieu 
thereof  "(other  than  an  estate  and  other  than  a  trust 
described  in  subsection  (f ) ) ". 

(3)  Xew  shareholders  must  affirmatively  elect  to  termi- 
nate ELECTION. — Paragraph  (1)  of  section  1372(e)  (relating  to  26  USC  1372. 
termination  of  election)  is  amended  to  read  as  follows: 

"(1)  New  SHAREHOLDERS.  

"(A)  An  election  under  subsection  (a)  made  by  a  small 
business  corporation  shall  terminate  if  any  person  who  was 
not  a  shareholder  in  such  corporation — 

"(i)  on  the  first  day  of  the  first  taxable  year  of  the 
corporation  for  which  the  election  is  effective,  if  such 
election  is  made  on  or  before  such  first  day,  or 

"(ii)  on  the  day  on  which  the  election  is  made,  if  such 
election  is  made  after  such  first  day, 
becomes  a  shareholder  in  such  corporation  and  affirmatively 
refuses  (in  such  manner  as  the  Secretary  shall  by  regulations 
prescribe)  to  consent  to  such  election  on  or  before  the  60th 
day  after  the  day  on  which  he  acquires  the  stock. 

"(B)  If  the  person  acquiring  the  stock  is  the  estate  of  a 
decedent,  the  period  under  subparagraph  (A)  for  affirma- 
tively refusing  to  consent  to  the  election  shall  expire  on  the 
60th  day  after  whichever  of  the  following  is  the  earlier : 

"  (i)  The  day  on  which  the  executor  or  administrator  of 
the  estate  qualifies ;  or 

"(ii)  The  last  day  of  the  taxable  year  of  the  corpora- 
tion in  which  the  decedent  died. 
"(C)  Any  termination  of  an  election  under  subparagraph 
(A)  by  reason  of  the  affirmative  refusal  of  any  person  to  con- 
sent to  such  election  shall  be  effective  for  the  taxable  year  of 
the  corporation  in  which  such  person  becomes  a  shareholder 
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in  the  corporation  and  for  all  succeeding  taxable  years  of  the 
corporation.". 

26  use  1371  (4)  Effective  date. — The  amendments  made  by  this  subsection 

note.  shall  apply  to  taxable  years  beginning  after  December  31, 1976. 

TITLE  X— CHANGES  IN  THE  TREATMENT 
OF  FOREIGN  INCOME 

PART  I— FOREIGN  TAX  PROVISIONS  AFFECTING 
INDIVIDUALS  ABROAD 

SEC.  1011.  INCOME  EARNED  ABROAD  BY  UNITED  STATES  CITIZENS 
LIVING  OR  RESIDING  ABROAD. 

(a)  Reduction  of  Limitations  on  Amount  Excludable. — Para- 
26  use  911.        graph  (1)  of  section  911(c)  relating  to  limitations  on  amount  of 

exclusion)  is  amended  to  read  as  follows : 

"(1)  Limitations  on  amount  of  exclusion. — 

"(A)  In  general. — Except  as  provided  in  subparaf^raphs 
(B)  and  (C),  the  amount  excluded  from  the  gross  income 
of  an  individual  under  subsection  (a)  for  any  taxable  year 
shall  not  exceed  an  amount  which  shall  be  computed  on  a 
daily  basis  at  an  annual  rate  of  $15,000. 
.  '  "(B)  Employees  of  charitable  organizations. — If  any 

individual  performs  qualified  charitable  services  during  any 
'  .  ^    taxable  year,  the  amount  of  the  earned  income  attributable 
5  ,.    to  such  services  excluded  from  the  gross  income  of  the  indi- 
^       .       vidual  under  subsection  (a)  for  the  taxable  year  shall  not 
exceed  an  amount  which  shall  be  computed  on  a  daily  basis 
at  an  annual  rate  of  $20,000. 
V        '  i  >:   ;  ,i  "(C)  Special  rule. — If  any  individual  performs  qualified 

charitable  services  and  other  services  during  any  taxable  year, 
i     -  the  amount  of  the  earned  income  attributable  to  such  other 

•  ;  .  services  excluded  from  the  gross  income  of  the  individual 
,  ,  .     under  subsection  (a)  for  the  taxable  year  shall  not  (after  the 

application  of  subparagraph  (A)  with  respect  to  such  earned 
!  income)  exceed  $15,000  reduced  by  the  amount  of  the  earned 

income  attributable  to  qualified  charitable  services  excluded 
from  gross  income  under  subsection  (a)  for  the  taxable  year. 

•  f.  1  "       "(I^)  Quaijfied  charitable  services. — For  purposes  of 

this  subsection,  the  term  'qualified  charitable  services'  means 
services  performed  by  an  employee  for  an  employer  created 
or  organized  in  the  United  States,  or  under  the  law  of  the 
United  States,  any  State,  or  the  District  of  Columbia,  which 
meets  the  requirements  of  section  501  (c)  (3) 

(b)  Additional  Limitations  on  Exclusion. — 
(1)  Disallowance  of  foreign  tax  credit  with  respect  to 

excluded  amounts. — The  last  sentence  of  subsection  (a)  of  sec- 
tion 911  (relating  to  earned  income  from  sources  without  the 
United  States)  is  amended  to  read  as  follows: 
"An  individual  shall  not  be  allowed  as  a  deduction  from  his  gross 
income  any  deductions  (other  than  those  allowed  by  section  151, 
relating  to  personal  exemptions),  or  as  a  credit  against  the  tax 
imposed  by  this  chapter  any  credit  for  the  amount  of  taxes  paid  or 
accrued  to  a  foreign  country  or  possession  of  the  United  States,  to  the  t 
extent  that  such  deductions  or  credit  is  property  allocable  to  or 
chargeable  against  amounts  excluded  from  gross  income  under  this 
subsection." 
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(2)  Disallowance  of  exclusion  for  incoivie  receh^d  other 

THAN  IN  country  WHERE  EARNED. — Section  911(c)  (relating  to    26  use  911. 
special  rules  for  earned  income  from  sources  without  the  United 
States)  is  amended  by  adding  at  the  end  thereof  the  following 
new  paragraph: 

"(8)    REQUIRE3IENT    AS    TO    PLACE    OF    RECELPT.  Xo  amOUllt 

received  by  an  individual  during  the  taxable  year  which  consti- 
tutes earned  income  (entitled  to  the  exclusion  imder  subsection 
(a))  attributable  to  services  performed  in  a  foreign  country  or 
countries  shall  be  excluded  under  subsection  ( a )  if  such  amount  is 
received  by  such  individual  outside  of  the  foreign  country  or 
countries  where  such  services  were  performed  and  if  one  of  the 
purposes  is  the  avoidance  of  any  tax  imposed  by  such  foreign 
country  or  countries  on  such  amount." 

(3)  Inclusion  of  earned  income  in  computation  of  rate  or 
TAX. — Section  911  (relating  to  earned  income  from  sources  with- 
out the  United  States)  is  amended  by  redesignating  subsection 
(d)  as  subsection-  (f)  and  by  inserting  after  subsection  (c)  the 
following  new  subsections: 

"(d)   Amoi'nt  Excluded  Under  Subsection   (a)   Included  in 
CoiiPUTATiON  of  Tax. — 

"(1)  Computation  of  tax. — If  for  any  taxable  year  an  indi- 
vidual has  earned  income  which  is  excluded  from  gross  income 
under  subsection  (a),  the  tax  imposed  by  section  1  or  section  1201    Post,  p.  1786. 
shall  be  the  excess  of — 

"(A)  the  tax  imposed  by  section  1  or  section  1201  (which- 
ever is  applicable)  on  the  amount  of  net  taxable  income,  over 
"(B)  the  tax  imposed  by  section  1  or  section  1201  (which- 
ever is  applicable)  on  the  amount  of  net  exchided  earned 
income. 

"(2)   Definitions. — For  purposes  of  this  subsection^ — 

"(A)  the  termi  'net  taxable  income'  means  an  amount  equal 
to  the  sum  of  the  amount  of  taxable  income  for  the  taxable 
year  plus  the  amount  of  net  excluded  earned  income  of  such 
individual  for  such  taxable  year;  and 

"(B)  the  term  'net  excluded  earned  income'  means  the 
excess  of  the  amount  of  earned  income  excluded  under  sub- 
section (a)  for  the  taxable  year  over  the  amount  of  the  deduc- 
tions disallowed  with  respect  to  such  excluded  earned  income 
for  such  taxable  year  under  subsection  (a). 
"(e)  Section  Not  to  Apply. — 

"(1)  In  general. — An  individual  entitled  to  the  benefits  of 
this  section  for  a  taxable  year  may  elect,  in  such  manner  and  at 
such  time  as  shall  be  prescribed  by  the  Secretary,  not  to  have  the 
provisions  of  this  section  apply. 

"(2)  Effect  of  election. — An  election  under  paragraph  (1) 
shall  apply  to  the  taxable  year  for  which  made  and  to  all  subse- 
quent taxable  years.  Such  election  may  not  be  revoked  except  with 
the  consent  of  the  Secretary." 

(c)  Allowance  of  Foreign  Tax  Credits  to  Individuals  Taking 
Standard  Deduction. — Section  36  ( relating  to  credits  not  allowed  to   26  USC  36. 
individuals  paying  optional  tax  or  taking  standard  deduction)  is 
amended  by  striking  out  "sections  32,  33,  and"  and  inserting  in  lieu 

thereof  "sections  32  and". 

(d)  Effective  Date. — The  amendments  made  by  this  section  shall   26  USC  911 
apply  to  taxable  years  beginning  after  December  31,  1975.  note. 
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SEC.  1012.  INCOME  TAX  TREATMENT  OF  NONRESIDENT  ALIEN  INDI- 
VIDUALS WHO  ARE  MARRIED  TO  CITIZENS  OR  RESIDENTS 
OF  THE  UNITED  STATES. 

(a)  Election  To  Be  Treated  as  Residents  of  the  United 
States. — 

26  use  6013.  (1)  In  general. — Section  6013  (relating  to  joint  returns  of 

income  tax  by  husband  and  wife)  is  amended  by  adding  at  the 
end  thereof  the  following  ncAv  subsections: 
"(g)  Election  To  Treat  Nonresident  Alien  Individual  as  Resi- 
dent OF  TPiE  United  States. — 

"  (1)  In  general. — nonresident  alien  individual  with  resj)ect 
to  whom  this  subsection  is  in  effect  for  the  taxable  year  shall  be 
treated  as  a  resident  of  the  United  States  for  purposes  of  chap- 
26  use  1.  ter  1  for  all  of  such  taxable  year. 

"  (2)  Individltals  with  respect  to  whom  this  subsection  is  in 
effect. — This  subsection  shall  be  in  effect  with  respect  to  any 
individual  who,  at  the  time  an  election  was  made  under  this  sub- 
,  section,  was  a  nonresident  alien  individual  married  to  a  citizen  or 
resident  of  the  United  States,  if  both  of  them  made  such  election 
to  have  the  benefits  of  this  subsection  appl}'  to  them. 

"(3)  Duration  of  election. — ^An  election  under  this  subsec- 
tion shall  apply  to  the  taxable  year  for  which  made  and  to  all 
subsequent  taxable  years  until  terminated  under  paragraph  (4) 
r  ;       .  „\  or  (5)  ;  except  that  any  such  election  shall  not  apply  for  any  tax- 

able year  if  neither  spouse  is  a  citizen  or  resident  of  the  United 
States  at  any  time  during  such  year. 

"(4)  Termination  of  election. — ^An  election  under  this  sub- 
section shall  terminate  at  the  earliest  of  the  following  times: 

"(A)    Revocation  by  taxpayers. — If  either  taxpayer 
revokes  the  election,  as  of  the  first  taxable  year  for  AAhich  the 
last  day  prescribed  by  law  for  filing  the  return  of  tax  under 
:  chai)ter  1  has  not  yet  occurred. 

,  ;c  "(33)  Death. — In  the  case  of  the  death  of  either  spouse, 
;  '  as  of  the  beginning  of  the  first  taxable  year  of  the  spouse 
who  survives  following  the  taxable  year  in  which  such  death 
occurred;  except  that  if  the  spouse  who  survives  is  a  citizen 
or  resident  of  the  United  States  who  is  a  surviving  spouse 
entitled  to  the  benefits  of  section  2,  the  time  providecl  by  this 
subparagraph  shall  be  as  of  the  close  of  the  last  taxable  year 
for  which  such  individual  is  entitled  to  tlie  benefits  of 
section  2. 

"(C)  Legal  separation. — In  the  case  of  the  legal  separa 
tion  of  the  couple  under  a  decree  of  divorce  or  of  separatejatoi 
maintenance,  as  of  the  beginning  of  the  taxable  year  in  which 
such  legal  separation  occurs. 

"(D)  TermiNx\tion  by  secretary. — At  the  time  providec 
in  paragraph  (5). 
"(5)  Termination  by  secretary. — The  Secretary  may  termi 
nate  any  election  under  this  subsection  for  any  taxable  year  ii 
he  determines  that  either  spouse  has  failed — 
"  ( A)  to  keep  such  books  and  records, 
"(B)  to  grant  such  access  to  such  books  and  records,  or 
"(C)  to  supply  such  other  information, 
as  may  be  reasonably  necessary  to  ascertain  the  amount  of  lia 
bility  for  taxes  under  chapter  1  of  either  spouse  for  such  taxabk 
year. 
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( 6 )  Only  one  election. — If  any  elect  ion  under  this  subsection 
for  any  twu  individuals  is  terminated  under  paragraph  (4)  or 
(5)  for  any  taxable  year,  such  two  individuals  shall  be  ineligible 
to  make  an  election  under  this  subsection  for  any  subsequent 
taxable  year. 

"  (h)  Joint  Eeturn,  Etc.,  for  Year  in  Which  Nonresident  Alien 
Beco:mes  Resident  of  L^nited  States. — 

"(1)    In  GENERAL.  If  

"(A)  any  individual  is  a  nonresident  alien  individual  at 
the  beginning  of  any  taxable  year  but  is  a  resident  of  the 
L'nited  States  at  the  close  of  such  taxable  year, 

"(B)  at  the  close  of  such  taxable  year,  such  individual  is 
married  to  a  citizen  or  resident  of  the  United  States,  and 

"(C)  both  individuals  elect  the  benefits  of  this  subsection 
at  the  time  and  in  the  manner  prescribed  by  the  Secretary 
by  regulation., 

then  the  individual  referred  to  in  subparagraph  (A)  shall  be 

treated  as  a  l  esident  of  the  United  States  for  purposes  of  chapter  1    26  USC  i. 

for  all  of  such  taxable  yesir. 

"  (2)  Only  one  elixtion. — If  any  election  uiuler  this  subsection 
applies  for  any  2  individuals  for  any  taxable  year,  such  2  individu- 
als shall  be  ineligible  to  make  an  election  under  this  subsection  for 
any  subsequent  taxable  year." 

(2)  Clerical  amendment. — Section  871(g)  (relating  to  cross    26  USC  871. 
references)  is  amended  by  adding  at  the  end  thereof  the  follow- 
ing new  paragraph : 

"(7)  For  election  to  treat  married  nonresident  alien  individual  as 
resident  of  United  States  in  certain  cases,  see  subsections  (g)  and 
(h)  of  section  6013." 

(b)  Tax  Treatment  of  Certain  Community  Income  in  the  Case 
OF  A  Kesident  or  Citizen  of  the  United  States  Who  Is  Married  to  a 
Nonresident  Alien  Individual. — 

(1)  In  general. — Subpart  A  of  part  II  of  subchapter  N  of 
chapter  1  (relating  to  nonresident  alien  individuals)  is  amended 
by  adding  at  the  end  thereof  the  following  new  section : 

"SEC.  879.  TAX  TREATMENT  OF  CERTAIN  COMMUNITY  INCOME  IN  THE    26  USC  879. 
CASE  OF  A  RESIDENT  OR  CITIZEN  OF  THE  UNITED  STATES 
WHO  IS  MARRIED  TO  A  NONRESIDENT  ALIEN  INDIVIDUAI^ 

"(a)  General  Rule. — In  the  case  of  a  citizen  or  resident  of  the 
United  States  who  is  married  to  a  nonresident  alien  individual  and 
who  has  community  income  for  the  taxable  year,  such  community 
income  shall  be  treated  as  follows : 

"(1)  Earned  income  (within  the  meaning  of  section  911(b)), 
other  than  trade  or  business  income  and  a  partner's  distributive 
share  of  partnership  income,  shall  be  treated  as  the  income  of  the 
spouse  who  rendered  the  personal  services, 

"(2)  Trade  or  business  income,  and  a  partner's  distributive 
share  of  partnership  income,  shall  be  treated  as  provided  in  sec- 
tion 1402(a)(5), 

"(3)  Community  income  not  described  in  paragraph  (1)  or  (2) 
which  is  derived  from  the  separate  property  (as  determined  under 
the  applicable  community  property  law)  of  one  spouse  shall  be 
treated  as  the  income  of  such  spouse,  and 

"(4)  All  other  such  community  income  shall  be  treated  as  pro- 
vided in  the  applicable  community  property  law. 
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Ante,  p.  1612.  "(b)   ExCEn  iON  WlTERE  ELECTION  UnDEK  SeCTION  6013  (g)   Is  IX 

Effect. — Subsection  (a)  sliall  not  apply  for  any  taxable  year  for 
which  an  election  under  subsection  (g)  or  (h)  of  section  6013  (relating 
to  election  to  treat  nonresident  alien  individual  as  resident  of  the 
United  States)  is  in  effect. 

"(c)  DEFixrrioxs  axd   Special  RrLES. — For  purposes  of  this 
section — 

"(1)  Community  ixcome. — The  term  'conumniity  income' 
means  income  which,  under  applicable  community  property  laws, 
is  treated  as  connnunity  income. 

"(2)  Community  property  law^s. — The  term  'community  prop- 
erty laws-  means  the  connnunity  property  laws  of  a  State,  a  for- 
eign country,  or  a  possession  of  the  United  States. 

"(3)  Determination  of  marital  status. — The  determination 
,  of  marital  status  shall  be  made  under  section  143(a)." 
26  use  981.  (2)  Eepeal  of  section  9Si.— Subpart  II  of  part  III  of  sub- 

chapter N  of  chapter  1  (relating  to  election  as  to  treatment  of 
,      income  subject  to  foreign  community  property  laws)  is  hereby 
repealed. 

(3)  Clerical  amexdments. — 

(A)  The  table  of  sections  for  subpart  A  of  part  II  of 
, subchapter  N  of  chapter  1  is  amended  by  adding  at  the  end 

thereof  the  following  new  item  : 

'  "Sec.  S70.  Tax  treatment  of  certain  community  income  in  the  case 
of  a  resident  or  citizen  of  the  United  States  who  is  married 
to  a  nonresident  alien  individual." 

(B)  The  table  of  subparts  for  part  III  of  subchapter  N 
.         of  chapter  1  is  amended  by  striking  out  the  item  relating  to 

subpart  G. 

(c)  Due  Da'it:  for  Filixg  Estuniated  Tax  RetT'Rxs  in  the  Case  of 
26  use  6073.  Certain  Noxresidext  Aliexs. — Subsection  (a)  of  section  6073  (relat- 
ing to  time  for  tiling  declarations  of  estimated  tax  by  individuals) 
is  amended  by  adding  at  the  end  thereof  the  following  sentence  : 
"In  the  case  of  a  nonresident  alien  described  in  section  6072(c),  the 
requirements  of  section  6015  shall  be  deemed  to  be  hi  st  met  no  earlier 
than  after  April  1  and  before  June  2  of  the  taxable  year.". 
26  use  6013  (d)  Effective  Dates. — The  amendments  made  by  subsection  (a) 

"ote.  shall  apply  to  taxable  years  ending  on  or  after  December  31,  1975.  The 

amendments  made  by  subsections  (b)  and  (c)  shall  apply  to  taxable 
years  beginning  after  December  31, 1976. 

"SEC.  1013.  FOREIGN  TRUSTS  HAVING  ONE  OR  MORE  UNITED  STATES 
BENEFICIARIES  TO  BE  TAXED  CURRENTLY  TO  GANTOR. 
(a)  Taxation  of  Income  to  (tilvxtor  of  Trust. — Sub])art  E  of 
part  I  of  subchapter  J  of  chapter  1  (relating  to  grantors  and  others 
treated  as  substantial  owners)  is  amended  by  adding  at  the  end  thereof 
tlie  folloAving  new  section: 

26  use  679.         "SEC.  679.  FOREIGN  TRUSTS  HAVING  ONE  OR  MORE  U|s[ITED  STATES 

BENEFICIARIES. 

"(a)  Traxsferor  Treated  as  Owxer. — 

"(1)  Ix  general. — A  United  States  person  who  directly  or 
indirectly  transfers  property  to  a  foreign  trust  (other  than  a 
trust  described  in  section  404(a)  (4) )  shall  be  treated  as  the  owner 
for  his  taxable  year  of  the  portion  of  such  trust  attributable  to 
such  propert}^  if  for  such  year  there  is  a  United  States  beneficiary 
of  any  portion  of  such  trust. 

*'(2)  Exceptions. — Paragraph  (1)  shall  not  apply —  , 
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"(A)  Traxsfeks  by  eeasox  of  death. — To  any  transfer 
by  reason  of  the  death  of  the  transferor. 

'•(B)  Transfers  tthere  gaix  is  recogxized  to  traxs- 
FEROR. — To  any  sale  or  exchange  of  the  property  at  its  fair 
market  value  in  a  transaction  in  which  all  of  the  gain  to  the 
transferor  is  realized  at  the  time  of  the  transfer  and  is  recog- 
nized either  at  such  time  or  is  returned  as  provided  in  section 
453. 

"(b)  Trusts  AcgriRixo  L^xited  States  Bexeficiaries. — If — 

"(1)  subsection  (a)  applies  to  a  trust  for  the  transferor's  tax- 
able year,  and 

"(2)  subsection  (a)  would  have  applied  to  the  trust  for  his 
immediately  preceding  taxable  year  but  for  the  fact  that  for  such 
preceding  taxable  year  there  was  no  L^nited  States  beneficiary  for 
any  portion  of  the  trust, 
then,  for  purposes  of  this  subtitle,  the  transferor  shall  be  treated  as 
having  income  for  the  taxable  year  (in  addition  to  his  other  income 
for  such  year)  equal  to  the  undistributed  net  income  (at  the  close  of 
such  immediately  preceding  taxable  year)  attributable  to  the  portion 
of  the  trust  referred  to  in  subsection  (a) . 
"(c)  Trusts  Treated  as  Ha%txg  a  L^xtted  States  Bexeficlary. — 
"(1)  In  gexeral. — For  purposes  of  this  section,  a  trust  shall 
be  treated  as  having  a  L'nited  States  beneficiary  for  the  taxable 
year  unless — 

"(A)  under  the  terms  of  the  trust,  no  part  of  the  income 
or  corpus  of  the  trust  may  be  paid  or  accumulated  during  the 
taxable  year  to  or  for  the  benefit  of  a  L'nited  States  person, 
and 

"(B)  if  the  trust  were  terminated  at  any  time  during  the 
taxable  year,  no  part  of  the  income  or  corpus  of  such  trust 
could  be  paid  to  or  for  the  benefit  of  a  L^nited  States  person. 
"(2)  A'nRiBUTiox  OF  owxERSHip. — FoT  purposcs  of  paragraph 
(1),  an  amount  shall  be  treated  as  paid  or  accumulated  to  or  for 
the  benefit  of  a  L^nited  States  person  if  such  amount  is  paid  to  or 
accumulated  for  a  foreign  corporation,  foreign  partnership,  or 
foreign  trust  or  estate,  and — 

"(A)  in  the  case  of  a  foreign  corporation,  more  than  50 
percent  of  the  total  combined  voting  power  of  all  classes  of 
stock  entitled  to  vote  of  such  corporation  is  owned  (within 
the  meaning  of  section  958(a) )  or  is  considered  to  be  owned 
(within  the  meaning  of  section  958(b))  by  United  States 
shareholders  (as  defined  in  section  951(b)), 

"(B)  in  the  case  of  a  foreign  partnership,  a  L^nited  States 
person  is  a  partner  of  such  partnership,  or 

"(C)  in  the  case  of  a  foreign  trust  or  estate,  such  trust  or 
estate  has  a  L^nited  States  beneficiary  (within  the  meaning 
of  paragraph  (1)).". 

(b)  Graxtor  To  Be  Treated  as  Owxer. — Subsection  (b)  of  sec-    26  USC  678. 
tion  678  (relating  to  persons  other  than  grantors  treated  as  substan- 
tial owners)  is  amended  by  striking  out  everything  after  "modified," 

and  inserting  in  lieu  thereof  "if  the  grantor  of  the  trust  or  a  transferor 
(to  whom  section  679  applies)  is  otherwise  treated  as  the  owner  under 
the  provisions  of  this  subpart  other  than  this  section.". 

(c)  Treatmext  OF  Capital  Gaixs  axd  Losses  of  Certaix  Foreigx 
Trusts. — 

(1)  Foreigx  trusts  created  by  uxtted  states  persoxs  treated 
LIKE  OTHER  FOREIGX  TRUSTS. — Subparagraph  (C)  of  section  643   26  USC  643. 
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(a)  (6)  (relating  to  distributable  net  income  in  case  of  foreign 
trusts)  is  amended  by  striking  out  "foreign  trust  created  by  a 
United  States  person"  and  inserting  in  lieu  thereof  "foreign 
trust". 

(2)  Transitional  rule  for  foreign  trusts. — Section  643(a) 
26  use  643.  (6)  is  amended  by  adding  at  the  end  thereof  the  following  new 

subparagraph : 

"(D)  Effective  for  distributions  made  in  taxable  years 
beginning  after  December  31,  1975,  the  undistributed  net 
income  of  each  foreign  trust  for  each  taxable  year  beginning 
on  or  before  December  31,  1975,  remaining  undistributed  at 
the  close  of  the  last  taxable  year  beginning  on  or  before 
December  31,  1975,  shall  be  redetermined  by  taking  into 
account  the  deduction  allowed  by  section  1202." 

(d)  Keturns  for  Foreign  Trusts  Having  One  or  More  United 
States  Beneficiaries. — 

26  use  6048.  (1)  Section  6048  (relating  to  returns  as  to  creation  of  or  trans- 

fers to  certain  foreign  trusts)  is  amended  by  redesignating  sub- 
section (c)  as  subsection  (d)  and  by  inserting  after  subsection 

(b)  the  following  new  subsection: 

"(c)  Annual  Returns  for  Foreign  Trusts  Having  One  or  More 
United  States  Beneficiaries. — Each  taxpayer  subject  to  tax  under 
section  679  (relating  to  foreign  trusts  having  one  or  more  United 
States  beneficiaries)  for  his  taxable  year  with  respect  to  any  trust 
shall  make  a  return  with  respect  to  such  trust  for  such  year  at  such 
time  and  in  such  manner,  and  setting  forth  such  information,  as  the 
Secretary  may  by  regulations  prescribe.". 
26  use  6677.  (2)  Section  6677(a)   (relating  to  failure  to  file  information 

returns  with  respect  to  certain  foreign  trusts)  is  amended  by  strik- 
ing out  "to  a  trust"  and  inserting  in  lieu  thereof  "to  a  trust  (or, 
in  the  case  of  a  failure  with  respect  to  section  6048(c),  equal  to 
5  percent  of  the  value  of  the  corpus  of  the  trust  at  the  close  of 
the  taxable  year)". 

(e)  Conforming  Amendments. — 

(1)  The  table  of  sections  for  subpart  E  of  part  I  of  subchapter 
J  of  chapter  1  is  amended  by  adding  at  the  end  thereof  the 
following  new  item : 

"Sec.  679.  Foreign  trusts  having  one  or  more  United  States  bene- 
ficiaries." 

26  use  643.  (2)  Subsection  (d)  of  section  643  is  hereby  repealed. 

26  use  6048.  (3)  Subsection  (d)  of  section  6048  (as  redesignated  by  sub- 

section (d) )  is  amended  to  read  as  follows : 
"(d)  Cross  Reference. — 

"For  provisions  relating  to  penalties  for  violation  of  this  section,  see 
sections  6677  and  7203." 

(4)  The  heading  of  section  6048  is  amended  to  read  as  follows : 
"SEC.  6048.  RETURNS  AS  TO  CERTAIN  FOREIGN  TRUSTS.". 

(5)  The  table  of  sections  for  subpart  B  of  part  III  of 
26  use  6041.             subchapter  A  of  chapter  61  is  amended  by  striking  out  the 

item  relating  to  section  6048  and  inserting  in  lieu  thereof  the 
following : 

"Sec.  6048.  Returns  as  to  certain  foreign  trusts." 

(f)  Effective  Dates. — 

26  use  679  (1)  In  GENERAL. — The  amendments  made  by  this  section  (other 

than  subsection  (c))  shall  apply  to  taxable  years  ending  after 
December  31, 1975,  but  only  in  the  case  of — 
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(A)  foreign  trusts  created  after  May  21,  1974,  and 

(B)  transfers  of  property  to  foreign  trusts  after  May  21, 
1974. 

(2)    ChAXGES  IX  CAPITx-^L  GAIX"  RULES  FOR  FOREIGX^  TRUSTS.  The     26  USC  643 

amendments  made  by  subsection  (c)  shall  apply  to  taxable  years  note, 
beginning  after  December  31,  1975. 
SEC.  1014.  INTEREST  CHARGE  ON  ACCUMULATION  DISTRIBUTIONS 
FROM  FOREIGN  TRUSTS. 

(a)  Tax  To  Ixclude  Special  Interest  Charge. — Section  667(a)    ^^te,  p.  1575. 
(as  amended  by  section  701  of  this  Act)  is  amended  by  striking  out  ^"f^^- 
"and''  at  the  end  of  paragraph  (1),  by  striking  out  the  period  at  the 

end  of  paragraph  (2)  and  inserting  in  lieu  thereof     and     and  by 
adding  at  the  end  thereof  the  following  new  paragraph  : 

"(3)  in  the  case  of  a  foreign  trust,  the  interest  charge  deter- 
mined as  provided  in  section  668.''  Infra. 

(b)  Comptjtatiox  of  Special  Ixterest  Charge. — Subpart  D  of 
part  I  of  subchapter  J  of  chapter  1  (relating  to  treatment  of  excess 
distributions  by  trusts)  is  amended  by  adding  at  the  end  thereof  the 
following  new  section : 

"SEC.  668.  INTEREST  CHARGE  ON  ACCUMULATION  DISTRIBUTIONS    26  USC  668. 
FROM  FOREIGN  TRUSTS. 

"(a)  Gexeral  Eule. — For  purposes  of  the  tax  determined  under 
section  667(a),  the  interest, charge  is  an  amount  equal  to  6  percent  of 
the  partial  tax  computed  under  section  667(b)  multiplied  by  a 
fraction — 

"(1)  the  numerator  of  which  is  the  sum  of  the  number  of  tax- 
able years  between  each  taxable  year  to  which  the  distribution  is 
allocated  under  section  666(a)  and  the  taxable  year  of  the  dis- 
tribution (counting  in  each  case  the  taxable  year  to  which  the 
distribution  is  allocated  but  not  counting  the  taxable  year  of  the 
distribution),  and 

"(2)  the  denominator  of  which  is  the  number  of  taxable  years 
to  which  the  distribution  is  allocated  under  section  666(a). 
"(b)  LiMiTATiox'. — The  total  amount  of  the  interest  charge  shall 
not,  when  added  to  the  total  partial  tax  computed  under  section  667 
(b),  exceed  the  amount  of  the  accumulation  distribution  (other  than 
the  amount  of  tax  deemed  distributed  by  section  666  (b)  or  (c))  in 
respect  of  which  such  partial  tax  was  determined. 
"(c)  Special  Rules. — 

"(1)  Ixterest  charge  x'Ot  deductible. — The  interest  charge 
determined  under  this  section  shall  not  be  allowed  as  a  deduction 
for  purposes  of  any  tax  imposed  by  this  title. 

"(2)  Transitional  rule. — For  purposes  of  this  section, 
undistributed  net  income  existing  in  a  trust  as  of  January  1, 1977, 
shall  be  treated  as  allocated  under  section  666(a)  to  the  first  tax- 
able year  beginning  after  December  31, 1976." 

(c)  Clerical  A:mexdmext. — The  table  of  sections  for  subpart  D  of 
part  I  of  subchapter  J  of  chapter  1  is  amended  by  adding  at  the  end 
thereof  of  the  following  new  item : 

Sec.  668.  Interest  charge  on  accumulation  distributions  from  foreign 
trusts." 

(d)  Effective  Date. — The  amendments  made  by  this  section  shall  26  USC  668 
apply  to  taxable  years  beginning  after  December  31,  1976. 

SEC.  1015.  EXCISE  TAX  ON  TRANSFERS  OF  PROPERTY  TO  FOREIGN 
PERSONS  TO  AVOID  FEDERAL  INCOME  TAX. 

(a)  Amexdment  of  Section  1491. — Section  1491  (relating  to  im-  26  USC  1491 
position  of  tax)  is  amended  to  read  as  follows : 
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26  use  1491.       "SEC.  1491.  IMPOSITION  OF  TAX. 

"There  is  hereby  imposed  on  the  transfer  of  property  by  a  citizen  or 
resident  of  the  United  States,  or  by  a  domestic  corporation  or  partner- 
ship, or  by  a  trust  which  is  not  a  foreign  trust,  to  a  foreign  corpora- 
tion as  paid-in  surplus  or  as  a  contribution  to  capital,  or  to  a  foreign 
trust,  or  to  a  foreign  partnership,  an  excise  tax  equal  to  35  percent  of 
the  excess  of — 

"(1)  the  fair  market  value  of  the  property  so  transferred,  over 
"(2)  the  sum  of— 

"(A)  the  adjusted  basis  (for  determining  gain)  of  such 
property  in  the  hands  of  the  transferor,  plus 

"(B)  the  amount  of  the  gain  recognized  to  the  transferor 
at  the  time  of  the  transfer." 
26  use  1492.  (b)  Amendments  of  Section  1492. — Section  1492  (relating  to  non- 

taxable transfers)  is  amended — 

(1)  by  striking  out  in  paragraph  (3)  "section  367(d)  applies." 
and  inserting  in  lieu  thereof  "section  367  applies ;  or"  and 

(2)  by  adding  at  the  end  thereof  the  following  new  paragraph  : 
"(4)  To  a  transfer  for  which  an  election  has  been  made  under 

Infra.  .  Section  1057." 

(c)  Election  To  Treat  as  Taxable  Exchange. — Part  IV  of  sub- 
chapter O  of  chapter  1  (relating  to  special  rules  for  determining  gain 
or  loss  on  disposition  of  property)  is  amended  by  redesignating  sec- 

Ante,  p.  1545.      tion  1057  as  section  1058  and  by  inserting  after  section  1056  the  follow- 
ing new  section : 

26  use  1057.       "SEC.  1057.  ELECTION  TO  TREAT  TRANSFER  TO  FOREIGN  TRUST,  ETC., 

AS  TAXABLE  EXCHANGE. 
Supra.  "In  lieu  of  payment  of  the  tax  imposed  by  section  1491,  the  tax- 

payer may  elect  (for  purposes  of  this  subtitle),  at  such  time  and  in 
such  manner  as  the  Secretary  may  prescribe,  to  treat  a  transfer 
described  in  section  1491  as  a  sale  or  exchange  of  property  for  an 
amount  equal  in  value  to  the  fair  market  value  of  the  property  trans- 
ferred and  to  recognize  as  gain  the  excess  of — 

"(1)  the  fair  market  value  of  the  property  so  transferred,  over 
"(2)  the  adjusted  basis  (for  determining  gain)  of  such  prop- 
erty in  the  hands  of  the  tranferor.". 
(c)  Clerical  Amendment. — The  table  of  sections  for  part  IV  of 
subchapter  O  of  chapter  1  is  amended  by  striking  out  the  last  item 
thereof  and  inserting  in  lieu  thereof : 

"Sec.  1057.  Election  to  treat  transfer  to  foreign  trust,  etc.,  as  taxable 

exchange. 
"Sec.  1058.  Cross  references." 

26  use  1491  (d)  Effective  Date.— The  amendments  made  by  this  section  shall 

apply  to  transfers  of  property  after  October  2, 1975." 

PART  II— AMENDMENTS  AFFECTING  TAX  TREATMENT 
OF  CONTROLLED  FOREIGN  CORPORATIONS  AND 
THEIR  SHAREHOLDERS 

SEC.  1021.  AMENDMENT  OF  PROVISION  RELATING  TO  INVESTMENT  IN 
UNITED  STATES  PROPERTY  BY  CONTROLLED  FOREIGN 
CORPORATIONS. 

(a)  Exceptions  to  Definition  of  United  States  Property. — 
26  use  956.        Section  956(b)(2)   (relating  to  exceptions  to  definition  of  United 
States  property)  is  amended  by  striking  out  "and"  at  the  end  of  sub- 
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paragraph  (E),  by  redesignating  subparagraph  (F)  as  subparagraph 
(H),  and  by  inserting  after  subparagraph  (E)  the  following  new 
subparagraphs : 

"(F)  the  stock  or  obligations  of  a  domestic  corporation 
which  is  neither  a  United  States  shareholder  (as  defined  in 
section  951(b))  of  the  controlled  foreign  corporation,  nor  a 
domestic  corporation.  25  percent  or  more  of  the  total  com- 
bined voting  power  of  which,  immediately  after  the  acquisi- 
tion of  any  stock  in  such  domestic  corporation  by  the  con- 
trolled foreign  corporation,  is  owned,  or  is  considered  as  being 
owned,  by  such  United  States  shareholders  in  the  aggregate ; 

"(G)  any  movable  property  (other  than  a  A^essel  or  air- 
craft) which  is  used  for  the  purpose  of  exploring  for, 
developing,  removing,  or  transporting  resources  from  ocean 
waters  or  under  such  waters  when  used  on  the  Continental 
Shelf  of  the  United  States ;  and''. 

(b)  CoxsTRucTiVE  OWNERSHIP  OF  Stock. — Sectiou  958(b)  (relating   26  USC  958. 
to  rules  for  determining  stock  ownership)  is  amended — 

(1)  by  striking  out  ''954(d)  (3),-'  the  first  place  it  appears  and 
inserting  in  lieu  thereof  "954(d)  (3),  956(b)  (2),"; 

(2)  by  striking  out  "954(d)(3),''  the  second  place  it  appears 
and  inserting  in  lieu  thereof  "954(d)  (3),  to  treat  the  stock  of  a 
domestic  corporation  as  owned  by  a  United  States  shareholder  of 
the  controlled  foreign  corporation  for  purposes  of  section  956(b) 
(2),";  and 

(3)  by  adding  at  the  end  thereof  the  following  new  sentence: 
"Paragraphs  (1)  and  (4)  shall  not  apply  for  purposes  of  section 
956(b)  (2)  to  treat  stock  of  a  domestic  corporation  as  not  owned  by  a 
United  States  shareholder." 

(c)  Effective  Date. — The  amendments  made  by  this  section  shall   26  USC  956 
apply  to  taxable  years  of  foreign  corporations  beginning  after  Decern-  ^^te. 

ber  31.  1975,  and  to  taxable  years  of  United  States  shareholders 
(within  the  meaning  of  section  951(b)  of  the  Internal  Revenue  Code 
of  1954)  within  v.hich  or  with  which  such  taxable  years  of  such  foreign 
corporations  end.  In  determining  for  purposes  of  any  taxable  year 
referred  to  in  the  preceding  sentence  the  amount  referred  to  in  section 
956(a)  (2)  (A)  of  the  Internal  Revenue  Code  of  1954  for  the  last  tax- 
able year  of  a  corporation  beginning  before  January  1,  1976,  the 
amendments  made  by  this  section  shall  be  deemed  also  to  apply  to  such 
last  taxable  year. 

SEC.  1022.  REPEAL  OF  EXCLUSION  FOR  EARNINGS  OF  LESS  DEVEL- 
OPED COUNTRY  CORPORATIONS  FOR  PURPOSES  OF  SEC- 
TION 1248. 

(a)  Amexd^iext  of  Sectiox  1248(d).— Paragraph  (3)  of  section  26  USC  1248. 
1248(d)  (relating  to  exchision  from  earnings  and  profits  of  gain  from 

certain  sales  or  exchanges  of  stock  in  certain  foreign  corporations)  is 

amended  to  read  as  follows : 

"(3)  Less  developed  couxtry  corporatioxs  uxder  prior 
LA w\— Earnings  and  profits  of  a  foreign  corporation  which  were 
accumulated  during  any  taxable  year  beginning  before  January  1, 
1976.  while  such  corporation  was  a  less  developed  country  cor- 
poration under  section  902(d)  as  in  effect  before  the  enactment  ^"-^^^  P-  1626. 
of  the  Tax  Reduction  Act  of  1975.".  26  USC  1  note. 

(b)  Effective  Date.— The  amendment  made  by  subsection  (a)    26  USC  1248 
shall  apply  to  taxable  years  beginning  after  December  31,  1975.  note. 
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SEC.  1023.  EXCLUSION  FROM  SUBPART  F  OF  CERTAIN  EARNINGS  OF 
INSURANCE  COMPANIES. 

(a)  In  General. — Paragraph  (3)  of  section  954(c)  (relating  to 
foreign  personal  holding  company  income)  is  amended  by  striking 
out  "or"  at  the  end  of  subparagraph  (A),  by  striking  out  the  period 
at  the  end  of  subparagraph  (B)  and  inserting  in  lieu  thereof  or", 
and  by  adding  at  the  end  thereof  the  following  new  subparagraph : 

"(C)  dividends,  interest,  and  gains  from  the  sale  or 
exchange  of  stock  or  securities  received  from  a  person  other 
than  a  related  person  (within  the  meaning  of  subsection  (d) 
(3))  derived  from  investments  made  by  an  insurance  com- 
pany of  an  amount  of  its  assets  equal  to  one-third  of  its  pre- 
miums earned  on  insurance  contracts  (other  than  life  insur- 
ance and  annuity  contracts)  during  the  taxable  year  (as 
>i -r.  defined  in  section  832(b)(4))  which  are  not  directly  or 
indirectly  attributable  to  the  insurance  or  reinsurance  of  risks 
of  persons  who  are  related  persons  (within  the  meaning  of 
subsection  (d)(3)).". 

(b)  Effective  Date. — The  amendment  made  by  this  section  shall 
apply  to  taxable  years  of  foreign  corporations  beginning  after  Decem- 
ber 31,  1975,  and  to  taxable  years  of  United  States  shareholders 
(within  the  meaning  of  section  951(b)  of  the  Internal  Revenue  Code 
of  1954)  within  which  or  with  which  such  taxable  years  of  such  for- 
eign corporations  end. 

SEC.  1024.  SHIPPING  PROFITS  OF  FOREIGN  CORPORATIONS. 

(a)  Certain  Shipping  Operations. — Subsection  (b)  of  section  954 
(relating  to  foreign  base  company  income)  is  amended  by  adding  at 
the  end  thereof  the  following  new  paragraph : 

"(7)  Special  exclusion  for  foreign  base  company  shipping 
INCOME. — Income  of  a  corporation  which  is  foreign  base  company 
shipping  income  under  paragraph  (4)  of  subsection  (a)  (deter- 
mined without  regard  to  the  exclusion  under  paragraph  (2)  of 
this  subsection)  shall  be  excluded  from  foreign  base  company 
income  if  derived  by  a  controlled  foreign  corporation  from,  or  in 
connection  with,  the  use  (or  hiring  or  leasing  for  use)  of  an  air- 
,  craft  or  vessel  in  foreign  commerce  between  two  points  within  the 
foreign  country  in  which  such  corporation  is  created  or  organized 
and  such  aircraft  or  vessel  is  registered." 

(b)  Effective  Date. — The  amendment  made  by  this  section  shall 
apply  to  taxable  yeai's  of  foreign  corporations  beginning  after  Decem- 
ber 31,  1975,  and  to  taxable  years  of  ITnited  States  shareholders 
(within  the  meaning  of  section  951(b)  of  the  Internal  Revenue  Code 
of  1954)  within  which  or  with  which  such  taxable  years  of  such  for- 
eign corporations  end. 

PART  III— AMENDMENTS  AFFECTING  TREATMENT  OF 
FOREIGN  TAXES 

SEC.  1031.  REQUIREMENT  THAT  FOREIGN  TAX  CREDIT  BE  DETER- 
MINED ON  OVERALL  BASIS. 

(a)  Overall  Limijation  on  Foreign  Tax  Credit. — Section  904 
(relating  to  limitation  on  foreign  tax  credit)  is  amended  to  read  as 
follows : 

"SEC.  904.  LIMITATION  ON  CREDIT. 

"(a)  Limitation. — The  total  amount  of  the  credit  taken  under 
section  901(a)  shall  not  exceed  the  same  proportion  of  the  tax  against 
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which  such  credit  is  taken  which  the  taxpayer's  taxable  income  from 
sources  without  the  Laiited  States  (but  not  in  excess  of  the  taxpayer's 
entire  taxable  income)  bears  to  his  entire  taxable  income  for  the  same 
taxable  year. 

"(b)  Taxable  Income  for  Purposes  of  Computixg  Lfmitatiox.— 
For  purposes  of  subsection  (a),  the  taxable  income  in  the  case  of  an 
individual,  estate,  or  trust  shall  be  computed  without  any  deduction 
for  personal  exemptions  under  section  151  or  612(b).  26  USC  151, 

"(c)  Carryback  axd  CARRYO^'ER  of  Excess  Tax  Paid. — ^Any  642. 
amount  by  which  all  taxes  paid  or  accrued  to  foreign  countries  or 
possessions  of  the  United  States  for  any  taxable  year  for  which  the 
taxpayer  chooses  to  have  the  benefits  of  this  subpart  exceed  the  limita- 
tion under  subsection  (a)  shall  be  deemed  taxes  paid  or  accrued  to 
foreign  countries  or  possessions  of  the  United  States  in  the  second 
preceding  taxable  year,  in  the  first  preceding  taxable  year,  and  in  the 
first,  second,  third,  fourth,  or  fifth  succeeding  taxable  years,  in  that 
order  and  to  the  extent  not  deemed  taxes  paid  or  accrued  in  a  prior 
taxable  yeai-,  in  the  amount  by  which  the  limitation  under  subsec- 
tion (a)  for  such  preceding  or  succeeding  taxable  year  exceeds  the  sum 
of  the  taxes  paid  or  accrued  to  foreign  countries  or  possessions  of  the 
L'nited  States  for  such  preceding  or  succeeding  taxable  year  and  the 
amount  of  the  taxes  for  any  taxable  year  earlier  than  the  current  tax- 
able year  which  shall  be  deemed  to  have  been  paid  or  accrued  in  such 
preceding  or  subsequent  taxable  year  (whether  or  not  the  taxpayer 
chooses  to  have  the  benefits  of  this  subpart  with  respect  to  such  earlier 
taxable  year).  Such  amount  deemed  paid  or  accrued  in  any  year  may 
be  availed  of  only  as  a  tax  credit  and  not  as  a  deduction  and  only  if 
the  taxpayer  for  such  year  cliooses  to  have  the  benefits  of  this  subpart 
as  to  taxes  paid  or  accrued  for  that  year  to  foreign  countries  or  posses- 
sions of  the  United  States. 

•'(d)  Applicatiox  of  Sectiox  in  Case   of  Certain  Interest 
Income  and  Dividexds  From  a  DISC  or  Former  DISC. — 

"(1)  In  general. — The  provisions  of  subsections  (a),  (b),  and 
(c)  shall  be  applied  separately  with  respect  to  each  of  the  follow- 
ing items  of  income : 

"(A)  the  interest  income  described  in  paragraph  (2), 
"(B)  dividends  from  a  DISC  or  former  DISC  (as  defined 
in  se<ition  992(a) )  to  the  extent  such  dividends  are  treated  as 
income  from  sources  without  the  United  States,  and 

"(C)  income  other  than  the  interest  income  described  in 
paragraph  (2)  and  dividends  described  in  subparagraph 
(B). 

"  (2)  Interest  income  to  which  applicable. — For  purposes  of 
this  subsection,  the  interest  income  described  in  this  paragraph  is 
interest  other  than  interest — 

"(A)  derived  from  any  transaction  which  is  directly 
related  to  the  active  conduct  by  the  taxpayer  of  a  trade  or 
business  in  a  foreign  country  or  a  possession  of  the  United 
States, 

"(B)  derived  in  the  conduct  by  the  taxpayer  of  a  banking, 
financing,  or  similar  business, 

"(C)  received  from  a  corporation  in  which  the  taxpayer 
(or  one  or  more  includible  corporations  in  an  affiliated  group, 
as  defined  in  section  1504,  of  which  the  taxpayer  is  a  mem- 
ber) owns,  directly  or  indirectly,  at  least  10  percent  of  the 
voting  stock,  or 
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"(D)  received  on  obligations  acquired  as  a  result  of  the 
disposition  of  a  trade  or  business  actively  conducted  by  the 
taxpayer  in  a  foreign  country  or  possession  of  the  United 
States  or  as  a  result  of  the  disposition  of  stock  or  obligations 
of  a  corporation  in  which  the  taxpayer  owned  at  least  10  per- 
cent of  the  voting  stock. 
For  purposes  of  subparagraph  (C),  stock  owned,  directly  or 
indirectly,  by  or  for  a  foreign  corporation,  shall  be  considered  as 
being  proportionately  owned  by  its  shareholders. 
"(e)  Transitional  Rules  for  Carrybacks  and  Carryovers  for 
Taxpayers  on  the  Per- Country  Limitation. — 

"(1)  Application  of  subsection. — This  subsection  shall  apply 
only  to  a  taxpayer  who  is  on  the  per-country  limitation  for  his 
last  taxable  year  beginning  before  January  1,  1976. 

"(2)  Carryovers  to  years  beginning  after  December  3i, 

1975.  — In  the  case  of  any  taxpayer  to  whom  this  subsection 
applies,  any  carryover  from  a  taxable  year  beginning  before  Jan- 
uary 1,  1976,  may  be  used  in  taxable  years  beginning  after 
December  31,  1975,  to  the  extent  provided  in  subsection  (c), 
but  only  to  the  extent  such  carryover  could  have  been  used 
in  such  succeeding  taxable  years  if  the  per-country  limitation 
continued  to  apply  to  all  taxable  years  beginning  after  Decem- 
ber 31, 1975. 

"(3)  Carrybacks  to  years  beginning  before  January  i, 

1976.  — In  the  case  of  any  taxpayer  to  whom  this  subsection 
applies,  any  carryback  from  a  taxable  year  beginning  after 
December  31,  1975,  may  be  used  in  taxable  years  beginning 
before  January  1,  1976,  to  the  extent  provided  in  subsection  (c), 
but  only  to  the  extent  such  carryback  could  have  been  used  in 
such  preceding  taxable  year  if  the  per-country  limitation  con- 
tinued to  apply  to  all  taxable  years  beginning  after  December 
31,  1975. 

"(4)  Application  of  limitations. — For  purposes  of  this 
subsection — 

"(A)  the  overall  limitation  shall  be  applied  before  the  per- 
country  limitation,  and 

"(B)  where  the  amount  of  any  carryback  or  carryover  is 
reduced  by  the  overall  limitation,  the  reduction  shall  be  allo- 
cated to  the  amounts  carried  from  each  country  or  possession 
in  proportion  to  the  taxes  paid  or  accrued  to  such  country  or 
possession  in  the  taxable  year  from  which  such  amount  is 
being  carried. 
"(f)  Cross  Reference. — 

"For  increase  of  limitation  under  subsection  (a)  for  taxes  paid  with 
respect  to  amounts  received  which  were  included  in  the  gross  income 
of  the  taxpayer  for  a  prior  taxable  year  as  a  United  States  shareholder 
with  respect  to  a  controlled  foreign  corporation,  see  section  960(b).*' 

(b)  Conforming  Amendments. — 
26  use  901,  (1)  Sections  901(a),  901(b),  and  960(b)  are  amended  by  strik- 

ing  out  "applicable  limitation"  each  place  it  appears  and  inserting 
in  lieu  thereof  "limitation". 
26  use  243.  (2)  Subparagraph  (B)  of  section  243(b)(3)  is  amended  to 

read  as  follows : 

"(B)  the  members  of  such  affiliated  group  shall  be  treated 
as  one  taxpayer  for  purposes  of  making  the  election  under 
section  901(a)  (relating  to  allowance  of  foreign  tax  credit), 
and". 
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(3)  Paragraph  (3)  of  section  1351(d)  is  amended  to  read  as  26  USC  1351. 
follows : 

"(3)  Foreign  taxes. — For  purposes  of  this  subsection,  any 
choice  made  under  subpart  A  of  part  III  of  subchapter  X  (relat- 
ing to  foreign  tax  credit)  for  any  taxable  year  may  be  changed.". 

(4)  Section  1503(b)  (1)  is  amended  by  striking  out     and  if 

for  the  taxable  year  an  election  under  section  904(b)  (1)  (relat-    Post,  p.  1629. 

ing  to  election  of  overall  limitation  on  foreign  tax  credit)  is  in 

effect". 

(5)  Sections  383,  6038(b)  (1)  (A),  and  6501(i)  are  each  ^/ife,  p.  1605. 
amended  by  striking  out  ''section  904(d)--  each  place  it  appears  26  USC  6038, 
therein  and  inserting  in  lieu  thereof  ''section  904(c)".  (>^0\. 

(6)  Subsection  (e)  of  section  907  (relating  to  transitional  rules)    26  USC  907. 
is  amended — 

(A)  by  striking  out  "(d)  and  (e)  of  section  904"  in  para- 
graphs (1)  and  (2)  and  inserting  in  lieu  thereof  ''(d)  and 
(e)  of  section  904  (as  in  effect  on  the  day  before  the  date  of 

the  enactment  of  the  Tax  Reform  Act  of  1976) " ;  Ante,  p.  1520. 

(B)  by  striking  out  '"section  904(a)  (1)"  in  paragraph  (2) 
and  inserting  in  lieu  thereof  "section  904(a)(1)  (as  so  in 
effect)";  and 

(C)  by  striking  out  "section  904(e)  (2)"  in  paragraph  (2) 
(A)  and  inserting  in  lieu  thereof  "section  904(e)  (2)  (as  so 
in  effect)". 

(c)  Effectr-e  Dates.—  26  USC  904 

(1)  In  general. — Except  as  provided  in  paragraphs  (2)  and 
(3),  the  amendments  made  by  this  section  shall  apply  to  taxable 
years  beginning  after  December  31, 1975. 

(2)  Exception  for  certain  mining  operations. — In  the  case  of 
a  domestic  corporation  or  includible  corporation  in  an  affiliated 
group  (as  defined  in  section  1504  of  the  Internal  Revenue  Code 
of  1954)  which  has  as  of  October  1. 1975 — 

(A)  been  engaged  in  the  active  conduct  of  the  trade  or 
business  of  the  extraction  of  minerals  (of  a  character  with 
respect  to  which  a  deduction  for  depletion  is  allowable  under 
section  613  of  such  Code)  outside  the  United  States  or  its 
possessions  for  less  than  5  years  preceding  the  date  of  enact- 
ment of  this  Act, 

(B)  had  deductions  properly  apportioned  or  allocated  to 
its  gross  income  from  such  trade  or  business  in  excess  of  such 
gross  income  in  at  least  2  taxable  years, 

(C)  80  percent  of  its  gross  receipts  are  from  the  sale  of 
such  minerals,  and 

(D)  made  commitments  for  substantial  expansion  of  such 
mineral  extraction  activities, 

the  amendments  made  by  this  section  shall  apply  to  taxable  years 
beginning  after  December  31,  1978.  In  the  case  of  losses  sustained 
in  taxable  years  beginning  before  January  1,  1979,  by  any  corpo- 
ration to  which  this  paragraph  applies,  the  provisions  of  section 
904(f)  of  such  Code  shall  be  applied  wdth  respect  to  such  losses 
under  the  principles  of  section  904(a)  (1)  of  such  Code  as  in  effect 
before  the  enactment  of  this  Act. 

(3)  Exception  for  income  from  possessions. — In  the  case  of 
gross  income  from  sources  within  a  possession  of  the  United  States 
(and  the  deductions  properly  apportioned  or  allocated  thereto), 
the  amendments  made  by  this  section  shall  apply  to  taxable  years 
beginning  after  December  31, 1978.  In  the  case  of  losses  sustained 
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in  a  possession  of  the  United  States  in  taxable  years  beginning 
before  January  1,  1979,  the  provisions  of  section  904 (f)  of  such 
Code  shall  be  applied  with  respect  to  such  losses  under  the  prin- 
ciples of  section  904(a)  (1)  of  such  Code  as  in  effect  before  the 
enactment  of  this  Act. 

(4)  Carrybacks  and  carryovers  in  the  case  of  mining  opera- 
tions AND  INCOME  FROM  A  POSSESSION. — In  the  case  of  a  taxpayer  to 
whom  paragraph  (2)  or  (3)  of  this  subsection  applies,  section 
904(e)  of  such  Code  shall  apply  except  that  "January  1,  1979" 
shall  be  substituted  for  "January  1,  1976"  each  place  it  appears 
therein.  If  such  a  taxpayer  elects  the  overall  limitation  for  a  tax- 
able year  beginning  before  January  1,  1979,  such  section  904(e) 
shall  be  applied  by  substituting  "the  January  1,  of  the  last  year 
for  which  such  taxpayer  is  on  the  per-country  limitation"  for 
"January  1,  1976"  each  place  it  appears  therein. 

SEC.  1032.  RECAPTURE  OF  FOREIGN  LOSSES. 
26  use  904.  (a)  In  General. — Section  904  (as  amended  by  section  1031  of  this 

Act)  is  amended  by  redesignating  subsection  (f)  as  subsection  (g) 
and  by  inserting  after  subsection  (e)  the  following  new  subsection: 
"(f)  Recapture  of  Overall  Foreign  Loss. — 

"(1)  General   rule. — For  purposes   of  this   subpart  and 
Post,  p.  1643.  section  936,  in  the  case  of  any  taxpayer  who  sustains  an  overall 

foreign  loss  for  any  taxable  year,  that  portion  of  the  taxpayer's 
taxable  income  from  sources  without  the  United  States  for  each 
succeeding  taxable  year  which  is  equal  to  the  lesser  of — • 

"  ( A)  the  amount  of  such  loss  (to  the  extent  not  used  under 
this  paragraph  in  prior  taxable  years) ,  or 

"(B)  50  percent  (or  such  larger  percent  as  the  taxpayer 
may  choose)  of  the  taxpayer's  taxable  income  from  sources 
without  the  United  States  for  such  succeeding  taxable  year, 
shall  be  treated  as  income  from  sources  within  the  United  States 
(and  not  as  income  from  sources  without  the  United  States). 

"(2)  Overall  foreign  loss  defined. — For  purposes  of  this 
subsection,  the  term  'overall  foreign  loss'  means  the  amount  by 
which  the  gross  income  for  the  taxable  year  from  sources  without 
the  United  States  (whether  or  not  the  taxpayer  chooses  the  bene- 
fits of  this  subpart  for  such  taxable  year)  for  such  year  is  exceeded 
by  the  sum  of  the  deductions  properly  apportioned  or  allocated 
thereto,  except  that  there  shall  not  be  taken  into  account — 

"(A)  any  net  operating  loss  deduction  allowable  for  such 
year  under  section  172(a)  or  any  capital  loss  carrybacks  and 
carryovers  to  such  year  under  section  1212,  and 
"(B)  any- 

"(i)  foreign  expropriation  loss  for  such  year,  as 
defined  in  section  172  (k)  (1) ,  or 

"(ii)  loss  for  such  year  which  arises  from  fire,  storm, 
shipwreck,  or  other  casualty,  or  from  theft, 
to  the  extent  such  loss  is  not  compensated  for  by  insurance  or 
otherwise. 
"(3)  Dispositions. — 

"  (A)  In  general. — For  purposes  of  this  chapter,  if  prop- 
erty which  has  been  used  predominantly  without  the  United 
States  in  a  trade  or  business  is  disposed  of  during  any  taxable 
year — 

"(i)  the  taxpayer,  notwithstanding  any  other  provi- 
sion of  this  chapter  (other  than  paragraph  (1) ),  shall  be 
deemed  to  have  received  and  recognized  taxable  income 
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from  sources  without  the  United  States  in  the  taxable 
year  of  the  disposition,  by  reason  of  such  disposi- 
tion, in  an  amount  equal  to  the  lesser  of  the  excess  of  the 
fair  market  value  of  such  property  over  the  taxpayer's 
adjusted  basis  in  such  property  or  the  remaining  amount 
of  the  overall  foreign  losses  which  were  not  used  under 
paragraph  (1)  for  such  taxable  year  or  any  prior  taxable 
year,  and 

"(ii)  paragraph  (1)  shall  be  applied  with  respect  to 
such  income  by  substituting  '100  percent'  for  '50  percent'. 
In  determining  for  purposes  of  this  subparagraph  whether 
the  predominant  use  of  any  property  has  been  without  the 
L'^nited  States,  there  shall  be  taken  into  account  use  during 
the  3-year  period  ending  on  the  date  of  the  disposition  (or, 
if  shorter,  the  period  during  which  the  property  has  been 
used  in  the  trade  or  business) . 

''(B)  DlSPOSITIOX  DEFIXED  AXD  SPECIAL  RULES.  

"(i)  For  purposes  of  this  subsection,  the  term  'dispo- 
sition' includes  a  sale,  exchange,  distribution,  or  gift  of 
property  whetlier  or  not  gain  or  loss  is  recognized  on  the 
transfer. 

"(ii)  Any  taxable  income  recognized  solely  by  reason 
of  subparagraph  (A)  shall  have  the  same  characteriza- 
tion it  would  have  had  if  the  taxpayer  had  sold  or 
exchanged  the  property. 

"(iii)   The  Secretary  shall  prescribe  such  regula-  Regulations, 
tions  as  he  may  deem  necessarj^  to  provide  for  adjust- 
ments to  the  basis  of  property  to  reflect  taxable  income 
recognized  solely  by  reason  of  subj^aragraph  (A). 
"(C)  ExcEPTioxs. — Xotwithstanding  subparagraph  (B), 
the  term  'disposition'  does  not  include — 

"(i)  a  disposition  of  property  which  is  not  a  material 
factor  in  the  realization  of  income  by  the  taxpayer,  or 

"(ii)  a  disposition  of  property  to  a  domestic  corpo- 
ration in  a  distribution  or  transfer  described  in  section 
381(a).  26  use  381. 

"  (4)  DeTERMIXATIOX  of  FOREIGX  oil  RELATED  LOSS  WHERE  SECTIOX 

9  07  APPLIES. — In  the  case  of  a  corporation  to  which  section  907 

(b)  (1)  applies,  the  foreign  oil  related  loss  shall  be  the  amount  by   Post,  p.  1630. 

which  the  gross  income  for  the  taxable  year  from  sources  without 

the  United  States  and  its  possessions  (whether  or  not  the  taxpayer 

chooses  the  benefits  of  this  subpart  for  such  taxable  year)  taken 

into  account  in  determining  the  foreign  oil  related  income  for 

such  year  is  exceeded  by  the  sum  of  the  deductions  properly 

apportioned  or  allocated  thereto,  except  that  there  shall  not  be 

taken  into  account — 

"(A)  any  net  operating  loss  deduction  alloAvable  for  such 

year  under  section  172(a)  or  any  capital  loss  carrybacks 

and  carryovers  to  such  year  under  section  1212,  and 
"(B)  any- 

"  (i)  foreign  expropriation  loss  for  such  year,  as  defined 
in  section  172 (k)  (1),  or 

"(ii)  loss  for  such  year  which  arises  from  fire,  storm, 
shipwreck,  or  other  casualty,  or  from  theft, 
to  the  extent  such  loss  is  not  compensated  for  by  insurance  or 
otherwise.". 
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26  use  907.  (b)  Coordination  With  Section  907. — Section  907  is  amended — 

(1)  by  striking  out  the  last  sentence  of  subsection  (b)  (as 
amended  by  section  1035(b) ),  and 

(2)  by  striking  out  subsection  (f),  and  by  redesignating  subsec- 
tion (g)  as  subsection  (f). 

26  use  904  (c)  Effective  Dates.— 

note.  (1)  Ij^  general. — Except  as  provided  in  paragraphs  (2) 

and  (3),  the  amendments  made  by  subsections  (a)  and  (b)(2) 
shall  apply  to  losses  sustained  in  taxable  years  beginning  after 
December  31, 1975,  and  the  amendment  made  by  subsection  (b)  (1) 
shall  apply  to  taxable  years  beginning  after  December  31,  1975. 

(2)  Obligations  of  foreign  governments. — The  amendments 
made  by  subsection  (a)  shall  not  apply  to  losses  on  the  sale, 
exchange,  or  other  disposition  of  bonds,  notes,  or  other  evidences  of 
indebtedness  issued  before  May  14,  1976,  by  a  foreign  govern- 
ment or  instrumentality  thereof  for  the  acquisition  of  property 
located  in  that  country  or  stock  of  a  corporation  (created  or 
organized  in  or  under  the  laws  of  that  foreign  country)  or 
indebtedness  of  such  corporation. 

(3)  Substantial  worthlessness  before  enactment. — The 
'  amendments  made  by  subsection  (a)  shall  not  apply  to  losses  in- 
curred on  the  loss  from  stock  or  indebtedness  of  a  corporation  in 
which  the  taxpayer  owned  at  least  10  percent  of  the  voting  stock 
and  which  has  sustained  losses  in  3  out  of  the  last  5  taxable  years 
beginning  before  January  1,  1976,  which  has  sustained  an  overall 

'      ■  "    ^    loss  for  those  5  years,  and  with  respect  to  which  the  taxpayer  has 
-    terminated  or  will  terminate  all  operations  by  reason  of  sale, 
liquidation,  or  other  disposition  before  January  1,  1977,  of  such 
corporation  or  its  assets. 

(4)  Limitation  based  on  deficit  in  earnings  and  profits. — If 
paragraph  (3)  would  apply  to  a  taxpayer  but  for  the  fact  that 
the  loss  is  sustained  after  December  31,  1976,  and  if  the  loss  is 
sustained  in  a  taxable  year  beginning  before  January  1,  1979,  the 
amendments  made  by  subsection  (a)  shall  not  apply  to  such  loss 
to  the  extent  that  there  was  on  December  31,  1975,  a  deficit  in 
earnings  and  profits  in  the  corporation  from  which  the  loss  arose. 

SEC.  1033.  DIVIDENDS  FROM  LESS  DEVELOPED  COUNTRY  CORPORA- 
TIONS TO  BE  GROSSED  UP  FOR  PURPOSES  OF  DETERMIN- 
ING UNITED  STATES  INCOME  AND  FOREIGN  TAX  CREDIT 
AGAINST  THAT  INCOME, 
(a)  Foreign  Taxes  Deemed  Paid  by  Domestic  Corporations. — 
26  use  902.        Section  902  (relating  to  credit  for  corporate  stockholders  in  foreign 
corporations)  is  amended  to  read  as  follows: 

"SEC.  902.  CREDIT    FOR    CORPORATE    STOCKHOLDER    IN  FOREIGN 
CORPORATION. 

"(a)  Treatment  of  Taxes  Paid  by  Foreign  Corporation. — For 
purposes  of  this  subpart,  a  domestic  corporation  which  owns  at  least 
10  percent  of  the  voting  stock  of  a  foreign  corporation  from  which  it 
receives  dividends  in  any  taxable  year  shall  be  deemed  to  have  paid 
the  same  proportion  of  any  income,  war  profits,  or  excess  profits  taxes 
paid  or  deemed  to  be  paid  by  such  foreign  corporation  to  any  foreign 
country  or  to  any  possession  of  the  United  States,  on  or  with  respect 
to  the  accumulated  profits  of  such  foreign  corporation  from  which 
such  dividends  were  paid,  which  the  amount  of  such  dividends  (deter- 
mined without  regard  to  section  78)  bears  to  the  amount  of  such 
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accumulated  profits  in  excess  of  such  income,  war  profits,  and  excess 
profits  taxes  (other  than  those  deemed  paid). 

"(b)  Foreign  Subsidiary  of  First  and  Second  Foreign 
Corporation. — 

"(1)  One  T3ER. — If  the  foreign  corporation  described  in  sub- 
section (a)  (hereinafter  in  this  subsection  referred  to  as  the  'first 
foreign  corporation')  owns  10  percent  or  more  of  the  voting  stock 
of  a  second  foreign  corporation  from  which  it  receives  dividends 
in  any  taxable  year,  it  shall  be  deemed  to  have  paid  the  same  pro- 
portion of  any  income,  war  profits,  or  excess  profits  taxes  paid  or 
deemed  to  be  paid  by  such  second  foreign  corporation  to  any  for- 
eign country  or  to  any  possession  of  the  United  States,  on  or  with 
respect  to  the  accumulated  profits  of  such  second  foreign  corpora- 
tion from  which  such  dividends  were  paid,  which  the  amount  of 
such  dividends  bears  to  the  amount  of  such  accumulated  profits  in 
excess  of  such  income,  war  profits,  and  excess  profits  taxes  (other 
than  those  deemed  paid). 

"(2)  Two  TIERS. — If  such  first  foreign  corporation  owns  10 
percent  or  more  of  the  voting  stock  of  a  second  foreign  corpora- 
tion which,  in  turn,  owns  10  percent  or  more  of  the  voting  stock 
of  a  third  foreign  corporation  from  which  the  second  foreign 
corporation  receives  dividends  in  any  taxable  year,  the  second 
foreign  corporation  shall  be  deemed  to  have  paid  the  same  pro- 
portion of  any  income,  war  profits,  or  excess  profits  taxes  paid 
by  such  third  foreign  corporation  to  any  foreign  country  or  to 
any  possession  of  the  United  States,  on  or  with  respect  to  the 
accumulated  profits  of  such  third  foreign  corporation  from  which 
such  dividends  were  paid,  which  the  amount  of  such  dividends 
bears  to  the  amount  of  such  accumulated  profits  in  excess  of  such 
income,  w^ar  profits,  and  excess  profits  taxes. 

"(3)  Voting  stock  requirement. — For  purposes  of  this 
subpart — 

"(A)  paragraph  (1)  shall  not  apply  unless  the  percent- 
age of  voting  stock  owned  by  the  domestic  corporation  in  the 
first  foreign  corporation  and  the  percentage  of  voting  stock 
owned  by  the  first  foreign  corporation  in  the  second  foreign 
corporation  when  multiplied  together  equal  at  least  5  per  cent, 
and 

"(B)  paragraph  (2)  shall  not  apply  unless  the  percentage 
arrived  at  for  purposes  of  applying  paragraph  (1)  when 
multiplied  by  the  percentage  of  voting  stock  owned  by  the 
second  foreign  corporation  in  the  third  foreign  corporation 
is  equal  to  at  least  5  percent. 
"(c)  Applicable  Rules. — 

"  (1)  Accumulated  profits  defined. — For  purposes  of  this  sec- 
tion, the  term  'accumulated  profits'  means,  with  respect  to  any 
foreign  corporation,  the  amount  of  its  gains,  profits,  or  income 
computed  without  reduction  by  the  amount  of  the  income,  war 
profits,  and  excess  profits  taxes  imposed  on  or  with  respect  to 
such  profits  or  income  by  any  foreign  country  or  by  any  posses- 
sion of  the  United  States.  The  Secretary  shall  have  full  power  to 
determine  from  the  accumulated  profits  of  what  year  or  years 
such  dividends  were  paid,  treating  dividends  paid  in  the  first  60 
days  of  any  year  as  having  been  paid  from  the  accumulated  profits 
of  the  preceding  year  or  years  (unless  to  his  satisfaction  shown 
otherwise),  and  in  other  respects  treating  dividends  as  having 
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been  paid  from  the  most  recently  accumulated  gains,  profits,  or 
earnings. 

"  (2)  Accounting  periods. — In  the  case  of  a  foreign  corporation 
the  income,  war  profits,  and  excess  profits  taxes  of  which  are 
determined  on  the  basis  of  an  accounting  period  of  less  than  1 
year,  the  word  'year'  as  used  in  this  subsection,  shall  be  construed 
to  mean  such  accounting  period. 
"(d)  Cross  References. — 

"(1)  For  inclusion  in  gross  income  of  an  amount  equal  to  taxes  deemed 
paid  under  subsection  (a),  see  section  78. 

"(2)  For  application  of  subsections  (a)  and  (b)  with  respect  to  taxes 
deemed  paid  in  a  prior  taxable  year  by  a  United  States  shareholder  with 
respect  to  a  controlled  foreign  corporation,  see  section  960. 

"(3)  For  reduction  of  credit  with  respect  to  dividends  paid  out  of 
accumulated  profits  for  years  for  which  certain  information  is  not 
furnished,  see  section  6038." 

(b)  Conforming  Amendments. — 
26  use  78.  (1)  Section  78  (relating  to  dividends  received  from  certain 

-     foreign  corporations)  is  amended — 

(A)  by  striking  out  "section  902(a)  (1)"  and  inserting  in 
lieu  thereof  "section  902(a) ",  and 
:  (B)  by  striking  out  "section  960(a)  (1)  (C)"  and  inserting 

'  '  •         in  lieu  thereof  "section  960(a)  (1)". 
26  use  960.  (2)  Paragraph  (1)  of  section  960(a)  (relating  to  special  rules 

.    '   '  for  foreign  tax  credit)  is  amended  by  striking  out  "bears  to — " 
and  all  that  follows  down  through  the  period  at  the  end  of  such 
'■'^  paragraph  and  inserting  in  lieu  thereof  "bears  to  the  entire 
amount  of  the  earnings  and  profits  of  such  foreign  corporation 
for  such  taxable  year.". 
26  use  535.  (3)    Section   535(b)(1)    (relating  to   accumulated  taxable 

income)  is  amended  by  striking  out  "section  902(a)  (1)  or  960(a) 
(1)  (C)"  and  inserting  in  lieu  thereof  "section  902(a)  or  960(a) 

.  (I)"- 

26  use  545.  (4)  Section  545 (b)(1)    (relating  to  undistributed  personal 

^J'  holding  company  income)  is  amended  by  striking  out  "section 
902(a)  (1)  or  960(a)  (1)  (C)"  and  inserting  in  lieu  thereof  "sec- 
tion 902(a)  or  960(a)(1)". 

26  use  902  (c)  Effective  Dates. — The  amendments  made  by  this  section  shall 

note.  apply — 

(1)  in  respect  of  any  distribution  received  by  a  domestic  cor- 
poration after  December  31,  1977,  and 

(2)  in  respect  of  any  distribution  received  by  a  domestic  cor- 
poration before  January  1, 1978,  in  a  taxable  year  of  such  corpora- 
tion beginning  after  December  31,  1975,  but  only  to  the  extent 
that  such  distribution  is  made  out  of  the  accumulated  profits  of  a 
foreign  corporation  for  a  taxable  year  (of  such  foreign  corpora- 
tion) beginning  after  December  31, 1975. 

For  purposes  of  paragraph  (2),  a  distribution  made  by  a  foreign 
corporation  out  of  its  profits  which  are  attributable  to  a  distribution 
Post,  p.  1626.  received  from  a  foreign  corporation  to  which  section  902(b)  of  the 
Internal  Revenue  Code  of  1954  applies  shall  be  treated  as  made  out 
of  the  accumulated  profits  of  a  foreign  corporation  for  a  taxable  year 
beginning  before  January  1,  1976,  to  the  extent  that  such  distribution 
was  paid  out  of  the  accumulated  profits  of  such  foreign  corporation 
for  a  taxable  year  beginning  before  January  1, 1976. 
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SEC.  1034.  TREATMENT  OF  CAPITAL  GAINS  FOR  PURPOSES  OF  FOR- 
EIGN TAX  CREDIT. 

(a)  In  Gekeral. — Section  (b)  of  section  904  (relating  to  taxable  26  USC  904. 
income  for  purposes  of  computing  the  foreign  tax  credit  limitation), 
as  amended  by  section  1031  of  this  Act,  is  amended  to  read  as  follows : 
"(b)  Taxable  Income  foe  Purpose  of  Computixg  Limitation. — 
"(1)  Personal  exemptions. — For  purposes  of  subsection  (a), 
the  taxable  income  in  the  case  of  an  individual,  estate,  or  trust 
shall  be  computed  without  any  deduction  for  personal  exemptions 
under  section  151  or  61:2  (b). 

"(2)  Capital  GAINS. — For  purposes  of  subsection  (a)  — 
"(A)  Corporations. — Li  the  case  of  a  corporation — 

"(i)  the  taxable  income  of  such  corporation  from 
sources  without  the  United  States  shall  include  gain 
from  the  sale  or  exchange  of  capital  assets  only  in  an 
amomit  equal  to  foreign  source  capital  gain  net  income 
reduced  by  three-eighths  of  foreign  source  net  capital 
gain, 

"(ii)  the  entire  taxable  income  of  such  corporation 
shall  include  gain  from  the  sale  or  exchange  of  capital 
assets  only  in  an  amount  equal  to  capital  gain  net  income 
reduced  by  three-eights  of  net  capital  gain,  and 

"(iii)  any  net  capital  loss  from  sources  without  the 
United  States  to  the  extent  taken  into  account  in  deter- 
mining capital  gain  net  income  for  the  taxable  year  shall 
be  reduced  by  an  amount  equal  to  three-eighths  of  the 
excess  of  net  capital  gain  from  sources  within  the  United 
States  over  net  capital  gain. 
"(B)  Other  taxpayers. — In  the  case  of  a  taxpayer  other 
than  a  taxpayer  described  in  subparagraph  (A),  taxable 
income  from  sources  without  the  United  States  shall  include 
gain  from  the  sale  or  exchange  of  capital  assets  only  to  the 
extent  of  foreign  source  capital  gain  net  income. 
"(3)  Definitions. — For  purposes  of  this  subsection — 

"(A)  Foreign  source  capital  gain  net  income. — The  term 
'foreign  source  capital  gain  net  income'  means  the  lesser  of — 
"(i)  capital  gain  net  income  from  sources  without  the 
United  States,  or 

"(ii)  capital  gain  net  income. 
"(B)  Foreign  source  net  capital  gain. — The  term  'for- 
eign source  net  capital  gain'  means  the  lesser  of — 

"(i)  net  capital  gain  from  sources  without  the  United 
States,  or 

"(ii)  net  capital  gain. 
"(C)  Exception  for  gain  from  the  sale  of  certain  per- 
sonal PROPERTY. — For  purposes  of  this  paragraph,  there  shall 
be  included  as  gain  from  sources  within  the  United  States 
any  gain  from  sources  without  the  United  States  from  the 
sale  or  exchange  of  a  capital  asset  which  is  personal  property 
which — 

"(i)  in  the  case  of  an  individual,  is  sold  or  exchanged 
outside  of  the  country  (or  possession)  of  the  individual's 
residence, 

"(ii)  in  the  case  of  a  corporation,  is  stock  in  a  second 
corporation  sold  or  exchanged  other  than  in  a  country  (or 
possession)  in  which  such  second  corporation  derived 
more  than  50  percent  of  its  gross  income  for  the  3-year 
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period  ending  with  the  close  of  such  second  corporation's 
taxable  year  immediately  preceding  the  year  during 
which  the  sale  or  exchange  occurred,  or 

"(iii)  in  the  case  of  any  taxpayer,  is  personal  property 
(other  than  stock  in  a  corporation)  sold  or  exchanged 
other  than  in  a  country  (or  possession)  in  which  such 
property  is  used  in  a  trade  or  business  of  the  taxpayer  or 
in  which  such  taxpayer  derived  more  than  50  percent  of 
its  gross  income  for  the  3-year  period  ending  with  the 
close  of  its  taxable  year  immediately  preceding  the  year 
during  which  the  sale  or  exchange  occurred, 
unless  such  gain  is  subject  to  an  income,  war  profits,  or  excess 
profits  tax  of  a  foreign  country  or  possession  of  the  United 
States,  and  the  rate  of  tax  applicable  to  such  gain  is  10  per- 
cent or  more  of  the  gain  from  the  sale  or  exchange  (com- 
"Gain  from  the  puted  under  this  chapter) . 

sale  or  exchange  "(I^)  SECTION  1231  GAINS, — The  term  'gain  from  the  sale 

of  capital  Or  exchange  of  capital  assets'  includes  any  gain  so  treated 

assets."  under  section  1231." 

26  use  904  (b)  Effective  Dates. — The  amendment  made  by  this  section  shall 

apply  to  taxable  years  beginning  after  December  31,  1975,  except  that 

Ante,  p.  1620.       the  provisions  of  section  904(b)  (3)  (C)  shall  only  apply  to  sales  or 
exchanges  made  after  November  12, 1975. 
SEC.  1035.  FOREIGN  OIL  AND  GAS  EXTRACTION  INCOME. 

(a)  Reduction  in  Limitation  on  Foreign  Tax  Credits  Allowable 
26  use  907.        FOR  Oil  and  Gas  Extraction  Income. — Subsection  (a)  of  section  907 

(relating  to  reduction  in  amounts  allowable  as  foreign  tax  under  sec- 
tion 901 )  is  amended  to  read  as  follows : 

"(a)  Reduction  in  Amount  Allowed  as  Foreign  Tax  Under  Sec- 
tion 901. — In  applying  section  901,  the  amount  of  any  oil  and  gas 
extraction  taxes  paid  or  accrued  (or  deemed  to  have  been  paid)  during 
the  taxable  year  which  would  (but  for  this  subsection)  be  taken  into 
account  for  purposes  of  section  901  shall  be  reduced  by  the  amount  (if 
any)  by  which  the  amount  of  such  taxes  exceeds  the  product  of — 

"(1)  the  amount  of  the  foreign  oil  and  gas  extraction  income 
for  the  taxable  year,  multiplied  by 

"  (2)  the  percentage  which  is  the  sum  of  the  normal  tax  rate  and 
the  surtax  rate  for  the  taxable  year  specified  in  section  11." 

(b)  Foreign  Oil  Related  Income  Earned  by  Individuals. — 
Subsection  (b)  of  section  907  (relating  to  special  rules  in  case  of  for- 
eign oil  and  gas  income)  is  amended  to  read  as  follows : 

"(b)  Application  of  Section  904  Limitation. — 

"  ( 1 )  Corporations.— In  the  case  of  a  corporation,  the  provisions 
Ante,  p.  1620.  of  section  904  shall  be  applied  separately  with  respect  to — 

"  ( A)  foreign  oil  related  income,  and 
"(B)  other  taxable  income. 
"(2)  Other  taxpayers.— In  the  case  of  a  taxpayer  other  than  a 
corporation,  the  provisions  of  subsection  (a)  shall  not  apply  and 
the  provisions  of  section  904  shall  be  applied  separately  with 
respect  to — 

"(A)  foreign  oil  and  ^as  extraction  income,  and 
"(B)  other  taxable  income  (including  other  foreign  oil 
related  income). 

In  the  case  of  a  corporation,  with  respect  to  foreign  oil-related  income, 
and  in  the  case  of  a  taxpayer  other  than  a  corporation,  with  respect  to 
foreign  oil  and  gas  extraction  income,  the  overall  limitation  provided 
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by  section  901: (a)  (2)  shall  apply  and  the  per-country  limitation  ^nte,  p.  1620. 
provided  by  subsection  (a)  (1)  shall  notapph'." 

(c)  Tax  Credit  for  PROorcTioN-SHARiNG  Contracts. —  26  USC  907 

(1)  For  purposes  of  section  901  of  the  Internal  Revenue  Code  note, 
of  1954.  there  shall  be  treated  as  income,  war  profits,  and  excess 
profits  to-xes  to  be  taken  into  account  under  section  907(a)  of  such 
Code  amounts  designated  as  income  taxes  of  a  foreign  govern- 
ment by  such  government  (which  otherwise  would  not  be  treated 

as  taxes  for  purposes  of  section  901  of  such  Code)  with  respect 
to  production-sharing  contracts  for  the  extraction  of  foreign  oil 
or  gas. 

(2)  The  amounts  specified  in  paragraph  (1)  shall  not  exceed 
the  lesser  of — 

(A)  the  product  of  the  foreign  oil  and  gas  extraction 
income  with  respect  to  all  such  production-sharing  contracts 
multiplied  by  the  sum  of  the  normal  tax  rate  and  the  surtax 
rate  for  the  taxable  year  specified  in  section  11  of  such  Code, 
or 

(B)  the  excess  of  the  total  amount  of  foreign  oil  and  gas 
extraction  income  (as  defined  in  section  907(c)(1)  of  such 
Code)  for  the  taxable  year  multiplied  by  the  sum  of  the  nor- 
mal tax  rate  and  the  surtax  rate  for  the  taxable  year  specified 
in  section  11  of  such  Code  over  the  amount  of  any  income, 
war  profits,  and  excess  profits  taxes  paid  or  accrued  (or 
deemed  to  have  been  paid)  without  regard  to  paragraph  (1) 
during  the  taxable  year  with  respect  to  foreign  oil  and  gas 
extraction  income. 

(3)  The  production-sharing  contracts  taken  into  account  for 
purposes  of  paragraph  (1)  shall  be  those  contracts  which  were 
entered  into  before  April  8,  1976,  for  the  sharing  of  foreign  oil 
and  gas  production  with  a  foreign  government  (or  an  entity 
owned  by  such  government)  with  respect  to  which  amounts 
claimed  as  taxes  paid  or  accrued  to  such  foreign  government  for 
taxable  years  beginning  before  June  30,  1976,  will  not  be  dis- 
allowed as  taxes.  No  such  contract  shall  be  taken  into  account  for 
any  taxable  year  ending  after  December  31, 1977. 

(d)  Carryback  and  Carryover  or  Disallowed  Credits. — 

(1)  Ix  GEXERAL. — Scctiou  907  (as  amended  by  section  1032)  is 
amended  by  redesignating  subsection  (f)  as  subsection  (g)  and 
by  inserting  after  subsection  (e)  the  following  new  subsection: 
"(f)  Carryback  axd  Carryover  of  Disallowed  Credits.^ — 

"(1)  Ix  GEXERAL. — If  the  amouut  of  the  oil  and  gas  extraction  26  USC  907. 
taxes  ])aid  or  accrued  during  any  taxable  year  exceeds  the  limita- 
tion provided  by  subsection  (a)  for  such  taxable  year  (herein- 
after in  this  subsection  referred  to  as  the  'unused  credit  year'), 
so  much  of  such  excess  as  does  not  exceed  2  percent  of  foreign  oil 
and  gas  extraction  income  for  such  taxable  year  shall  be  deemed 
to  be  oil  and  gas  extraction  taxes  paid  or  accrued  in  the  second 
preceding  taxable  year,  in  the  first  preceding  taxable  year,  and  in 
the  firet,  second,  third,  fourth,  or  fifth  succeeding  taxable  year, 
in  that  order  and  to  the  extent  not  deemed  tax  paid  or  accrued 
in  a  prior  taxable  year  by  reason  of  the  limitation  imposed  by 
paragraph  (2).  Such  amount  deemed  paid  or  accrued  in  any  tax- 
able year  may  be  availed  of  only  as  a  tax  credit  and  not  as  a 
deduction  and  only  if  the  taxpayer  for  such  year  chooses  to  have 
the  benefits  of  this  subpart  as  to  taxes  paid  or  accrued  for  that 
year  to  foreign  countries  or  possessions.  For  purposes  of  this 
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subsection,  the  terms  'second  preceding  taxable  year',  and  'first 
preceding  taxable  year'  do  not  include  any  taxable  year  ending 
before  January  1,  i975.  For  purposes  of  determining  the  amount 
of  such  taxes  which  may  be  deemed  paid  or  accrued  in  any  taxable 
year  ending  in  1975,  1976,  or  1977,  the  first  sentence  of  this  para- 
graph shall  be  applied  by  substituting  'such  excess'  for  'so  much 
of  such  excess  as  does  not  exceed  2  percent  of  the  foreign  oil  and 
gas  extraction  income  for  such  taxable  year'. 

"(2)  Limitation. — The  amount  of  the  unused  oil  and  gas 
extraction  taxes  which  under  paragraph  ( 1 )  may  be  deemed  paid 
or  accrued  in  any  preceding  or  succeeding  taxable  year  shall  not 
exceed  the  lesser  of — 

"(A)  the  amount  by  which  the  limitation  provided  by 
subsection  (a)  for  such  taxable  year  exceeds  the  sum  of — 

"(i)  the  oil  and  gas  extraction  taxes  paid  or  accrued 
during  such  taxable  year,  plus 
i  "(ii)  the  amounts  of  the  oil  and  gas  extraction  taxes 

which  by  reason  of  this  subsection  are  deemed  paid  or 
J-;.  accrued  in  such  taxable  year  and  are  attributable  to  tax- 

able years  preceding  the  unused  credit  year ;  or 
"(B)  the  amount  by  which  the  limitation  provided  by 
section  904  on  taxes  paid  or  accrued  with  respect  to  foreign 
oil-related  income  for  such  taxable  year  exceeds  the  sum  of — 
"  (i)  the  taxes  paid  or  accrued  (or  deemed  to  have  been 
paid  under  section  902  or  960)  to  all  foreign  countries 
and  possessions  of  the  United  States  with  respect  to  such 
income  during  such  taxable  year, 

"(ii)  the  amount  of  such  taxes  which  were  deemed 
paid  or  accrued  in  such  taxable  year  under  section  904(c) 
and  which  are  attributable  to  taxable  years  preceding  the 
unused  credit  year,  plus 

"(iii)  the  amount  of  the  oil  and  gas  extraction  taxes 
which  by  reason  of  this  subsection  are  deemed  paid  or 
accrued  in  such  taxable  year  and  are  attributable  to 
taxable  years  preceding  the  unused  credit  year. 
"(3)  Special  rules. — 

"(A)  In  the  case  of  any  taxable  year  which  is  an  unused 
credit  year  under  this  subsection  and  which  is  an  unused 
credit  year  under  section  904(c)  with  respect  to  oil-related 
income,  the  provisions  of  this  subsection  shall  be  applied 
before  section  904(c). 

"(B)  For  purposes  of  determining  the  amount  of  oil- 
related  taxes  paid  or  accrued  in  any  taxable  year  which  may 
be  deemed  paid  or  accrued  in  a  preceding  or  succeeding  taxa- 
ble year  under  section  904(c) ,  any  tax  deemed  paid  or  accrued 
in  such  preceding  or  succeeding  taxable  year  under  this  sub- 
section shall  be  considered  to  be  tax  paid  or  accrued  in  such 
preceding  or  succeeding  taxable  year. 

"(C)  For  purposes  of  determining  the  amount  of  the  unused 
oil  and  gas  extraction  taxes  which  under  paragraph  (1)  may 
be  deemed  paid  or  accrued  in  any  taxable  year  ending  before 
January  1,  1977,  subparagraph  (A)  of  paragraph  (2)  shall 
be  applied  as  if  the  amendment  made  by  section  1035(a)  of 
the  Tax  Reform  Act  of  1976  applied  to  such  taxable  year."' 
(2)  Definition  of  oil  and  gas  extraction  taxes. — Subsection 
(c)  of  section  907  is  amended  by  adding  at  the  end  thereof  the 
following  new  paragraph : 
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"(5)  Oil  axd  gas  extractiox  taxes. — The  term  'oil  and  gas 
extraction  taxes'  means  any  income,  war  profits,  and  excess  profits 
tax  paid  or  accrued  (or  deemed  to  have  been  paid  under  section 
902  or  960)  during  the  taxable  year  with  respect  to  foreign  oil  Ante,  p.  1626. 
and  gas  extraction  income  (determined  without  regard  to  para-  26  USC  960. 
graph  (4) )  or  loss  which  would  be  taken  into  account  for  purposes 
of  section  901  without  regard  to  this  section.'- 

(3)  Techxical  amexd^iext. — Subsection  (i)  of  section  6501,  as 
amended  by  section  1031,  (relating  to  foreign  tax  carrybacks)  is   26  USC  6501. 
amended — 

(A)  by  striking  out  "excess  foreign  taxes)"  and  inserting 

in  lieu  thereof  "excess  foreign  taxes)  or  under  section  907 (f)  P-  1631. 

(relating  to  carryback  and  carryover  of  disallowed  oil  and 
gas  extraction  taxes)'";  and 

(B)  by  striking  out  "section  904 (c)"  the  second  place  it 
appears  and  inserting  in  lieu  thereof  "section  904(c)  or 
907(f) 

(e)  Effectrt:  Dates. —  26  USC  907 

(1)  The  amendment  made  by  subsection  (a)  shall  apply  to  tax-  note, 
able  years  ending  after  December  31,  1976. 

(2)  The  amendment  made  by  subsection  (b)  shall  apply  to 
taxable  years  ending  after  December  31.  1974;  except  that  the  last 

sentence  of  section  907(b)  of  the  Internal  Revenue  Code  of  1954  Ante,  p.  1630. 
shall  only  apply  to  taxable  years  ending  after  December  31,  1975. 

(3)  The  amendment  made  by  subsection  (c)  shall  apply  to  tax- 
able years  beginning  after  June  29,  1976. 

(4)  The  amendments  made  by  subsection  (d)  shall  apply  to 
taxes  paid  or  accrued  during  taxable  years  ending  after  the  date 
of  the  enactment  of  this  Act. 

SEC.  1036.  UNDERWRITING  INCOME. 

(a)  Treatmext  as  Ixcome  From  Sources  AVithix  the  Uxited 

States. — Section  861(a)    (relating  to  gross  income  from  sources   26  USC  861. 
within  the  L'nited  States)  is  amended  by  adding  the  following  new 
paragraph : 

"(7)  Amounts  received  as  underwriting  income  (as  defined  in 
section  832(b)  (3) )  derived  from  the  insurance  of  United  States 
risks  (as  defined  in  section  953(a) ).". 

(b)  Treat^iext  as  Foreigx  Source  Ixcome. — Section  862(a)  (relat- 
ing to  gross  income  from  sources  without  the  irnited  States)  is   26  USC  862. 
amended  by  adding  the  following  new  paragraph : 

"  (7)  Underwriting  income  other  than  that  derived  from  sources 
within  the  L^nited  States  as  provided  in  section  861(a)  (7).". 

(c)  Effectr-e  Date. — The  amendments  made  by  this  section  shall   26  USC  861 
apply  to  taxable  years  beginning  after  December  31, 1976.  note. 

SEC.  1037.  THIRD  TIER  FOREIGN  TAX  CREDIT  WHEN  SECTION  951 
APPLIES. 

(a)  Foreigx  Taxes  Deemed  Paid  by  Foreigx  Corporatioxs. — 
Section  960(a)  (1)  (relating  to  special  rules  for  foreign  tax  credits),    26  USC  960. 
as  amended  in  section  1033,  is  further  amended  to  read  as  follows: 
"(1)  Gexeral  RULE. — For  purposes  of  subpart  A  of  this  part, 
if  there  is  included,  under  section  951(a),  in  the  gross  income  of 
a  domestic  corporation  any  amount  attributable  to  earnings  and 
profits — 

"  (A)  of  a  foreign  corporation  (hereafter  in  this  subsection 
referred  to  as  the  'first  foreign  corporation')  at  least  10  per- 
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cent  of  the  voting  stock  of  which  is  owned  by  such  domestic 
corporation,  or 

"(B)  of  a  second  foreign  corporation  (hereinafter  in  this 
subsection  referred  to  as  the  'second  foreign  corporation')  at 
least  10  percent  of  the  voting  stock  of  which  is  owned  by  the 
first  foreign  corporation,  or 

"(C)  of  a  third  foreign  corporation  (hereinafter  in  this 
subsection  referred  to  as  the  'third  foreign  corporation')  at 
least  10  percent  of  the  voting  stock  of  which  is  owned  by  the 
second  foreign  corporation, 
then,  under  regulations  prescribed  by  the  Secretary,  such  domes- 
tic corporation  shall  be  deemed  to  have  paid  the  same  proportion 
of  the  total  income,  war  profits,  and  excess  profits  taxes  paid  (or 
deemed  paid)  by  such  foreign  corporation  to  a  foreign  country  or 
possession  of  the  United  States  for  the  taxable  year  on  or  with 
respect  to  the  earnings  and  profits  of  such  foreign  corporation 
which  the  amount  of  earnings  and  profits  of  such  foreign  corpo- 
;  .    .  ration  so  included  in  gross  income  of  the  domestic  corporation 

"  . ,  bears  to  the  entire  amount  of  the  earnings  and  profits  of  such 
corporation  for  such  taxable  year.  This  paragraph  shall  not  apply 
with  respect  to  any  amount  included  in  the  gross  income  of  such 
r  domestic  corporation  attributable  to  earnings  and  profits  of  the 
■  .  '  ,  /  second  foreign  corporation  or  of  the  third  foreign  corporation 
unless,  in  the  case  of  the  second  foreign  corporation,  the  percent- 
age-of-voting-stock  requirement  of  section  902(b)  (3)  (A)  is  satis- 
fied, and  in  the  case  of  the  third  foreign  corporation,  the  percent- 
age-of- voting-stock  requirement  of  section  902(b)(3)(B)  is 
satisfied." 

26  use  960  (b)  Effective  Date. — The  amendment  made  by  this  section  shall 

note.  apply  with  respect  to  earnings  and  profits  of  a  foreign  corporation 

included,  under  section  951(a)  of  the  Internal  Revenue  Code  of  1954, 
in  the  gross  income  of  a  domestic  corporation  in  taxable  years  begin- 
' '       ning  after  December  31, 1976. 

PART  IV— MONEY  OR  OTHER  PROPERTY  MOVING  OUT 
OF  OR  INTO  THE  UNITED  STATES 

SEC.  1041.  PORTFOLIO  DEBT  INVESTMENTS  IN  UNITED  STATES  OF 
NONRESIDENT  ALIENS  AND  FOREIGN  CORPORATIONS. 
26  use  861.        '  The  last  sentence  of  section  861(c)  (relating  to  interest  on  deposits, 
etc.)  is  hereby  repealed. 

SEC.  1042.  CHANGES  IN  RULING  REQUIREMENTS  UNDER  SECTION  367; 
CERTAIN  CHANGES  IN  SECTION  1248. 
26  use  367.  (a)  Amendment  of  Section  367. — Section  367  (relating  to  foreign 

corporations)  is  amended  to  read  as  follows : 
"SEC.  367.  FOREIGN  CORPORATIONS, 
"(a)  Transfers  of  Property  From  the  United  States. — 

"(1)  General  rule. — If,  in  connection  with  any  exchange 
described  in  section  332,  351,  354,  355,  356,  or  361,  there  is  a  trans- 
fer of  property  (other  than  stock  or  securities  of  a  foreign  cor- 
poration which  is  a  party  to  the  exchange  or  a  party  to  the  reorga- 
nization) by  a  United  States  person  to  a  foreign  corporation, 
for  purposes  of  determining  the  extent  to  which  gain  shall  be 
recognized  on  such  transfer,  a  foreign  corporation  shall  not  be 
considered  to  be  a  corporation  unless,  pursuant  to  a  request  filed 
not  later  than  the  close  of  the  183d  day  after  the  beginning  of  such 
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transfer  (and  filed  in  such  form  and  manner  as  may  be  prescribed 
by  regulations  by  the  Secretary),  it  is  established  to  the  satisfac- 
tion of  the  Secretary  that  such  exchange  is  not  in  pursuance  of  a 
plan  having  as  one  of  its  principal  purposes  the  avoidance  of 
Federal  income  taxes. 

"(2)  Exception  fok  transactioxs  designated  by  the  secre- 
tary.— Paragraph  (1)  shall  not  apply  to  any  exchange  (other- 
wise within  paragraph  (1)),  or  to  any  type  of  property,  which 
the  Secretary  by  regulations  designates  as  not  requiring  the  filing 
of  a  request. 
"(b)  Other  Transfers. — 

"(1)  Effect  of  section  to  be  determined  under  regula- 
tions.— In  the  case  of  any  exchange  described  in  section  332,  351, 
354,  355,  356,  or  361  in  connection  with  which  there  is  no  transfer   26  USC  332, 
of  property  described  in  subsection  (a)  (1),  a  foreign  corporation    351,  354,  355, 
shall  be  considered  to  be  a  corporation  except  to  the  extent  pro-   356,  361. 
vided  in  regulations  prescribed  by  the  Secretary  which  are  neces- 
sary or  appropriate  to  prevent  the  avoidance  of  Federal  income 
taxes. 

"(2)  Regulations  relating  to  sale  or  exchange  of  stock  in 
foreign  corporations. — The  regulations  prescribed  pursuant  to 
paragraph  (1)  shall  include  (but  shall  not  be  limited  to)  regula- 
tions dealing  with  the  sale  or  exchange  of  stock  or  securities  in  a 
foreign  corporation  by  a  United  States  person,  including  regula- 
tions providing — 

"(A)  the  circumstances  under  which — 

"(i)  gain  shall  be  recognized  currently,  or  amounts 
included  in  gross  income  currently  as  a  dividend,  or  both, 
or 

"(ii)  gain  or  other  amounts  may  be  deferred  for  inclu- 
sion in  the  gross  income  of  a  sliareholder  (or  his  successor 
in  interest)  at  a  later  date,  and 
"(B)  the  extent  to  which  adjustments  shall  be  made  to 
earnings  and  profits,  basis  of  stock  or  securities,  and  basis  of 
assets. 

"(c)  Transactions  To  Be  Treai-ed  as  Exchanges. — 

"(1)  Section  355  distribution. — For  purposes  of  this  section, 
any  distribution  described  in  section  355  (or  so  much  of  section 
356  as  relates  to  section  355)  shall  be  treated  as  an  exchange 
whether  or  not  it  is  an  exchange. 

"(2)  Contribution  of  capital  to  con'prolled  corporations. — 
For  purposes  of  this  chapter,  any  transfer  of  property  to  a  foreign 
corporation  as  a  contribution  to  the  capital  of  such  corporation 
by  one  or  more  persons  who,  immediately  after  the  transfer,  own 
(within  the  meaning  of  section  318)  stock  possessing  at  least  80 
percent  of  the  total  combined  voting  power  of  all  classes  of  stock 
of  such  corporation  entitled  to  vote  shall  be  treated  as  an 
exchange  of  such  property  for  stock  of  the  foreign  corporation 
equal  in  value  to  the  fair  market  value  of  the  property  transferred. 
"(d)  Transitional  Rule. — In  the  case  of  any  exchange  beginning 
before  January  1, 1978 — 

"(1)  subsection  (a)  shall  be  applied  without  regard  to  whether 
or  not  there  is  a  transfer  of  property  described  in  subsection 
(a) (1),  and 
"(2)  subsection  (b)  shall  not  apply.". 
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(b)  Earnings  and  Profits  of  Subsidiaries  of  Foreign  Corpora- 
26  use  1248.       TiONS  FOR  Purposes  of  Section  1248. — Subparagraph  (C)  of  section 

1248(c)  (2)  is  amended  by  striking  out  " ;  and"  at  the  end  thereof  and 
inserting  in  lieu  thereof  the  following :  "  (or  on  the  date  of  any  sale  or 
exchange  of  the  stock  of  such  other  foreign  corporation  occurring  dur- 
ing the  5-year  period  ending  on  the  date  of  the  sale  or  exchange  of  the 
stock  of  such  foreign  corporation,  to  the  extent  not  otherwise  taken 
into  account  under  this  section  but  not  in  excess  of  the  fair  market 
value  of  the  stock  of  such  other  foreign  corporation  sold  or  exchanged 
over  the  basis  of  such  stock  (for  determining  gain)  in  the  hands  of  the 
transferor)  ;  and". 

(c)  Certain  Section  311,  336,  or  337  Transactions. — ■ 

(1)  General  rule. — Section  1248  (relating  to  gain  from  cer- 
'     y  tain  sales  or  exchanges  of  stock  in  certain  foreign  corporations) 

is  amended  by  redesignating  subsections  (f)  and  (g)  as  subsec- 
tions (g)  and  (h),  respectively,  and  by  inserting  after  subsection 
(e)  the  following  new  subsection : 
"(f)  Certain  Section  311,  336,  or  337  Tp^nsactions. — 

"(1)  In  GENERAL.  If  

"(A)  a  domestic  corporation  satisfies  the  stock  ownership 
; !  requirements  of  subsection  (a)  (2)  with  respect  to  a  foreign 

::fr         corporation,  and 

"(B)    such  domestic  corporation  distributes,  sells,  or 
I.  exchanges  stock  of  such  foreign  corporation  in  a  transaction 

to  which  section  311,  336,  or  337  applies, 
tlien,  notwithstanding  any  other  provision  of  this  subtitle,  an 
.  ^  amount  equal  to  the  excess  of  the  fair  market  value  of  such  stock 
over  its  adjusted  basis  in  the  hands  of  the  domestic  corporation 
shall  be  included  in  the  gross  income  of  the  domestic  corporation 
as  a  dividend  to  the  extent  of  the  earnings  and  profits  of  the  for- 
eign corporation  attributable  (under  regulations  prescribed  by  the 
Secretary)  to  such  stock  which  were  accumulated  in  taxable 
years  of  such  foreign  corporation  beginning  after  December  31, 
1962,  and  during  the  period  or  periods  the  stock  was  held  by  such 
domestic  corporation  while  such  foreign  corporation  was  a  con- 
trolled foreign  corporation.  For  purposes  of  subsections  (c)  (2), 
(d),  and  (h),  a  distribution,  sale,  or  exchange  of  stock  to  which 
this  subsection  applies  shall  be  treated  as  a  sale  of  stock  to  which 
subsection  (a)  applies. 

"  (2)  ExcEi^JTON  FOR  CERTAIN  DISTRIBUTIONS. — In  the  case  of  any 
distribution  of  stock  of  a  foreign  corporation,  paragraph  (1)  shall 
not  apply  if  such  distribution  is  to  a  domestic  corporation — 

"(A)  which  is  treated  under  this  section  as  holding  such 
stock  for  the  period  for  which  the  stock  was  held  by  the  dis- 
tributing corporation,  and 

"(B)  which,  immediately  after  the  distribution,  satisfies 
the  stock  ownership  requirements  of  subsection  (a)  (2)  with 
respect  to  such  foreign  corporation. 

"(3)    NONAPPLICATION  OF  PARAGRAPH    (1)    IN  CERTAIN  CASES.  

Paragraph  (1)  shall  not  apply  to  a  sale  or  exchange  to  which 

section  337  applies  if — 

"(A)  throughout  the  period  or  periods  the  stock  of  the 
foreign  corporation  was  held  by  the  domestic  corporation  (or 
predecessor  referred  to  in  paragraph  (2) )  all  the  stock  of 
such  domestic  corporation  was  owned  by  United  States 
persons  who  satisfied  the  10-percent  stock  ownership  require- 
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ments  of  subsection  (a)  (2)  with  respect  to  such  domestic  cor- 
poration, and 

"(B)  subsection  (a)  app]ies  to  the  proceeds  of  the  sale 
or  exchange  and  also  applied  to  all  transactions  described  in 
subsection  (e)  (1)  which  took  place  durmg  the  period  or 
periods  referred  to  in  subparagraph  (A). 
"(4)  AlPplicatiox  to  cases  described  in  suBSEcnox  (e). — To 
the  extent  that  earnings  and  profits  are  taken  into  account  under 
this  subsection,  they  shall  be  excluded  and  not  taken  into  account 
for  purposes  of  subsection  (e) .". 

(2)  IXTEREST  IX  PARTXERSIirP  PIOLDIXG  STOCK  IX  CERTAIX  FOR-     26  USC  751. 

EiGX  coRPORATTOxs. — The  last  sentence  of  section  751(c)  (relating 
to  unrealized  receivables)  is  amended — 

(A)  by  striking  out  "(as  defined  in  section  1245(a)  (3) )," 
and  inserting  in  lieu  thereof  "as  defined  in  section  1245(a) 
(3)),  stock  in  certain  foreign  corporations  (as  described  in 
section  1248),"  and 

(B)  by  striking  out  "1245(a),"  and  inserting  in  lieu 
thereof  "1215 (a),  1248(a),". 

(3)  CoXFORmXG  A:MEXD:>rEXTS. — 

(A)  Subparagraph  (A)  of  paragraph  (2)  of  subsection 
(c)  of  section  1248  is  amended  by  striking  out  "subsection  (a) 
applies  to  a  sale  or  exchange"  and  inserting  in  lieu  thereof 
"subsection  (a)  or  (f)  applies  to  a  sale,  exchange,  or 
distribution". 

(B)  Subparagraph  (A)  of  paragraph  (3)  of  subsection 
(g)  (as  redesignated  by  paragraph  (1)  of  this  subsection) 
of  section  1248  is  amended  to  read  as  follows : 

"(A)  a  dividend  (other  than  an  amount  treated  as  a  divi- 
dend under  subsection  (f)),". 

(C)  Subsection  (h)  (as  redesignated  by  paragraph  (1)  of 
this  subsection)  of  section  1248  is  amended  by  striking  out 
"subsection  (a)"  each  place  it  appears  and  inserting  in  lieu 
thereof  "subsection  (a)  or  (f)". 

(d)  Declaratory  Ji:dg:mext  Procedure  for  Eeview  by  the  Tax 
Court  of  Sectiox  367  DETERmxATioxs. —  Ante,  p.  1634. 

(1)  Ix  GEXERAL. — Part  IV  of  subchapter  C  of  chapter  76  (relat- 
ing to  declaratory  judgments)  is  amended  by  adding  at  the  end 
thereof  the  following  new  section : 

"SEC.  7477.  DECLARATORY  JUDGMENTS  RELATING  TO  TRANSFERS  OF    26  USC  7477. 
PROPERTY  FROM  THE  UNITED  STATES, 
"(a)  Creatiox  of  Remedy. — 

"(1)  Ix  GEXERAL. — In  a  case  of  actual  controversy  involving — 
"(A)  a  determination  by  the  Secretary — 

"(i)  that  an  exchange  described  in  section  367(a)  (1) 
is  in  pursuance  of  a  plan  having  as  one  of  its  principal 
purposes  the  avoidance  of  Federal  income  taxes,  or 

"(ii)  of  the  terms  and  conditions  pursuant  to  which 
an  exchange  described  in  section  367 (a)  (1)  will  be  deter- 
mined not  to  be  in  pursuance  of  a  plan  having  as  one 
of  its  principal  purposes  the  avoidance  of  Federal  income 
taxes,  or 

"(B)  a  failure  by  the  Secretary  to  make  a  determination 
as  to  whether  an  exchange  described  in  section  367(a)  (1)  is 
in  pursuance  of  a  plan  having  as  one  of  its  principal  pur- 
poses the  avoidance  of  Federal  income  taxes. 
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upon  the  filing  of  an  appropriate  pleading,  the  Tax  Court  may 
make  the  appropriate  declaration  referred  to  in  paragraph  (2). 
Such  declaration  shall  have  the  force  and  effect  of  a  decision  of 
the  Tax  Court  and  shall  be  reviewable  as  such. 

"(2)  Scope  of  declaration. — The  declaration  referred  to  in 
paragraph  (1)  shall  be — 

"(A)  in  the  case  of  a  determination  referred  to  in  sub- 
^  paragraph  (A)  of  paragraph  (1),  whether  or  not  such  deter- 

mination is  reasonable,  and,  if  it  is  not  reasonable,  a 
determination  of  the  issue  set  forth  in  subparagraph  (A)  (ii) 
of  paragraph  ( 1 ) ,  and 

"(B)  in  the  case  of  a  failure  described  in  subparagraph 
(B)  of  paragraph  (1),  the  determination  of  the  issues  set 
forth  in  subparagraph  (A)  of  paragraph  (1). 
"(b)  Limitations. — 

"(1)  Petitioner. — A  pleading  may  be  filed  under  this  section 
only  by  a  petitioner  who  is  a  transferor  or  transferee  of  stock, 
securities,  or  property  transferred  in  an  exchange  described  in 
Ante  p  1634  Section  367(a)  (1) . 

"  (2)  Exhaustion  or  administrative  remedies. — The  Tax  Court 
shall  not  issue  a  declaratory  judgment  or  decree  under  this  section 
'  '    0     ?  in  any  proceeding  unless  it  determines  that  the  petitioner  has 

exhausted  administrative  remedies  available  to  him  within  the 
Internal  Revenue  Service.  A  petitioner  shall  not  be  deemed  to  have 
exhausted  his  administrative  remedies  with  respect  to  a  failure  by 
the  Secretary  to  make  a  determination  with  respect  to  whether  or 
not  an  exchange  described  in  section  367(a)  (1)  is  in  pursuance  of 
a  plan  having  as  one  of  its  principal  purposes  the  avoidance  of 
;  „  Federal  income  taxes  before  the  expiration  of  270  days  after  the 
request  for  such  determination  was  made. 

"(3)  Exchange  shall  have  begun. — No  proceeding  may  be 
maintained  under  this  section  unless  the  exchange  is  described  in 
section  367(a)(1)  with  respect  to  which  a  decision  of  the  Tax 
Court  is  sought  has  begun  before  the  filing  of  the  pleading. 
"(4)  Time  for  bringing  action. — If  the  Secretary  sends  by 
^     .  ,  certified  or  registered  mail  to  the  petitioners  referred  to  in  para- 

graph (1)  notice  of  his  determination  with  respect  to  whether 
or  not  an  exchange  described  in  section  367(a)  (1)  is  in  pursuance 
of  a  plan  having  as  one  of  its  principal  purposes  the  avoidance 
_ ,  of  Federal  income  taxes  or  with  respect  to  the  terms  and  condi- 

tions pursuant  to  which  such  an  exchange  will  be  determined  not 
to  be  made  in  pursuance  of  such  a  plan,  no  proceeding  may  be 
initiated  under  this  section  by  any  petitioner  unless  the  pleading 
is  filed  before  the  91st  day  after  the  day  after  such  notice  is 
mailed  to  such  petitioner. 
"(c)  Commissioners. — The  chief  judge  of  the  Tax  Court  may  assign 
proceedings  under  this  section  to  be  heard  by  the  commissioners  of 
the  court,  and  the  court  may  authorize  a  commissioner  to  make  the 
decision  of  the  court  with  respect  to  such  proceeding,  subject  to  such 
conditions  and  review  as  the  court  may  by  rule  provide.". 
(2)  Technical  and  conforming  amendments. — 
26  use  7482.  (A)  Section  7482(b)  (1)  (relating  to  venue  for  review  of 

Tax  Court  decisions)  is  amended  by  striking  out  "or"  at  the 
end  of  subparagraph  (B),  by  striking  out  the  period  at  the 
end  of  subparagraph  (C)  and  inserting  in  lieu  thereof  ",  or  ", 
and  by  inserting  after  subparagraph  (C)  the  following  new 
subparagraph : 
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"(D)  in  the  case  of  a  person  seeking  a  declaratory  judg- 
ment under  section  7477,  the  legal  residence  of  such  person  if  Ante,  p.  1637. 
such  person  is  not  a  corporation,  or  the  principal  place  of 
business  or  principal  office  or  agency  of  such  person  if  such 
person  is  a  corporation.". 

(B)  Section  7482(b)  (1)  is  further  amended—  26  USC  7482. 

(i)  by  striking  out  "subparagraph  (A),  (B),and  (C) 
do  not  aj^ply"  in  the  second  sentence  and  inserting  in  lieu 
thereof  "no  subparagraph  of  the  preceding  sentence 
applies";  and 

(ii)  by  striking  out  "section  7476"  in  the  last  sentence 
and  inserting  in  lien  thereof  "section  7476  or  7477". 

(C)  The  heading  for  section  7476  is  amended  to  read  as 

follows :  26  USC  7476. 

**SEC.  7476.  DECLARATORY  JUDGMENTS  RELATING  TO  QUALIFICATION 
OF  CERTAIN  RETIREMENT  PLANS.** 

(D)  The  table  of  sections  for  part  IV  of  subchapter  C  of 
chapter  76  is  amended  to  read  as  follows : 

"Sec.  7476.  Declaratory  judgments  relating  to  qualification  of  certain 
retirement  plans. 

"Sec.  7477.  Declaratory  judgments  relating  to  transfers  of  property 
from  United  States." 

(E)  The  heading  of  part  IV  of  subchapter  C  of  chapter  76 
is  amended  to  read  as  follows : 

"PART  IV—DECLARATORY  JUDGMENTS". 

(F)  The  table  of  parts  for  subchapter  C  of  chapter  76  is 
amended  by  striking  out  the  item  relating  to  part  IV  and 
inserting  in  lieu  thereof  the  following : 

"Part  IV.  Declaratory  judgments." 

(e)  Effective  Dates.—  26  USC  367 

(1)  The  amendments  made  by  this  section  (other  than  by  sub-  note, 
section  (d))  sliall  apply  to  transfers  beginning  after  October  9, 
1975,  and  to  sales,  exchanges,  and  distributions  taking  place  after 
such  date.  The  amendments  made  by  subsection  (d)  shall  apply 
witli  respect  to  pleadings  filed  with  the  Tax  Court  after  the  date 

of  the  enactment  of  this  Act  but  only  with  respect  to  transfers 
beginning  after  October  9,  1975. 

(2)  In  the  case  of  any  exchange  described  in  section  367  of  the 
Internal  Revenue  Code  of  1954  (as  in  effect  on  December  31, 1974) 
in  any  taxable  year  beginning  after  December  31, 1962,  and  before 
the  date  of  the  enactment  of  this  Act,  w^hich  does  not  involve  the 
transfer  of  pro[)erty  to  or  from  a  United  States  person,  a  taxpayer 
shall  have  for  purposes  of  such  section  until  183  days  after  the 
date  of  the  enactment  of  this  Act  to  file  a  request  with  the  Secre- 
tary- of  the  Treasury  or  his  delegate  seeking  to  establish  to  the 
satisfaction  of  the  Secretary  of  the  Treasury  or  his  delegate  that 
such  exchange  was  not  in  pursuance  of  a  plan  having  as  one  of  its 
principal  purposes  the  avoidance  of  Federal  income  taxes  and 
that  for  purposes  of  such  section  a  foreign  corporation  is  to  be 
treated  as  a  foreign  corporation. 

SEC.  1043.  CONTIGUOUS   COUNTRY  BRANCHES  OF  DOMESTIC  LIFE 
INSURANCE  COMPANIES. 

(a)  Amendment  of  Subchapter  L. — Subpart  E  of  part  I  of  sub- 
chapter L  of  chapter  1  (relating  to  life  insurance  companies)  is 
amended  by  inserting  after  section  819  the  following  new  section : 
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26  use  819A.       "SEC.  819A.  CONTIGUOUS  COUNTRY  BRANCHES  OF  DOMESTIC  LIFE 

INSURANCE  COMPANIES. 

"(a)  Exclusion  of  Items. — In  the  case  of  a  domestic  mutual  insur- 
ance company  which — 

"  (1)  is  a  life  insurance  company, 

"  (2)  has  a  contiguous  country  life  insurance  branch,  and 
"(3)  makes  the  election  provided  by  subsection  (g)  with  respect 
to  such  branch, 

there  shall  be  excluded  from  each  and  every  item  involved  in  the 
determination  of  life  insurance  company  taxable  income  the  items  sep- 
arately accounted  for  in  accordance  with  subsection  (c) . 

"(b)  Contiguous  Country  Life  Insurance  Branch. — For  pur- 
poses of  this  section,  the  term  'contiguous  country  life  insurance 
branch'  means  a  branch  which — 

"(1)  issues  insurance  contracts  insuring  risks  in  connection 
with  the  lives  or  health  of  residents  of  a  country  which  is  contigu- 
ous to  the  United  States, 

"  (2)  has  its  principal  place  of  business  in  such  contiguous  coun- 
try, and 

"(3)  would  constitute  a  mutual  life  insurance  company  if  such 
branch  were  a  separate  domestic  insurance  company. 
"Insurance  For  purposes  of  this  section,  the  term  'insurance  contract'  means  any 

contract."  lif^^  health,  accident,  or  annuity  contract  or  reinsurance  contract  or 

any  contract  relating  thereto. 

"(c)  Separate  Accounting  Required. — Any  taxpayer  which  makes 
the  election  provided  by  subsection  (g)  shall  establish  and  maintain  a 
separate  account  for  the  various  income,  exclusion,  deduction,  asset, 
reserve,  liability,  and  surplus  items  properly  attributable  to  the  con- 
tracts described  in  subsection  (b).  Such  separate  accounting  shall  be 
made — 

"  (1)  in  accordance  with  the  method  regularly  employed  by  such 
company,  if  such  method  clearly  reflects  income  derived  from, 
,  '  and  the  other  items  attributable  to,  the  contracts  described  in  sub- 

section (b),  and 

"  (2)  in  all  other  cases,  in  accordance  with  regulations  prescribed 
by  the  Secretary. 
"(d)  Recognition  of  Gain  on  Assets  in  Branch  Account. — If  the 
aggregate  fair  market  value  of  all  the  invested  assets  and  tangible 
property  which  are  separately  accounted  for  by  the  domestic  life  insur- 
ance company  in  the  branch  account  established  pursuant  to  subsection 
(c)  exceeds  the  aggregate  adjusted  basis  of  such  assets  for  purposes 
of  determining  gain,  then  the  domestic  life  insurance  company  shall 
be  treated  as  having  sold  all  such  assets  on  the  first  day  of  the  first  tax- 
able year  for  which  the  election  is  in  effect  at  their  fair  market  value 
on  such  first  day.  Notwithstanding  any  other  provision  of  this  chapter, 
the  net  gain  shall  be  recognized  to  the  domestic  life  insurance  company 
on  the  deemed  sale  described  in  the  preceding  sentence. 

"(e)  Transactions  Between  Contiguous  Country  Branch  and 
Domestic  Life  Insurance  Company. — 

"  ( 1 )  Reimbursement  for  home  office  services,  etc. — Any  pay- 
ment, transfer,  reimbursement,  credit,  or  allowance  which  is  made 
from  a  separate  account  established  pursuant  to  subsection  (c)  to 
one  or  more  other  accounts  of  a  domestic  life  insurance  company 
as  reimbursement  for  costs  incurred  for  or  with  respect  to  the 
insurance  (or  reinsurance)  of  risks  accounted  for  in  such  separate 
account  shall  be  taken  into  account  by  the  domestic  life  insurance 
company  in  the  same  manner  as  if  such  payment,  transfer,  reim- 
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bursement.  credit,  or  allowance  had  been  received  from  a  separate 
person. 

'*  ( 2 )  Kepatriatiox  of    co:me. — 

"(A)  In  general. — Except  as  provided  in  subparagraph 
(B),  any  amount  directly  or  indirectly  transferred  or  cred- 
ited from  a  branch  account  established  pursuant  to  subsection 
(c)  to  one  or  m.ore  other  accounts  of  such  company  shall, 
unless  such  transfer  or  credit  is  a  reimbursement  to  which 
paragraph  (1)  applies,  be  added  to  the  life  insurance  com- 
pany taxable  income  of  the  domestic  life  insurance  company 
(as  computed  without  regard  to  this  paragraph). 

"(B)  LmiTATiox. — The  addition  provided  by  subpara- 
graph (A)  for  the  taxable  year  with  respect  to  any  contigu- 
ous country  life  insurance  branch  shall  not  exceed  the 
amount  by  which — 

''(i)  the  aggregate  decrease  in  the  life  insurance 
company  taxable  income  of  the  domestic  life  insurance 
company  for  the  taxable  year  and  for  all  prior  taxable 
years  resulting  solely  from  the  application  of  subsection 
(a)  of  this  section  with  respect  to  such  branch,  exceeds 
"(ii)  the  amount  of  additions  to  life  insurance  com- 
pany taxable  income  pursuant  to  subparagraph  (A)  with 
respect  to  such  contiguous  country  branch  for  all  prior 
taxable  years. 
"(f)  Other  Rules. — 

'•(1)  Treatment  of  foreign  taxes. — 

"  ( A)  In  general. — No  income,  war  profits,  or  excess  prof- 
its taxes  paid  or  accrued  to  any  foreign  country  or  possession 
of  the  United  States  which  is  attributable  to  income  excluded 
under  subsection  (a)  shall  be  taken  into  account  for  purposes 
of  subpart  A  of  part  III  of  subchapter  X  (relating  to  foreign  26  USC  901. 
tax  credit)  or  allowable  as  a  deduction. 

"  ( B )  Treatment  of  repatriated  amounts. — For  purposes 
of  sections  78  and  902,  where  any  amount  is  added  to  the  life 
insurance  company  taxable  income  of  the  domestic  life  insur- 
ance company  by  reason  of  subsection  (e)  (2),  the  contiguous 
country  life  insurance  branch  shall  be  treated  as  a  foreign 
corporation.  Any  amount  so  added  shall  be  treated  as  a  divi- 
dend paid  by  a  foreign  corporation,  and  the  taxes  paid  to  any 
foreign  country  or  possession  of  the  United  States  with 
respect  to  such  amount  shall  be  deemed  to  have  been  paid  by 
such  branch. 

"(2)    IGNITED  STATES  SOURCE  INCOME  ALLOCABLE  TO  CONTIGUOUS 

COUNTRY  BRANCH. — For  purposcs  of  scctious  881,  882,  and  1442, 
each  contiguous  country  life  insurance  branch  shall  be  treated 
as  a  foreign  corporation.  Such  sections  shall  be  applied  to  each 
such  branch  in  the  same  manner  as  if  such  sections  contained 
the  provisions  of  any  treaty  to  which  the  United  States  and  the 
contiguou'^  country  are  parties,  to  the  same  extent  such  provisions 
would  apply  if  such  branch  were  incorporated  in  such  contiguous 
country. 

"(g)  Election. — A  taxpayer  may  make  the  election  provided  by 
this  subsection  with  respect  to  any  contiguous  country  for  any  taxable 
year  beginning  after  December  31,  1975.  An  election  made  under  this 
subsection  for  any  taxable  year  shall  remain  in  effect  for  all  subse- 
quent taxable  years,  except  that  it  may  be  revoked  with  the  consent 
of  the  Secretary.  The  election  provided  by  this  subsection  shall  be 
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made  not  latoi-  tlinii  tlu'  time  prosci'ibed  hy  law  for  filiiii!"  tlic  jctiii'ii 
for  tlie  taxable  Yoar  (jiu'liulino-  extensions  thereof)  Avitli  i'es])e(*l"  to 
wliich  sncli  election  is  made,  and  ?neh  election  and  anv  ap])rOAed  re\- 
ocation  thereof  shall  be  made  in  the  manner  prOA  ided  In'  the  Seci'etarv. 

"(h)  Spkciatv  Ixi  Li:  FOR  ])o3iKsTir  Stock  Life  IxsntAxcK  C()^Y- 
FAX  IKS. — At  the  election  of  a  domestic  stock  life  insnrance  company 
which  has  a  contii»nons  country  life  insni'ance  bi-anch  descril)ed  in 
subsection  (b)  (without  reii-ard  to  the  mntnal  reipiii'ement  in  subsec- 
tion (b)  (o) ).  the  assets  of  such  branch  inay  be  ti  ansfei-red  to  a  foreign 
cor])oration  o!\iianized  under  the  laws  of  tlie  contiauous  country 
Ante,  pp.  1634,  without  the  application  of  section  ')()"  or  14!)1.  Subsection  (a)  shall 
1617.  ^Pl^l.v  to  the  stock  of  such  foj-eian  coi'poi'ation  as  if  such  domestic 

com])any  \veie  a  mutual  c()m])any  ami  as  if  the  stock  were  an  item 
descvibed  in  subsection  (c).  Subsection  (e)  (-2)  shall  a])])ly  to  amounts 
transferred  or  credited  to  such  domestic  com})any  as  if  such  domestic 
coiupany  and  such  f()iH'i<.i'n  coiporation  constituted  one  domc^stic 
mutual  life  insni'ance  com]);iny.  The  insuranct^  (M)nti'acts  which  may  be 
transfei  r(>d  ])ursuant  to  this  subsection  shall  include  oidy  those  which 
are  similai-  to  the  tyi)es  of  insui'aiice  contracts  issued  by  a  uuitual  life 
insnrance  company.  Xotwithst aiuliuii-  tht>  lii-st  sentence  of  this  sub- 
section, if  the  a<i".iii"c_i>'ate  fail-  nuirket  ^"alue  of  the  iincsled  assets  and 
tanoible  ])r()perty  which  aie  se])a lately  accounted  foi-  by  the  domestic 
-    ■  ■  life  insurance  com])any  in  the  bianch  account  exceeds  the  aii-<rreoate 

adjusted  basis  of  such  ass(>ts  for  puri)oses  of  detei-miniui^-  ^ain.  the. 
domestic  life  insurance  com])any  shall  be  decMued  to  ha\-e  sold  all 
such  assets  on  the  fii-st  day  of  the  taxalde  year  for  which  \  election 
njuler  this  subsection  a])plies  and  the  net  ix<\\\\  shall  be  recoiinized 
to  the  domestic  life  insurance  company  on  tlie  deemed  sale,  but  not 
in  excess  of  the  ])i'Oportion  of  such  net  ijain  which  e(]uals  the  i)ro])oi-- 
tion  which  the  a<>"iiri\izate  fair  mark(4  \abie  of  such  assets  A\hich  are 
.'■  jQU  transferred  pursuant  to  this  subsection  is  of  the  a,i2<:i'e^at e  fair  market 
value  of  all  such  assets." 

(b)  Clkimcai,  a :m i:M):Mi:N"'r. — The  table  of  sections  for  such  sul)])art 
E  is  amended  by  iiiseitino-  aftei-  the  item  relatini>-  to  section  S]l)  the 
following  new  item : 

"8oc.  8F.)A.  Coiitiirnoiis  cmuilry  l>r;nic]ios  of  (Inincsfic  life  iiisiir.-nico 
coinit.-niics." 

26  use  819A  (c)  Effk(  'J'i\ i:  l)A'n:. — The  amendment  made  by  this  section  shall 

note.  '"^pply  to  taxal)le  years  beginning  after  I)(>ceml)(>r  IDT.'). 

SEC.  1044.  TRANSITIONAL  KULE  FOR  BOND,  ETC .,  LOSSES  OF  FOREIGN 
BANKS. 

26  use  582.  (a)  Gfxkfat.  IU  j j;.--Sect ion  r)H-2{r)  (relating  to  bond.  etc..  losses 

and  gains  of  financial  institutions)  is  amended  hy  adding  at  the  end 
thereof  the  following  new  paragi'aj^h  : 

''(4)  'TitAxsi'i'ioxAF  I.U  FF  F( )i;  HAXKs. — lu  tlic  casc  of  a  cori)ora- 
tion  which  would  be  a  bank'  e.xce])t  foi'  the  fact  that  it  is  a  foreign 
corj^oi'.ation,  the  net  gain,  if  any.  foi-  the  taxable  year  on  sales  and 
cxc])ang(>s  desci'ibed  in  paragra])h  (1)  shall  be  considei'ed  as  gain 
from  the  sale  oi'  exchange  of  a  capital  asset  to  the  extent  such  net 
gain  does  not  exceed  the  ])0]tion  of  any  ca])ital  los-;  carrv()\-ei'  to 
such  taxable  yeai"  which  is  attributable  to  capital  lo-ses  on  sales  or 
exchanges  desci'ibed  in  paragraph  (1)  for  a  taxabk^  year  begin- 
ning before  July  12,  10()!).  For  purposes  of  the  ])i'ece(ling  sentence, 
the  portion  of  a  net  capital  loss  for  a  taxable  year  which  is  attribut- 
able to  capital  losses  on  sales  or  exchanges  desci'il)ed  in  })a]'agra])h , 
(1)  is  the  amount  of  the  net  caj:)ital  loss  on  such  sales  or  (>xchanges< 
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for  such  taxable  year  (but  not  in  excess  of  the  net  capita]  loss  for 
such  taxable  year)." 
(b)  Effective  Date.—  26  USC  582 

(1)  The  amendment  made  by  subsection  (a)  shall  apply  with  ^^o^^- 
respect  to  taxable  years  befrinning  after  July  11,  1961). 

(2)  If  the  refund  or  credit  of  any  overpayment  attributable  to 
the  application  of  the  amendment  made  by  subsection  (a)  to 
any  taxable  year  is  otherwise  j)revented  by  the  oi)eration  of 
any  law  or  rule  of  law  (other  than  section  Tl'22  of  the  Internal 
Revemie  Code  of  lO.")!^.  relating  to  compromises)  on  the  day  which 
is  one  year  after  the  date  of  the  enactment  of  this  Act.  such  credit 
or  refund  shall  be  nevertheless  allowed  or  made  if  claim  therefor 
is  filed  on  or  befoi-e  such  day. 

PART  V— SPECIAL  CATEGORIES  OF  FOREIGN  TAX 
TREATMENT 

SEC.  105].  TAX  TREATMENT  OF  CORPORATIONS  CONDUCTING  TRADE 
OR  BUSINESS  IN  PUERTO  RICO  AND  POSSESSIONS  OF  THE 
UNITED  STATES. 

(a)  Aelowaxce  of  Pl  erto  Kicax'  axi:)  Possessiox*  Tax  CuEurr. — 
Section  8?>  (relating  to  taxes  of  foreign  countries  and  })ossessio]is  of 
the  United  States)  is  amended  to  read  as  follows : 

"SEC.  33.  TAXES  OF  FOREIGN  COUNTRIES  AND  POSSESSIONS  OF  THE 
UNITED  STATES;  POSSESSION  TAX  CREDIT. 

"(a)  FoREKiX'  Tax  Ckedh^ — The  amount  of  taxes  imposed  by  foi'- 
eign  counti'ies  and  possessions  of  the  Ignited  States  shall  l)e  allowed 
as  a  credit  against  the  tax  imposed  by  this  cliai)ter  to  the  extent  pro- 
vided in  section  901. 

"(b)  Section-  DoG  CiiEnrr. — In  the  case  of  a  domestic  eori)oratio]i. 
the  amount  provided  by  section  9;^)6  (relating  to  Puei  to  Rico  and  pos-  Infra. 
session  tax  ci-edit)  sliall  be  allowed  as  a  credit  against  the  tax  imposed 
by  this  chapter."' 

(b)  Rules  ox  Possessiox  Tax  CuEDrr. — Subpart  I)  of  part  III  of 
subchapter  X  of  chapter  1  (relating  to  possessions  of  the  United 
States)  is  amended  by  adding  at  the  end  thereof  the  following  new 
section  : 

"SEC.  936.  PI'ERTO  RICO  AND  POSSESSION  TAX  CREDIT.  26  USC  936. 

'•(a)  Ali/)wax'(e  of  Cj;edit. — 

'•(1)  Ix  (JEXEKAE. — Except  as  provided  in  pai-agraph  (2),  in 
the  case  of  a  domestic  corporation  which  elects  the  application  of 
this  section,  there  shall  be  allowed  as  a  credit  against  the  tax 
imposed  by  this  chapter  an  amount  equal  to  the  poi  tion  of  the 
tax  which  is  attributable  to  taxable  income,  from  sources  without 
the  United  States,  from  the  active  conduct  of  a  trade  or  busi- 
ness within  a  possession  of  the  United  States,  and  f]'om  qualitied 
possession  source  investment  income,  if  the  conditions  of  both 
subparagraph  (A)  and  subparagrapli  (1^)  are  satished  : 

"(A)  ;^-YEAR  PERIOD. — If  80  percent  or  more  of  the  gross 
income  of  such  domestic  corporation  for  the  8-year  pei'iod 
immediateh'  pi-eceding  the  close  of  the  taxahle  year  (or  for 
such  pait  of  such  period  immediately  preceding  the  close  of 
such  taxable  year  as  may  be  applicable)  was  derived  from 
sources  within  a  possession  of  the  United  States  (dctcriuiued 
without  reirai-d  to  sectioii  004(f) )  :  and  P-  1^24. 
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''(B)  Trade  or  business. — If  50  percent  oi-  moie  of  tlie 
(Tioss  iiiconie  of  such  domestic  coiporation  for  sucli  i)eriod  or 
svicli  part  tlieieof  was  derived  fi'Oiii  the  active  conduct  of  a 
trade  or  business  within  a  possession  of  the  United  States. 

"(2)    CirEDiT  NOT  ALLOWED  AGAINST  CERTAIN  TAXES.  Tlie  Credit 

provided  by  paragrapli  (1)  sliall  not  be  allowed  against  the  tax 
imposed  by — 

''(A)  section  56  (relating  to  minimum  tax), 
''(B)  section  531   (relating  to  the  tax  on  accumulated 
earnings) , 

"(C)  section  541  (relating  to  personal  holding  comj^anv 
tax), 

"(D)  section  1388  (relating  to  war  loss  recoveries),  or 
"(E)  section  1851  (relating  to  recoveries  of  foreign 
expropriation  losses). 
"(b)  A:\r()i"XT8  Keceived  ix  United  States. — In  determining  tax- 
able income  for  purposes  of  subsectioii  (a),  there  shall  not  be  taken 
into  account  as  income  fi-oiM  soui'ces  without  the  United  States  any 
gross  income  which  was  received  by  such  dcmiestic  corporation  within 
the  United  States,  whether  derived  from  sources  Avithin  or  without 
the  United  States. 

"(c)  Treat^fent  of  Certain  Foreign  Taxes. — For  purposes  of  this 
title,  any  tax  of  a  foreign  country  or  a  possession  of  the  United  States 
which  is  paid  or  accrued  with  respect  to  taxable  income  which  is  taken 
into  account  in  com})uting  the  credit  under  subsection  (a)  shall  not  be 
treated  as  income,  war  profits,  or  excess  pj'ofits  taxes  paid  or  accrued  to 
a  foreigii  country  or  j)ossession  of  the  ITnited  States,  and  no  deduction 
shall  be  allowed  undei*  this  title  with  respect  to  any  amounts  so  paid 
or  acci'ued. 

"(d)  DEFiNrrioNS.- — For  purposes  of  this  section — 

"(1)  l\)ssESsioN. — The  term  'possession  of  the  United  States' 
includes  the  Commonwealth  of  Puerto  Eico,  but  does  not  include 
the  Virgin  Islands  of  the  United  States. 

"(2)  Qualified  possession'  source  investment  income. — The 
term  'qualified  possession  source  investment  income'  means  gross 
income  which — 

"(A)  is  from  sources  within  a  possession  of  the  United 
States  in  which  a  trade  or  business  is  actively  conducted,  and 
"(B)  the  taxpayer  establishes  to  the  satisfaction  of  the 
Secretary  is  attril)utable  to  the  investment  in  such  ])ossession 
I  (for  use  therein)  of  funds  derived  from  the  active  conduct  of 

a  trade  or  business  in  such  possession,  oi-  from  such 
investment, 

less  the  deductions  properly  apportioned  or  allocated  thei'eto. 
"(e)  Electiox. — 

"(1)  Period  of  electiox. — The  election  provided  in  subsection 
(a)  shall  be  made  at  such  time  and  in  such  manner  as  the  Secre- 
tary may  by  regulations  pi-escribe.  Any  such  election  shall  apply 
to  the  first  taxable  year  for  which  such  election  was  made  and  for 
which  the  domestic  corporation  satisfied  the  conditions  of  sub- 
paragraphs (A)  and  (B)  of  sul)section  (a)(1)  and  for  each  tax- 
able year  thereafter  until  such  election  is  revoked  b}^  the  domestic 
corporation  under  paragraph  (2).  If  any  such  election  is  revoked 
by  the  domestic  corporation  under  paragraph  (2),  such  domestic 
corporation  may  make  a  subsequent  election  under  subsection 
(a)  foi-  any  taxable  year  thereaftei-  for  which  such  domestic  cor- 
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poration  satisfie>  the  conditions  of  siibpai'agiai)lis  (A)  and  (B) 
of  ijubsection  (a)(1)  and  any  sucli  subsequent  election  slial] 
remain  in  effect  until  revoked  by  such  domestic  corporatioji  under 
])aia«.n'aph  (2). 

"('2)  Rkvocation.— An  election  under  subsection  (a)  — 

'•(A)  may  be  revoked  for  any  taxable  year  betiinning 
before  the  expiration  of  the  9th  taxable  year  following;  the 
taxable  year  for  which  such  election  first  applies  only  with 
the  consent  of  the  Secretary  ;  and 

"(l^)  may  be  revoked  for  any  taxable  year  beofinning  aftei- 
the  expiration  of  such  9th  taxable  year  without  the  consent 
of  the  Secretary. 

"(f)  DLSC  OR  FoiOIKR  DISC  COIJPORATJOX  lxP:LiniBLE  FOR  CREDrj-. — 

Xo  ci-edit  shall  be  allowed  under  this  section  to  a  corporation  for  a 
taxable  year  for  which  it  is  a  DISC  or  former  DISC  (as  defined  in 
section  99:>(a))  or  in  which  it  owns  at  anv  tim(>  stock  in  a  D1S(^  or 
former  DISC. 
'•(<r)  Exc  Ki^-rioN  to  Acci'mi  latkd  Earxings  Tax. — 

"  (1 )  For  pui-poses  of  section  535,  tlie  term  'accumulated  taxable 
income'  shall  not  include  taxa})le  income  entitled  to  the  credit 
under  subsection  (a). 

"(•2)  For  puri)oses  of  section  537.  the  tei-m  'reasonable  needs 
of  the  business"  includes  assets  which  produce  income  eligible  for 
the  credit  under  subsection  (a)." 

(c)  Amkxdmkxts  of  Sectiox  931. — 

(1)  Subsection  (a)  of  section  931  (i-elating  to  general  rule  in 
the  case  of  income  from  souices  within  possessions  of  the  United 
States)  is  amended  to  lead  as  follows: 

"(a)  (texkral  Rile. — In  the  case  of  individual  citizens  of  the 
United  States,  gross  income  means  only  gross  income  from  sources 
within  the  United  States  if  the  conditions  of  both  ])aragraph  (1) 
and  ])aragraph  ('2)  are  satisfied  : 

"(1 )  3-yEAR  PERIOD. — If  HO  j)eivent  or  more  of  the  gross  income 
of  such  citizen  (computed  without  the  benefit  of  this  section) 
foi-  the  3-year  period  immediately  preceding  the  close  of  the 
taxable  year  (or  for  such  part  of  such  ])eriod  immediately  preced- 
ing the  close  of  such  taxable  year  as  may  be  applicable)  was 
derived  from  sources  within  a  ])ossession  of  the  Ignited  States; 
and 

"(2)  Trade  or  busixess. — If  50  percent  or  more  of  his  gross 
income  (computed  without  the  benefit  of  this  section)  for  such 
pei-iod  or  such  part  thereof  was  derived  from  the  active  conduct 
of  a  trade  or  business  within  a  possession  of  the  United  States 
either  on  his  own  account  or  as  an  employee  or  agent  of  another.". 

(2)  Subsection  (c)  of  section  931  (defining  the  term  "posses- 
sion") is  amended  to  read  as  follows: 

''(c)  Defixitiox. — For  purjmses  of  this  section,  the  term  'possession 
of  the  United  States"  does  not  include  the  Commonwealth  of  Puerto 
Rico,  the  Virgin  Islands  of  the  United  States,  or  Guam.'". 

(3)  Subsections  (d).  (e),  and  (f)  of  section  931  are  each 
amended  by  striking  out  "persons"  each  place  it  appears  and 
inserting  in  lieu  thereof  "a  citizen  of  the  United  States". 

(d)  Amexdmexts  of  Sectiox*  901. — 

(1)  Section  901(d)  (relating  to  certain  corporations  treated  as 
foreign  corporations)  is  amended  to  read  as  follows: 
"(d)  Treat^iext  of  DiviDEXDs  From  a  DISC  or  Former  DISC. — 
For  ])ui'poses  of  this  subpart,  dividends  from  a  DISC  or  former  DISC 


"Accumulated 
taxable  income. 

"Reasonable 
needs  of  the 
business." 
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(as  defined  in  section  992(a))  shall  be  treated  as  dividends  from  a 
foreian  corporation  to  the  extent  such  dividends  are  treated  under 
part  1  as  income  from  sources  without  the  L'nited  States.''. 
26  use  901.  {^'2)  Section  901  (relating  to  taxes  of  foreign  countries  and 

possessions  of  the  Laiited  States)  is  amended  by  redesignating 
Ante,  p.  1624.  subsection  (g)  as  (h)  and  by  inserting  after  subsection  (f )  the 

following  new  subsection : 
"(g)  Certain  Taxes  Paid  With  Respect  to  Distributions  Fro^i 
Possessions  Corpoiutions. — 

"(1)  In  general. — For  purposes  of  this  chapter,  any  tax  of  a 
foreign  country  or  possession  of  the  United  States  which  is  paid 
or  accrued  with  respect  to  any  distribution  from"  a  corporation, 
to  the  extent  that  such  distribution  is  attributable  to  periods  dur- 
ing which  such  corpoi'ation  is  a  possessions  corporation,  shall  not 
be  treated  as  income,  war  prohts,  or  excess  profits  taxes  paid  or 
accrued  to  a  foreign  country  or  possession  of  the  United  States, 
and  no  deduction  shall  be  allowed  under  this  title  with  respect  to 
any  amount  so  paid  or  accrued. 

"(2)  Possessions  corpor.vtion. — For  purposes  of  paragraph 
(1),  a  corporation  shall  be  treated  as  a  possessions  corporation 
Ante,  p.  1643.  for  any  period  during  which  an  election  unler  section  93() 

applied  to  such  corporation  or  during  which  section  931  (as  in 
ett'ect  on  the  day  before  the  date  of  the  enactment  of  the  Tax 
Reform  Act  of  1976)  applied  to  such  corporation." 
26  use  904.  (e)  Amendment  of  Section  904(b) .—Section  904(b)  (as  amended 

Ante,  p.  1629.       by  sections  1031  and  1034(a)  of  this  Act)  is  amended  b}^  adding  at  the 
end  thereof  the  following  new  paragraph: 

""(4)  Coordination  with  section  !».•{<;. — For  pur])Oses  of  sub- 
section (a),  in  the  case  of  a  corporation,  the  taxable  income  shall 
not  include  any  portion  thereof  taken  into  account  for  purposes 
of  the  credit  (if  any)  allowed  by  section  936." 

(f)  Dividends  Received  Deduction  Allowed. — 

26  use  243.  (1)  Section   243(b)(1)    (defining  qualifying  dividends)  is 

amended  by  adding  "either"  at  the  end  of  subparagraph  (A),  by 
striking  out  the  period  at  the  end  of  subparagraph  (B)  (ii)  and 
inserting  in  lieu  thereof  a  comma  and  "or",  and  by  adding  at  the 
end  thereof  the  following  new  subparagraph: 
,  "(C)  such  dividends  are  paid  by  a  corporation  with  respect 

to  which  an  election  undei-  section  936  is  in  effect  for  tlie  tax- 
,         able  vear  in  which  such  dividends  are  paid.". 
26  use  243.  (2)  Section  243(b)  (5)  (defininir  affiliated  o-roup)  is  amended 

by  inserting      ir)04(b)  (4),"  immediately  after  "ir)04(b)  (2)". 
26  use  246.  (3)  Section  246(a)  (relating  to  dividends  from  certain  corpo- 

rations) is  amended  to  read  as  follows: 
"(a)  Dedi'Ction  Xot  Allowed  for  Dividends  From  Certain  Cor- 
porations.— The  deductions  allowed  by  sections  243.  244,  and  245 
shall  not  apply  to  any  dividend  from  a  corpoi'ation  which,  for  the 
taxable  year  of  the  corporation  in  which  the  distribution  is  made,  or 
for  the  next  preceding  taxable  year  of  the  corporation,  is  a  corporation 
exempt  from  tax  undei-  section  501  (relating  to  certain  charitable, 
etc.,  organizations)  oi"  section  521  (relating  to  farmers'  coo})erative 
associations)." 

(g)  Consolidated  Reti  kx  Treatment. — Section  1504(b)  (4)  (de- 
fining includible  corj)()ration )  is  amended  to  read  as  follows: 

"(4)  Corporations  with  respect  to  which  an  election  under  sec- 
tion 936  (relating  to  possession  tax  credit)  is  in  effect  for  the  tax- 
able year.". 


26  use  1504. 
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(h)  (\»NF(>i;MiN(i  Amknumknts.  

(1)  8oction  4^S(u)  (2)  (  B)  ( vii)  (ivlatiiig  to  definition  of  sec-  26  USC  48. 
tion  property)  is  amended  !)y  strikin<^-  ont  "(othei-  tlian  a 
corporation  entitled  to  the  benefits  of  section  Dol  or  084(1))  )" 
and  inscrtiiii!,-  in  lieu  thereof  the  following-:  "(other  than  a  corpo- 
ration which  has  an  election  in  effect  under  section  O'M)  or  which 
is  entitled  to  the  benefits  of  section  13o4(b))'-. 

(•2)  Parao-i-aph  {'2)  of  subsection  IK) (b)   (relatin<r  to  certain   26  USC  116. 
ibvidends  excluded  from  partial  exclusion  of  dividends  i-ecei\ed 
by  indi\"i(bials)  is  amended  to  read  as  follows: 

"(•2)  a  corporation  which,  for  the  taxable  year  of  the  corpo- 
ration in  which  the  distribution  is  made,  or  for  tlie  next  pi-ecedinii" 
taxable  year  of  the  coi  [)oration,  is  a  corporation  exempt  from  tax 
under  section  501  (  relating  to  certain  charital)le,  etc.,  organiza- 
tions) or  s(>ction  ^rll  (relating  to  farmers'  cooperative  associa- 
tions) ;  or-\ 

(:^>)  Section  .s()l  ( a  )  (-2)  ( A)   (I'elating  to  iiu-ome  from  sources  26  USC  861. 
within  the  I'nited  States)  is  amended  by  .-triking  out  "othei-  tluui 
a  corporation  entitled  to  the  benefits  of  sectioji  !)ol.''  and  insertiug 
in  lieu  thereof  the  following:  "other  than  a  c()r[)oratio]i  which  has 
an  election  in  effect  under  section 

(4)  Section  ()()l)l(b)  (2)  (  H)  (ii)  (relating  to  place  of  filing  for   ^ost,  p.  1648. 
cor[)orations)  is  amended  by  striking  out  "section  081  (relating 
to  income  from  sources  within  possessions  of  the  Ignited  States),*' 
and  inserting  in  lieu  thereof  the  following:  "sectioji  08()  (relating 
to  possession  tax  credit),". 

(i)  P>FK(T1VE  Datk. —  26  USC  33  note. 

(1)  Except  as  [)i-o\ided  l)y  pai'agra[)h  (2).  the  amendnu^nts 
Jiiade  by  this  section  shall  a[>})ly  to  taxable  yi'.n  s  ])cginninii-  after 
Decemb^M-  31.  107;").  except  that  "(jualified  p()^sc^^j()n  source  invest- 
ment income*'  as  defined  in  section  l);^(5(d)(2)  of  the  Internal 

Revenue  (^ode  of  1954  shall  include  income  from  any  source  out-  P-  1643. 

side  the  I'nited  States  if  the  taxpayer  establishes  to  the  .satisfac- 
tion of  the  Secretary  of  the  Treasury  or  his  delegate  that  the 
income  from  such  sources  was  earned  before  October  1.  1976. 

(2)  The  amendment  made  by  subsection  (d)  (2)  shall  not  apply 
to  any  tax  im[)Osed  by  a  possession  of  the  United  States  with 
respect  to  the  complete  li(]uidation  occuning  before  Januai'v  1. 
1979,  of  a  corporation  to  the  extent  that  such  tax  is  attributable 
to  earnings  and  profits  accunndated  by  such  coi-poi-ation  during 
periods  ending  befoi'e  January  1,  1976. 

SEC.  1052.  WESTERN  HEMISPHERE  TRADE  CORPORATIONS. 

(a)  Piiasp:out  of  Sfkcial  Dedlctiox  roii  AVestejjx  Hemisphere 
Trade  Corporatioxs. — Section  922  (special  deduction  for  Westei  ii    26  USC  922. 
Llemisphere  trade  corporations)  is  amended  by  adding  at  the  end 
tliereof  the  following  7iew  subsection: 

"(b)  PiTASEOuT  OF  DEDi'CTrox. — lu  the  case  of  a  taxable  year 
beginning  after  December  81.  1975.  and  before  »)anuary  1.  1980.  the 
percent  specified  in  subsection  (a)  (2)  (A)  shall  be  (in  lieu  of  14  y)er- 
cent)  the  percent  specified  in  the  following  table : 

"For  a  taxable  year  The  percentage 

beginning  in —  shall  be — 

1976   11 

1077   

1078    5 

1079    2". 
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(b)  Kepeal  of  Western  Hemisphere  Trade  Corporatiox  Deduc- 
tion FOR  Taxable  Years  Beginning  After  1979. — Subpart  C  of  part 
III  of  subchapter  X  of  chapter  1  (relating  to  Western  Hemisphere 

26  use  921,        trade  corporations)  is  hereby  repealed, 

922.  (c)  Conforming  Amendments. — 

26  use  922.  (1)  The  first  sentence  of  section  922  (relating  to  special  deduc- 

tion) is  amended  by  striking  out  "In  the  case  of'  and  inserting 
in  lieu  thereof  the  following: 
"(a)  General  Rule. — In  the  case  of". 

26  use  170.  (2)  Section  170(b)(2)  (relating  to  percentage  limitations  on 

charitable  conti'ibutions  in  the  case  of  corporations)  is  amended 
by  adding  ''and"  at  the  end  of  subparagraph  (C),  by  striking 
out  subparagraph  (D),  and  by  redesignating  subparagraph  (E) 
as  subparagraph  (D). 

26  use  172.  (3)  Section  172(d)  (relating  to  modifications  for  purposes  of 

the  net  operating  loss  deduction)  is  amended  by  striking  out  para- 
graph (5)  and  by  redesignating  paragraph  (6)  as  paragraph  (5). 

26  use  907.  (4)  Subsection  (g)  of  section  907  is  hereby  repealed. 

26  use  1503.  (5)  Section  1503  (relating  to  computation  and  payment  of  tax 

in  the  case  of  consolidated  returns)  is  amended  by  striking  out 
subsection  (b)  and  by  striking  out  ''(a)  General  Rule. — 

26  use  6091.  (6)  Section  6091  (b)  (2)  (B)  (ii)   (relating  to  place  for  filing 

returns  of  corporations)  is  amended  to  read  as  follows : 

Ante,  p.  1643.  "(ii)  corporations  which  claim  the  benefits  of  section  936 

(relating  to  possession  tax  credit),  and''. 
(7)  The  table  of  subparts  for  part  III  of  subchapter  N  of 
chapter  1  is  amended  by  striking  out  the  item  relating  to  sub- 
part C. 

26  use  922  (d)  Effective  Dates. — ^^Tlie  amendments  made  by  subsection  (a) 

note.  and  pai'agraph  (1)  of  subsection  (c)  shall  apply  with  i-espect  to  tax- 

able years  beginning  after  December  31,  1975.  The  amendments  made 
by  subsection  (b)  and  by  subsection  (c)  (other  than  paragraph  (1)) 
shall  apply  with  ivspect  to  taxable  years  beginning  after  December  31, 
1979. 

SEC.  10.53.  REPEAL  OF  PROVISIONS  RELATING  TO  CHINA  TRADE  ACT 
CORPORATIONS. 

26  use  941.  (a)  Phaseout  of  Section  941. — Section  941  (relating  to  special 

deductions  for  China  Trade  Act  corporations)  is  amended  by  adding 
the  following  new  subsection: 

''(d)  PiiAsEouT  OF  Deduction. — In  the  case  of  a  taxable  year  begin- 
ning after  December  31,  1975,  and  before  January  1,  1978,  the  amount 
of  the  special  deduction  under  subsection  (a)  (determined  without 
regard  to  this  subsection)  shall  be  reduced  by  the  percentage  reduc- 
tion specified  in  the  following  table  : 

"For  a  taxable  year  The  percentage  re- 

beginning  in —  duction  shall  be — 

1976    33% 

1977    66%." 

26  use  943.  (b)  Phaseout  of  Section  943. — Section  943  (relating  to  the  exclu- 

sion of  certain  diyidencls  to  residents  of  Formosa  or  Hong  Kong)  is 
amended  by  adding  at  the  end  thereof  the  follo\ying  new  sentence  :  "In 
the  case  of  a  taxable  year  beginning  after  December  31,  1975,  and 
before  January  1,  1978,  the  amount  of  the  distributions  which  are 
excludable  fi'om  gross  income  under  this  section  (determined  without 
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regard  to  this  sentence)  shall  be  reduced  by  the  percentage  reduction 
specified  in  the  following  table : 

"For  a  taxable  year  The  percentage  re- 

beginning  in —  duction  shall  be — 

1976    33% 

1977    66%." 

(c)  Repeal.— Subpart  E  of  part  III  of  subchapter  X  of  chapter  J    26  USC  941, 
(relating  to  China  Trade  Act  corporations)  is  hereby  repealed.  ^^^* 

(d)  Technical  axd  Coxformixg  Amexdmexts. — 

(1)  Section  116(b)  is  amended  by  striking  out  paragrapli  (1)    26  USC  116. 
and  redesignating  paragraphs  (2)  and  (3)  as  paragraphs  (1) 

and  (2),  respectively. 

(2)  Section  150-1  (b)  is  amended  by  striking  out  paragraph  (5).    26  USC  1504. 

(3)  Section  6072  is  ajnended  by  striking  out  subsection  (e).   26  USC  6072. 

(4)  Section  6091  (b)  (2)  (B)  (iij  is  amended  by  striking  out    26  USC  6091. 
the  comma  after  ''trade  corporations)"  and  inserting  in  lien 

thereof  ''or"  and  by  striking  out  ''or  section  941  (relating  to  the 
special  deduction  for  (^hina  Trade  Act  corporations),''. 

(5)  The  table  of  siibpai-ts  for  part  III  of  subchapter  N  of 
chapter  1  is  amended  by  striking  out  the  item  relating  to  sub- 
part E. 

(e)  Effective  Dates. — The  amendments  made  by  subsections  (a)    26  USC  941 
and  (b)  shall  a])ply  with  respect  to  taxable  years  beginning  after 
December  31.  1975.  the  amendments  made  by  subsections  (c)  and  (d) 

shall  apply  with  respect  to  taxable  years  beginning  after  Decem- 
ber 31.  1977. 

PART  VI—DENIAL  OF  CERTAIN  TAX  BENEFITS  FOR 
COOPERATION  WITH  OR  PARTICIPATION  IN  INTER- 
NATIONAL BOYCOTTS  AND  IN  CONNECTION  WITH  THE 
PAYMENT  OF  CERTAIN  BRIBES 


SEC.  1061.  DENIAL  OF  FOREIGN  TAX  CREDIT. 

(a)  Ix  Genefuvl. — Subpart  A  of  part  III  of  subchapter  N  (relat- 
ing to  income  from  sources  without  the  United  States)  is  amended  by 
adding  at  the  end  thereof  the  following  new  section  : 

"SEC.  908.  REDUCTION  OF  CREDIT  FOR  PARTICIPATION  IN  OR  CO-    26  USC  908. 
OPERATION  WITH  AN  INTERNATIONAL  BOYCOTT, 
"(a)  In  Geneilvl. — If  a  person,  or  a  member  of  a  controlled  group 
(within  the  meaning  of  section  993(a)  (3))  which  includes  such  j^er- 
son,  participates  in  or  cooperates  with  an  international  boycott  during 
the  taxable  year  (within  the  meaning  of  section  999(b)),  the  amount         P-  1650. 
of  the  credit  allowable  under  section  901  to  such  person,  or  under  sec- 
tion 902  or  960  to  United  States  shareholders  of  such  person,  for  for-  ^^^^^  P-  1626. 
eign  taxes  paid  during  the  taxable  year  shall  be  reduced  by  an  amount 
equal  to  the  product  of — 

"(1)  the  amount  of  the  credit  which,  but  for  this  section,  would 
be  allowed  under  section  901  for  the  taxable  year,  multiplied  by 

"(2)  the  international  boycott  factor  (determined  under  sec- 
tion 999). 

"(b)  Application  With  Sf.ctions  275(a)  (4)  and  78. — Section  275 
(a)  (4)  and  section  78  shall  not  apply  to  any  amount  of  taxes  denied 
credit  under  subsection  (a) ." 
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(b)  ( j.KKicAi.  Amendment. — Tlie  table  of  sections  for  such  siib[)art 
is  amended  by  addincr  at  the  end  thereof  the  following  new  itejji : 

••Sec.  908.  Reduction  of  credit  for  i)artici]);itiou  in  or  cooperation  will) 
an  international  l.)oycott." 

SEC.  1062.  DENIAL  OF  DEFERRAL  OF  INTERNATIONAL  BOYCOTT 
AMOUNTS. 

26  use  952.  (a)  Denial  of  Deferral.— Section  l).5-2{a)    (relating  to  general 

definition  of  subpart  F  income)  is  amended — 

(1)  by  striking  out  ''and"  at  the  ejid  of  paragraph  (1), 

(2)  bV  striking  out  the  pei'iod  at  the  end  of  paragraph  (2)  and 
inserting  in  lieu  thei-eof  a  comma,  and  tlie  word  "and",  and 

(  3)  by  adding  at  the  end  thei-eof  the  following  new  paragraph  : 
''(8)  an  amount  e(jiial  to  the  product  of — 

''(A)  the  income  of  such  corporation  other  than  income 
which — 

"(i)  is  attributable  to  eai'uiugs  and  profits  of  the 
..'  foreign  corporation  included  in  the  gross  income  of  a 

United  States  person  under  section  051  (other  than  b}' 
reason  of  this  paragraph),  or 

"(ii)  is  desci'ibed  in  subsection  (b) , 
multiplied  by 

"(B)  the   international   boycott  factor   (as  determined 
Infra.  under  section  999) 

SEC.  1063.  DENIAL  OF  DISC  BENEFITS. 

(a)   IxTERXATTOxAL  BoYCOTT  AcTniTY. — Subparagraph   (D)  of 
26  use  995.        section  995(b)(1)   (relating  to  distributions  in  qualified  years)  is 
amended  to  read  as  follows : 

"(D)  the  sum  of— 

"(i)  one-half  of  the  excess  of  the  taxable  income  of  the 
DISC  for  the  taxable  year,  before  I'eduction  for  any  dis- 
tributions during  the  year,  over  the  sum  of  the  amounts 
deemed  distributed  foi-  the  taxable  year  under  subpara- 
graphs (A),  (B), and  (C). and 

"(ii)  an  amount  equal  to  the  amount  determined  under 
clause  (i)  multipliecl  by  the  international  boycott  factor 
determined  under  section  990,  and". 

SEC.  1064.  DETERMINATIONS  AS  TO  PARTICIPATION  IN  OR  COOPERA- 
TION WITH  AN  INTERNATIONAL  BOYCOTT, 
(a)  Ix  Gexeral. — Subchapter  X  of  chapter  1  (relating  to  tax  based 
on  income  from  sources  within  oi-  without  the  United  States)  is 
amended  by  adding  at  the  end  thereof  the  following  new  pai't : 

"PART  V— INTERNATIONAL  BOYCOTT 
DETERMINATIONS 

"Sec.  fiP)9.  Reports  hy  taxpayers  :  determinations. 
26  use  999.         "SEC.  999.  REPORTS  BY  TAXPAYERS;  DETERMINATIONS. 

"(a)  Ixter:natioxal  Boycott  Efforts  by  Taxpayers. — 

"(1)  Report  required. — If  any  person,  or  a  member  of  a  con- 
trolled group  (within  the  meaning  of  section  993(a)  (3))  which 
includes  that  person,  has  operations  in,  or  related  to — 

"(A)  a  country  (or  with  the  goyernment,  a  company,  or  a 
national  of  a  country)  which  is  on  the  list  maintained  by  the 
Secretar}^  under  paragraph  (3) ,  or 
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''(B)  anv  other  country  (or  with  the  governnieiit,  a  com- 
pany, or  a  national  of  tha't  country)  in  which  such  person  or 
such  member  had  operations  during  the  taxable  year  if  such 
person  (or,  if  such  person  is  a  foreign  corporation,  any 
United  States  shareholder  of  that  corporation)  knows  or  has 
reason  to  know  that  participation  in  or  cooperation  with  an 
international  boycott  is  required  as  a  condition  of  doing  busi- 
ness within  such  country  or  with  such  government,  company, 
or  national, 

chat  person  or  shareholder  (within  the  meaning  of  section 
951(b))  sliall  report  such  operations  to  the  Secretary  at  such 
time  and  in  such  manner  as  the  Secretary  prescribes,  except  that 
in  the  case  of  a  foreign  corporation  such  report  shall  be  required 
only  of  a  United  States  shareholder  (within  the  meaning  of  such 
section)  of  such  corporation. 

•'(2)    PaKTICIPATIOX  AXD  COOrEKATlON  :   REQUEST  THEREFOR.- — A 

taxpayer  shall  report  whether  he.  a  foreign  coi  poration  of  which 
he  is  a  Ignited  States  shareholder,  or  any  member  of  a  controlled 
group  which  includes  the  taxpayer  ot-  sucli  foreign  corporation 
has  participated  in  or  cooperated  with  an  international  boycott 
at  any  time  during  the  taxable  year,  or  has  been  requested  to 
participate  in  or  cooperate  with  such  a  boycott,  and,  if  so,  the 
nature  of  any  0])eiation  in  connection  with  which  there  was  par- 
ticipation in  or  cooperation  with  such  boycott  (or  there  was  a 
request  to  participate  or  cooperate) . 

"(3)  List  to  be  maintained. — The  Secretary  shall  maintain 
and  publish  not  less  frequently  than  fjuarterly  a  current  list  of 
countries  which  recjuire  or  may  require  participation  in  or 
cooperation  with  an  international  boycott  (within  the  meaning 
of  subsection  (b)(3)). 
"(b)  Partktpation  in  or  Cooi'eration  AA'rrn  \x  I xierxaiioxae 
Boycott. — 

•'(1)  General  rule. — If  the  person  or  a  member  of  a  con- 
trolled group  (within  the  meaning  of  section  l)93(a)(3))  which 
includes  the  person  participates  in  or  cooperates  with  an  inter- 
national boycott  in  the  taxable  year,  all  operations  of  the  tax- 
payer or  such  group  in  that  country  and  in  any  other  country 
which  requires  i)articipation  in  or  cooperation  with  the  l)oyc()tt 
as  a  condition  of  doing  business  within  that  counti-y.  or  with  the 
government,  a  company,  or  a  national  of  that  country,  sliall  be 
treated  as  operations  in  connection  with  which  sucJi  participation 
of  cooperation  occurred,  except  to  the  extent  that  the  person 
can  clearly  demonstrate  that  a  particular  operation  is  a  clearly 
separate  and  identifiable  operation  in  conncM-tion  with  which 
there  was  no  participation  in  or  cooperation  with  an  international 
boycott. 

"(2)  SrE(  L\L  RULE.  

"(A)  XoNHOvc'OTT  orERA-i IONS. — -A  clcai-ly  se})ai-ate  and 
idi'iitifiable  operation  of  a  pei'son.  or  of  a  member  of  the 
controlled  oToup  (within  the  meaning  of  section  n93(a)(3)) 
which  includes  that  person,  in  or  related  to  any  countiT 
witliin  the  grou]j  of  coiinti-ies  referred  to  in  i)aragraph  (1) 
shall  not  be  treated  as  an  o[)crati()n  in  or  ridated  to  a  group 
of  countries  associated  in  carrying  out  an  international 
boycott  if  the  person  can  clearly  demonstrate  that  lie,  or  that 
such  member,  did  not  jmrticipate  in  or  cooperate  with  the 
internatio]ial  boycott  in  connection  with  that  operation. 
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"(B)  Separate  and  identifiable  operations. — A  taxpayer 
may  show  that  different  operations  within  the  same  country, 
or  operations  in  different  countries,  are  clearly  separate  and 
identifiable  operations. 
"(3)  Definition  of  boycott  participation  and  cooperation. — 
For  purposes  of  this  section,  a  person  participates  in  or  cooperates 
with  an  international  boycott  if  he  agrees — 

"(A)  as  a  condition  of  doing  business  directly  or  indi- 
rectly within  a  country  or  with  the  government,  a  company, 
or  a  national  of  a  country — 

•'(i)  to  refrain  from  doing  business  with  or  in  a 
country  which  is  the  object  of  the  boycott  or  with  the 
government,  companies,  or  nationals  of  that  country; 

"(ii)  to  refrain  from  doing  business  with  any  United 
States  person  engaged  in  trade  in  a  country  which  is  the 
object  of  the  boycott  or  with  the  government,  companies, 
or  nationals  of  that  country ; 
,     .  ,         "(iii)   to  refrain  from  doing  business  with  any 
.  company  whose  ownership  or  management  is  made  up, 

,.  •  all  or  in  part,  of  individuals  of  a  particular  nationality, 

,    .     .     race,   or   religion,   or  to   remove    (or   refrain  from 
>        selecting)  corporate  directors  who  are  individuals  of 
a  particular  nationality,  race,  or  religion;  or 

"(iv)  to  refrain  from  employing  individuals  of  a 
particular  nationality,  race,  or  religion ;  or 
"(B)   as  a  condition  of  the  sale  of  a  product  to  the 
government,  a  company,  or  a  national  of  a  country,  to  refrain 
from  shipping  or  insuring  that  product  on  a  carrier  ow^ned, 
leased,  or  operated  by  a  person  who  does  not  participate  in  or 
cooperate  with  an  international  boycott  (within  the  meaning 
of  subparagraph  (A)). 
"(4)  Compliance  w^ith  certain  laws. — This  section  shall  not 
apply  to  any  agreement  by  a  person  (or  such  member)  — 

"(A)  to  meet  requirements  imposed  by  a  foreign  country 
with  respect  to  an  international  boycott  if  United  States  law 
or  regulations,  or  an  Executive  Order,  sanctions  participation 
in,  or  cooperation  with,  that  international  boycott, 

"(B)  to  comply  with  a  prohibition  on  the  importation  of 
goods  produced  in  whole  or  in  part  in  any  country  which  is 
the  object  of  an  international  boycott,  or 

"(C)  to  comply  with  a  prohibition  imposed  by  a  country 
on  the  exportation  of  products  obtained  in  such  country  to 
any  country  which  is  the  object  of  an  international  boycott, 
(c)  International  Boycott  Factor. — 

"(1)  International  boycott  factor. — For  purposes  of  sec- 
tions 908(a),  952(a)(3),  and  995(b)(3),  the  international 
boycott  factor  is  a  fraction,  determined  under  regulations  pre- 
scribed by  the  Secretary,  the  numerator  of  which  reflects  the 
world-wide  operations  of  a  person  (or,  in  the  case  of  a  controlled 
group  (within  the  meaning  of  section  993(a)  (3) )  which  includes 
that  person,  of  the  group)  which  are  operations  in  or  related  to  a 
group  of  countries  associated  in  carrying  out  an  international 
boycott  in  or  with  which  that  person  or  a  member  of  that  con- 
trolled group  has  participated  or  cooperated  in  the  taxable  year, 
and  the  denominator  of  which  reflects  the  world-wide  operations 
of  that  person  or  group. 
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''(2)  Speclficallt  attrib-ctable  taxes  axd  ixco:me. — If  the 
taxpayer  clearly  demonstrates  that  the  foreign  taxes  paid  and 
income  earned  for  the  taxable  year  are  attributable  to  specific  oj)er- 
ations,  then,  in  lieu  of  applying  the  international  boycott  factor 
for  such  taxable  year,  the  amount  of  the  credit  disallowed  under 
section  908(a).  the  addition  to  subpart  F  income  under  section  Ante,  p.  1649. 
952(a)  (3),  and  the  amount  of  deemed  distribution  under  section  Ante,  p.  1650. 
995(b)  (1)  (D)  (ii)  for  the  taxable  year,  if  any.  shall  be  the 
amount  specifically  attributable  to  the  operations  in  which  there 
was  participation  in  or  cooperation  with  an  international  boycott 
under  section  999(b)  (1).  \        Ante,  p.  1650. 

"  (3)  AVoRLD-wiDE  oPERATioxs. — For  purposcs  of  this  subsection, 
the  term  'world-wide  operations"  means  operations  in  or  related 
to  countries  other  than  the  United  States. 

fd)  Determixatioxs  With  Eespect  to  Particitlar  Operatioxs. — 
F'pon  a  request  made  by  the  taxpayer,  the  Secretary  shall  issue  a 
determination  with  respect  to  whether  a  particular  operation  of  a 
person,  or  of  a  member  of  a  controlled  group  which  includes  that 
person,  constitutes  participation  in  or  cooperation  with  an  inter- 
national boycott.  The  Secretary  may  issue  such  a  determination  in 
adyance  of  such  operation  in  cases  which  are  of  such  a  nature  that  an 
adyance  determination  is  possible  and  appropriate  under  the  circum- 
stances. If  the  request  is  made  before  the  operation  is  commenced,  or 
before  the  end  of  a  taxable  year  in  which  the  operation  is  carried  out. 
the  Secretary  may  decline  to  issue  such  a  determination  before  close 
of  the  taxable  year. 

(e)  Partictpatiox  or  Cooperatiox  by  Related  Persoxs. — If  a  per- 
son controls  (within  the  meaning  of  section  304 (c))  a  corporation — 
*'(1)  participation  in  or  cooperation  with  an  international 
boycott  by  such  corporation  shall  be  presimied  to  be  such  partic- 
ipation or  cooperation  by  such  person,  and 

••(2)  particijDation  in  or  cooperation  with  such  a  boycott  by 
such  person  shall  be  presimied  to  be  such  participation  or  coopera- 
tion by  such  corporation. 
"(f)  TTiLLFUL  Failure  to  Report. — Any  person  (within  the  mean- 
ing of  section  6671  (b) )  required  to  report  under  this  section  wlio  will- 
fully fails  to  make  such  report  shall,  in  addition  to  other  penalties 
provided  by  law,  be  fined  not  more  than  $25,000,  imprisoned  for  not 
more  than  one  year,  or  both.". 

(b)  Clerical  Amexdmext. — The  table  of  parts  for  such  subchapter 
is  amended  by  adding  at  the  end  thereof  the  following  new  item : 

"Part  Y.  International  boycott  determinations."' 
SEC.  1065.  FOREIGN  BRIBES, 
(a)  Dexial  of  DeferPw\l. — 

(1)  Coxtrolled  FOREiGX  corporatioxs. — Sectiou  952  ( a )  (relat-    26  USC  952. 
ing  to  general  definition  of  subpart  F  income)  is  amended — 

(A)  by  striking  out  "and"  at  the  end  of  paragraph  (2) , 

(B)  by  striking  out  the  period  at  the  end  of  paragraph 
(3)  and  inserting  in  lieu  thereof  a  comma  and  the  word 
"and*',  and 

(C)  by  adding  at  the  end  thereof  the  following  new 
paragraph : 

"(4)  the  sum  of  the  amounts  of  any  illegal  bribes,  kickbacks, 
or  other  payments  (within  the  meaning  of  section  162(c))  paid 
by  or  on  behalf  of  the  corporation  during  the  taxable  year  of 
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the  corporation  directly  or  indirectly  to  an  official,  employee, 
or  agent  in  fact  of  a  government." 
26  use  995.  ^   (2)  DISC'S.— Subparagraph  (D)  of  section  995(b)(1)  (relat- 

ing to  distributions  in  qualified  years)  is  amended — 

(A)  by  striking  out  "and"  at  the  end  of  clause  (i), 

(B)  by  adding  at  the  end  thereof  the  following  new 
clause : 

"(iii)  any  illegal  bribe,  kickback,  or  other  payment 
(within  the  meaning  of  section  162(c))  paid  by  or  on 
behalf  of  the  DISC  directly  or  indirectly  to  an  official, 
employee,  or  agent  in  fact  of  a  government,  and", 
(b)  Bribes  Not  To  Keduce  Foreign  Earnings  and  Profits. — Sec- 
26  use  964.       tion  964(a)   (relating  to  earnings  and  profits  of  foreign  corpora- 
tions)  is  amended  by  adding  at  the  end  thereof  the  following 
sentence,:  "In  determining  such  earnings  and  profits,  or  the  deficit 
in  such  earnings  and  profits,  the  amount  of  any  illegal  bribe,  kick- 
back, or  other  payment  (within  the  meaning  of  section  162(c)) 
shall  not  be  taken  into  account  to  decrease  such  earnings  and  profits 
or  to  increase  such  deficit.". 
SEC.  1066.  EFFECTIVE  DATES. 
26  use  908  (a)  International  Boycotts. — 

note.  (1)  General  rule. — The  amendments  made  by  this  part  (other 

than  by  section  1065)  apply  to  participation  in  or  cooperation 
with  an  international  boycott  more  than  30  days  after  the  date  of 
enactment  of  this  Act. 

(2)  Existing  contracts. — In  the  case  of  operations  which  con- 
stitute participation  in  or  cooperation  with  an  international  boy- 
cott and  which  are  carried  out  in  accordance  with  the  terms  of  a 
binding  contract  entered  into  before  September  2, 1976,  the  amend- 
ments made  by  this  part  (other  than  by  section  1065)  apply  to 
such  participation  or  cooperation  after  December  31,  1977. 
26  use  952  (b)  Foreign  Bribes.. — The  amendments  made  by  section  1065  apply 

"ot®-  to  payments  described  in  section  162(c)  of  the  Internal  Revenue  Code 

of  1954  made  more  than  30  days  after  the  date  of  enactment  of  this  Act. 
SEC.  1067.  REPORTS  BY  SECRETARY. 
26  use  999  (a)  Reports  to  the  Congress. — As  soon  after  the  close  of  each 

note.  calendar  year  as  the  data  become  available,  the  Secretary  shall  trans- 

mit a  report  to  the  Committee  on  Ways  and  Means  of  the  House  of 
Representatives  and  to  the  Committee  on  Finance  of  the  Senate  setting 
forth,  for  that  calendar  year — 
Ante,  p.  1650.  (1)  the  number  of  reports  filed  under  section  999(a)  of  the 

Internal  Revenue  Code  of  1954  for  taxable  years  ending  with  or 
within  such  taxable  year, 

(2)  the  number  of  such  reports  on  which  the  taxpayer  indicated 
international  boycott  participation  or  cooperation  (within  the 
meaning  of  section  999(b)(3)  of  such  Code ) ,  and 

(3)  a  detailed  description  of  the  manner  in  which  the  provisions 
of  such  Code  relating  to  international  boycott  activity  have  been 
administered  during  such  calendar  year. 

(b)  Initial  List. — The  Secretary  of  the  Treasury  shall  publish  an 
initial  list  of  those  countries  which  may  require  participation  in  or 
cooperation  with  an  international  boycott  as  a  condition  of  doing 
business  within  such  country,  or  with  the  government,  a  company,  or  a 
national  of  such  country  (within  the  meaning  of  section  999(b)  of 
the  Internal  Revenue  Code  of  1954)  within  30  days  after  the  enactment 
of  this  Act. 
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TITLE  XI— AMENDMENTS  AFFECTING 

DISC 

SEC.  1101.  AMENDMENTS  AFFECTING  DISC. 

(a)  In  General.— Section  995  (relating  to  taxation  of  DISC  26  USC  995. 
income  to  shareholders)  is  amended — 

(1)  in  paragraph  (1)  of  subsection  (b)  thereof,  by  redesignat- 
ing subparagraphs  (D)  and  (E)  as  subparagraphs  (F)  and  (G), 
respectively,  by  striking  out  "and  (C)"  in  subparagraph  (F)  (as 
so  redesignated)  and  inserting  in  lieu  thereof  "(C),  (D),  and 
(E) and  by  inserting  after  subparagraph  (C)  the  following  new 
subparagraplis : 

"(D)  50  percent  of  the  taxable  income  of  the  DISC  for  the 
taxable  year  attributable  to  military  property, 

"(E)  the  taxable  income  for  the  taxable  year  attributable 
to  base  period  export  gross  receipts  (as  defined  in  subsection 
(e))/'; 

(2)  in  paragraph  (2)  (B)  of  subsection  (b)  thereof,  by  striking 
out  "more  than  the  number"  and  inserting  in  lieu  thereof  "more 
than  twice  the  number" ; 

(3)  by  adding  at  the  end  of  subsection  (b)  thereof  the  follow- 
ing new  paragraph : 

"(3)  Taxable  income  attributable  to  military  property. — 
"(A)  In  general. — For  purposes  of  paragraph  (1)(D), 
taxable  income  of  a  DISC  for  the  taxable  year  attributable  to 
military  property  shall  be  determined  by  only  taking  into 
account — 

"(i)  the  gross  income  of  the  DISC  for  the  taxable 
year  which  is  attributable  to  military  property,  and 

"(ii)  the  deductions  which  are  properly  apportioned 
or  allocated  to  such  income. 
"(B)  Military  property. — For  purposes  of  subparagraph 
(A),  the  term  'military  property'  means  any  property  which 
is  an  arm,  ammunition,  or  implement  of  war  designated  in 
the  munitions  list  published  pursuant  to  the  Military  Security 
Act  of  1954  (22  U.S.C.  1934) ." ;  and 

(4)  by  adding  at  the  end  thereof  the  following  new 
subsections : 

"(e)  Definitions  and  Special  Rules  Relating  to  Coiviputation 
or  Taxable  Income  Attributable  to  Base  Period  Export  Gross 
Receipts. — 

"(1)  Taxable  income  attributable  to  base  period  export 
GROSS  receipts. — For  purposes  of  this  section,  the  taxable  income 
attributable  to  base  period  export  gross  receipts  shall  be  an 
amount  equal  to  that  portion  of  the  adjusted  taxable  income  of  a 
DISC  which— 

"(A)  the  amount  of  the  adjusted  base  period  export  gross 
receipts,  bears  to 

"(B)  the  amount  of  the  export  gross  receipts  of  the  DISC 
for  the  taxable  year. 
"(2)  Adjusted  taxable  income. — For  purposes  of  this  section, 
the  term  'adjusted  taxable  income'  means  the  income  of  a 
DISC  for  the  taxable  year,  reduced  by  the  amounts  described  in 
subparagraphs  (A),  (B),  (C),and  (D)  of  paragraph  (1)  of  sub- 
section (b). 
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"(3)  Adjusted  base  period  export  gross  receipts. — For 
purposes  of  this  section,  the  term  'adjusted  base  period  export 
gross  receipts'  means  67  percent  of  the  average  of  the  export  gross 
receipts  of  the  DISC  for  taxable  years  during  the  base  period  (as 
defined  in  paragraph  (5)).  For  purposes  of  the  preceding  sen- 
tence, if  any  property  would  not  qualify  during  the  taxable  year 
26  use  993.'  as  export  property  by  reason  of  section" 99o(c)  (2) ,  grcss  receipts 

from  such  property  shall  be  excluded  from  export  gross  receipts 
during  the  taxable  years  in  the  base  period. 

"(4)  Export  gross  receipts. — For  purposes  of  this  section,  the 
term  'export  gross  receipts'  means — 

"(A)  qualified  export  receipts  described  in  subparagraphs 
(A),  (B),  (C),  (G),and  (H)  of  section  993(a)  (1),  reduced 
by 

"(B)  50  percent  of  such  qualified  export  receipts  which 
are  attributable  to  military  property  (as  defined  in  subsection 
(b)(3)(B)). 

"  ( 5 )  Base  period. — For  purposes  of  paragraph  ( 3 )  — 

"(A)  for  any  taxable  year  beginning  before  1980,  the  base 
period  shall  be  the  taxable  years  beginning  in  1972,  1973, 
1974,  and  1975,  and 

"  (B)  for  any  taxable  year  beo^inning  in  any  calendar  year 
after  1979,  the  base  period  shall  be  the  taxable  years  begin- 
ning in  the  fourth,  fifth,  sixth,  and  seventh  calendar  years 
:  preceding  such  calendar  year. 

"(6)  No  BASE  PERIOD  YEAR. — If  a  DISC  did  not  have  a  taxable 
year  beginning  in  a  calendar  year  specified  in  paragraph  (5), 
then,  for  purposes  of  computing  the  adjusted  base  period  export 
gross  receipts,  such  DISC  is  deemed  to  have  a  taxable  year  and 
export  gross  receipts  of  zero  for  that  year. 
Regulations.  "(7)  Short  TAXABLE  YEAR. — The  Secretary  shall  prescribe  such 

regulations  as  he  deems  necessary  with  respect  to  a  short  taxable 
year  for  purposes  of  computing  base  period  export  gross  receipts 
of  a  DISC,  or  a  short  taxable  year  in  which  deemed  distributions 
(as  described  in  subsection  (b) )  are  made,  including  the  circum- 
stances under  which  the  short  taxable  year  shall  be  annualized, 
and  the  proper  method  of  annualization. 

"(8)  Controlled  group. — If  more  than  one  member  of  a  con- 
trolled group  (as  defined  in  section  993(a)  (3))  for  the  taxable 
year  qualifies  as  a  DISC,  then  subsection  (b)  (1)  (E),  this  sub- 
section, and  subsection  (f )  shall  each  be  applied  in  a  manner  pro- 
vided by  regulations  prescribed  by  the  Secretary  by  aggregating 
the  export  gross  receipts  and  taxable  income  of  such  DISCs  for 
the  taxable  year  and  by  aggregating  the  export  gross  receipts  of 
such  DISCs  for  each  taxable  year  in  the  base  period. 

"(9)  Special  rule  where  the  ownership  of  disc  stock  and 
the  trade  or  business  giving  rise  to  export  gross  receipts  of 

the  disc  ARE  SEPARATED.  

"(A)  In  GENERAL. — If,  at  any  time  after  the  beginning  of  i 
the  base  period,  there  has  been  a  separation  of  the  ownership  j 
of  the  stock  in  the  DISC  from  the  ownership  of  the  trade  or  i 
business  which  (during  the  base  period)  produced  the  export  \ 
gross  receipts  of  the  DISC,  then  the  persons  who  own  the 
trade  or  business  during  the  taxable  year  shall  be  treated  as 
having  had  additional  export  gross  receipts  during  the  base , 
period  attributable  to  such  trade  or  business.  i 
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"(B)  Exceptions.— Subparagraph  (A)  shall  not  apply— 
"  (i)  where  the  stock  in  the  DISC  and  the  trade  or  busi- 
ness are  owned  throughout  the  taxable  year  by  members 
of  the  same  controlled  group,  and 

"(ii)  to  the  extent  that  the  taxpayer's  ownership  of 
the  stock  in  the  DISC  for  the  taxable  year  is  propor- 
tionate to  his  ownership  during  the  taxable  year  of  the 
trade  or  business. 

"  (10)  DISC  BASE  PERIOD  ATTRIBUTED  THROUGH  SHAREHOLDERS  tN" 
CERTAIN  CASES.  

"(A)   In  GENERAL.— If—  Regulations. 

"(i)  any  person  owns  5  percent  or  more  of  the  stock 
of  a  DISC  (hereinafter  in  this  paragraph  referred  to  as 
'first  DISC),  and 

"(ii)  such  person  at  any  time  during  the  base  period 
of  the  first  DISC  owned  5  percent  or  more  of  the  stock  of 
a  second  DISC, 
then,  to  the  extent  provided  in  such  regulations  as  the  Sec- 
retary may  prescribe  to  prevent  circumvention  of  the 
application  of  subsection  (b)(1)(E),  an  amount  equal  to 
such  shareholder's  share  of  the  base  period  export  gross 
receipts  of  the  second  DISC  shall  be  added  to  the  base  period 
export  gross  receipts  of  the  first  DISC. 

"(B)  0^\^NERSHip  OF  STOCK. — For  purposes  of  subpara- 
graph (A) ,  the  ownership  of  stock  shall  be  determined  under 
section  318.  26  USC  318. 

"(f)  Small  DISCS.— 

"(1)  Adjusted  taxable  income  or  $100,000  or  less. — If  a 
DISC  has  adjusted  taxable  income  of  $100,000  or  less  for  a  tax- 
able year,  subsection  (b)  (1)  (E)  shall  not  apply  with  respect  to 
such  year. 

"  (2)  Special  rule. — If  a  DISC  has  adjusted  taxable  income  of 
more  than  $100,000  for  a  taxable  year,  then  the  amount  taken  into 
account  under  subsection  (b)  (1)  (E)  shall  be  deemed  to  be  an 
amount  equal  to  the  excess  (if  any)  of — 

"(A)  the  amount  which  would  (but  for  this  paragraph) 
be  taken  into  account  under  subsection  (b)  (1)  (E),  over 

"(B)  twice  the  excess  (if  any)  of  $150,000  over  the 
adjusted  taxable  income. 
"  (g)  Certain  Transfers  of  DISC  Assets. — If — 

"(1)  a  corporation  owns,  directly  or  indirectly,  all  of  the  stock 
of  a  subsidiary  and  a  DISC, 

"(2)  the  subsidiary  has  been  engaged  in  the  active  conduct  of 
a  trade  or  business  (within  the  meaning  of  section  355  (b)) 
throughout  the  5-year  period  ending  on  the  date  of  the  transfer 
and  continues  to  be  so  engaged  thereafter,  and 

"(3)  during  the  taxable  year  of  the  subsidiary  in  which  its  Regulations, 
stock  is  transferred  and  its  preceding  taxable  year,  such  trade  or 
business  gives  rise  to  qualified  export  receipts  of  the  subsidiary 
and  the  DISC, 

then,  under  such  terms  and  conditions  as  the  Secretary  by  regulations 
shall  prescribe,  transfers  of  assets,  stock,  or  both,  will  be  deemed  to  be 
a  reorganization  within  the  meaning  of  section  368,  a  transaction  to 
which  section  355  applies,  an  exchange  of  stock  to  which  section  351 
applies,  or  a  com.bination  thereof.  The  preceding  sentence  shall  apply 
only  to  the  extent  that  the  transfer  or  transfers  involved  are  for  the 
purpose  of  preventing  the  separation  of  the  ownership  of  the  stock  in 
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the  DISC  from  the  ownership  of  the  trade  or  business  which  (during 
the  base  period)  produced  the  export  gross  receipts  of  the  DISC." 
26  use  993.  (b)  Amendment  OF  Section  993(c)  (2).— Section  993(c)  (2)  (relat- 

ing to  property  excluded  from  export  property)  is  amended — 

(1)  by  striking  out  "or"  at  the  end  of  subparagraph  (B),  and 

(2)  by  striking  out  "under  section  611"  in  subparagraph  (C) 
and  inserting  in  lieu  thereof  "under  section  613  or  613A". 

(c)  Amendments  TO  Section  993(d). — Section  993(d)  (relating  to 
definition  of  producer's  loans)  is  amended — 

(1)  by  inserting  in  paragraph  (1)  (C)  immediately  after 
"export  property",  the  following :  "determined  without  regard  to 
subparagraph  (C)  or  (D)  of  subsection  (c)  (2),". 

(2)  by  inserting  in  paragraph  (2)  immediately  after  "of  prop- 
erty which  would  be  export  property"  the  following:  "(deter- 
mined without  regard  to  subparagraph  (C)  or  (D)  of  subsection 
(c)(2))". 

(d)  Recapture  of  Accumulated  DISC  Income  on  Disposition  of 
Stock  in  a  DISC  or  Former  DISC— 

26  use  995.  (1)  Section  995(c)  is  amended  to  read  as  follows: 

"  (c)  Gain  on  Disposition  of  Stock  in  a  DISC. — 
"  ( 1 )  In  general. — If — 

"(A)  a  shareholder  disposes  of  stock  in  a  DISC  or  former 
DISC  any  gain  recognized  on  such  disposition  shall  be 
included  in  gross  income  as  a  dividend  to  the  extent  provided 
L  "i  •      in  paragraph  (2), 

"(B)  stock  of  a  DISC  or  former  DISC  is  disposed  of  in 
a  transaction  in  which  the  separate  corporate  existence  of  the 
DISC  or  former  DISC  is  terminated  other  than  by  a  mere 
change  in  place  of  organization,  however  effected,  any  gain 
;  realized  on  the  disposition  of  such  stock  in  the  transaction 

shall  be  recognized  notwithstanding  any  other  provision  of 
this  title  to  the  extent  provided  in  paragraph  (2)  and  to 
the  extent  so  recognized  shall  be  included  in  gross  income  as 
a  dividend,  or 

"(C)  a  shareholder  distributes,  sells,  or  exchanges  stock 
in  a  DISC  or  former  DISC  in  a  transaction  to  which  sec- 
tion 311,  336,  or  337  applies,  then  an  amount  equal  to  the 
excess  of  the  fair  market  value  of  such  stock  over  its  adjusted 
basis  in  the  hands  of  the  shareholder  shall,  notwithstanding 
any  provision  of  this  title,  be  included  in  gross  income  of 
the  shareholder  as  a  dividend  to  the  extent  provided  in 
paragraph  (2). 

"(2)  Amount  included. — ^The  amounts  described  in  paragraph 
(1)  shall  be  included  in  gross  income  as  a  dividend  to  the  extent 
of  the  accumulated  DISC  income  of  the  DISC  or  former  DISC 
which  is  attributable  to  the  stock  disposed  of  and  which  was 
accumulated  in  taxable  years  of  such  corporation  during  the 
period  or  periods  the  stock  disposed  of  was  held  by  the  shareholder 
which  disposed  of  such  stock." 

(2)  Interest  in  a  partnership  holding  stock  in  a  disc. — 
26  use  751.  The  last  sentence  of  section  751  (c)  (relating  to  unrealized  receiv- 

ables) is  amended — 

(A)  by  striking  out  "(as  defined  in  section  617(f)  (2))," 
and  inserting  in  lieu  thereof  "(as  defined  in  section  617(f) 
(2),  stock  in  a  DISC  (as  described  in  section  992(a)),"  and 

(B)  by  striking  out  "617(d)(1),  1245(a),"  and  inserting 
in  lieu  thereof  "617(d)  (1),  995(c),  1245(a),". 
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(e)  EuLES  roR  Allocating  Distributions  J^Iade  To  Meet  Quali- 
fication Eequirements. — Paragraph  (2)  of  section  996(a)  (relating  26  USC  996. 
to  rules  for  actual  distributions  and  certain  deemed  distributions)  is 
amended  by  adding  at  the  end  thereof  the  following  new  sentence: 

"In  the  case  of  any  amount  of  any  actual  distribution  made  pursuant 
to  section  992(c)  which  is  required  to  satisfy  the  condition  of  section 
992(a)  (1)  (A),  the  preceding  sentence  shall  apply  to  one-half  of  such 
amount,  and  paragraph  (1)  shall  apply  to  the  remaining  one-half  of 
such  amount." 

(f)  Ajiendment  or  Section  603(b)  of  Tax  Eeduction  Act  of 

1975.— Section  603(b)  of  the  Tax  Eeduction  Act  of  1975  (relating  to  26  USC  993 
effective  date)  is  amended  to  read  as  follows:  note. 
"(b)  Effective  Dates. — 

"(1)  In  general. — Except  as  provided  in  paragraph  (2),  the 
amendments  made  by  subsection  (a)  shall  apply  to  sales, 
exchanges,  and  other  dispositions  made  after  March  18,  1975,  in 
taxable  years  ending  after  such  date. 

"(2)  Binding  contract. — The  amendments  made  by  subsection 

(a)  shall  not  apply  to  sales,  exchanges,  and  other  dispositions 
made  after  March  18,  1975,  but  before  March  19,  1980,  if  such 
sales,  exchanges,  and  other  dispositions  are  made  pursuant  to  a 
fixed  contract.  The  term  'fixed  contract'  means  a  contract  which  "Fixed 
was,  on  March  18,  1975,  and  is  at  all  times  thereafter  binding  on  contract." 
the  DISC  or  a  taxpayer  which  was  a  member  of  the  same  con- 
trolled group  (within  the  meaning  of  section  993(a)(3)  of  the 
Internal  Eevenue  Code  of  1954)  as  the  DISC,  which  was  entered 

into  after  the  date  on  which  the  DISC  qualified  as  a  DISC  and 
the  DISC  and  the  taxpayer  became  members  of  the  same  con- 
trolled group,  and  under  which  the  price  and  quantity  of  the 
products  sold,  exchanged,  or  otherwise  disposed  of  cannot  be 
increased." 

(g)  Effecti\t:  Dates. — 

(1)  For  subsections  (a)  and  (e). — The  amendments  made  by  26  USC  995 
subsections  (a)  and  (e)  shall  apply  to  taxable  years  beginning  note, 
after  December  31, 1975. 

(2)  For  subsection  (b) . —  The  amendments  made  by  subsection  26  USC  993 

(b)  vshall  apply  to  sales,  exchanges,  and  other  dispositions  made  note, 
after  March  18, 1975,  in  taxable  years  ending  after  such  date. 

(3)  For  subsections  (c)  and  (f). — The  amendments  made  by  26  USC  993 
subsections  (c)  and  (f )  shall  apply  to  taxable  years  ending  after  note. 
March  18, 1975. 

(4)  For  subsection  (d) . — The  amendments  made  by  subsection   26  USC  995 
(d)  shall  apply  to  sales,  exchanges,  or  other  dispositions  after  note. 
December  31,  1975,  in  taxable  years  ending  after  such  date. 

(5)  Proration  of  base  period  in  case  of  fixed  contracts. —  26  USC  995 
For  purposes  of  determining  adjusted  base  period  export  gross  note, 
receipts  (under  section  995(e)  (3)  of  the  Internal  Eevenue  Code 

of  1954,  as  amended  by  this  section),  if  any  DISC  has  export 
gross  receipts  from  export  property  by  reason  of  paragraph  (2) 
of  section  603(b)  of  the  Tax  Eeduction  Act  of  1975,  then  the 
export  gross  receipts  of  such  DISC  for  the  taxable  years  of  the 
base  period  shall  be  increased  by  an  amount  equal  to  the  amount 
of  gross  receipts  which  were  excluded  from  export  gross  receipts 
during  each  taxable  year  of  the  base  period  by  reason  of  the  last 
sentence  of  section  993(e)  (3)  of  such  Code  multiplied  by  a  frac- 
tion, the  numerator  of  which  is  the  amount  of  the  gross  receipts 
in  the  taxable  year  which  are  export  gross  receipts  by  reason  of 
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paragraph  (2)  of  section  603(b)  of  the  Tax  Reduction  Act  of 
1975  and  the  denominator  of  which  is  the  amount  of  total  gross 
receipts  which  are  excluded  from  export  gross  receipts  in  the 
taxable  year  by  reason  of  subparagraph  (C)  or  (D)  of  paragraph 
(2)  of  section  993(c)  (determined  without  regard  to  paragraph 
(2)  of  section  603(b)  of  the  Tax  Reduction  Act  of  1975). 

TITLE  XII— ADMINISTRATIVE 
PROVISIONS 

SEC.  1201.  PUBLIC  INSPECTION  OF  WRITTEN  DETERMINATIONS  BY 
INTERNAL  REVENUE  SERVICE. 

(a)  Requirement  That  Written  Determinations  Be  Open  to 
Public  Inspection. — Subchapter  B  of  chapter  61  (relating  to  mis- 
cellaneous provisions)  is  amended  by  redesignating  section  6110  as 
6111  and  by  inserting  after  section  6109  the  following  new  section : 

"SEC.  6110.  PUBLIC  INSPECTION  OF  WRITTEN  DETERMINATIONS. 

"(a)  General  Rule. — Except  as  otherwise  provided  in  this  section, 
the  text  of  any  written  determination  and  any  background  file  docu- 
ment relating  to  such  written  determination  shall  be  open  to  public 
inspection  at  such  place  as  the  Secretary  may  by  regulations  prescribe. 
"(b)  Definitions. — For  purposes  of  this  section — 

"(1)  Written  determination. — The  term  'written  determina- 
tion' means  a  ruling,  determination  letter,  or  technical  advice 
memorandum. 

"(2)  Background  file  document. — The  term  'background  file 
document'  with  respect  to  a  written  determination  includes  the 
request  for  that  written  determination,  any  written  material 
submitted  in  support  of  the  request,  and  any  communication 
(written  or  otherwise)  between  the  Internal  Revenue  Service  and 
persons  outside  the  Internal  Revenue  Service  in  connection  with 
such  written  determination  (other  than  any  communication 
between  the  Department  of  Justice  and  the  Internal  Revenue  Serv- 
ice relating  to  a  pending  civil  or  criminal  case  or  investigation) 
received  before  issuance  of  the  written  determination. 

"(3)  Reference  AND  general  WRITTEN  determinations. — 

"(A)  Reference  written  determination. — The  term  'ref- 
erence written  determination'  means  any  written  determina- 
tion which  has  been  determined  by  the  Secretary  to  have  sig- 
nificant reference  value. 

"(B)  General  written  determination. — The  term  'gen- 
eral written  determination'  means  any  written  determination 
other  than  a  reference  written  determination. 
"(c)  Exemptions  From  Disclosure. — Before  making  any  written 
determination  or  background  file  document  open  or  available  to  public 
inspection  under  subsection  (a) ,  the  Secretary  shall  delete — 

"(1)  the  names,  addresses,  and  other  identifying  details  of  the 
person  to  whom  the  written  determination  pertains  and  of  any 
other  person,  other  than  a  person  with  respect  to,  whom  a  notation 
is  made  under  subsection  (d)  (1),  identified  in  the  written  deter- 
mination or  any  background  file  document ; 

"(2)  information  specifically  authorized  under  criteria  estab- 
lished by  an  Executive  order  to  be  kept  secret  in  the  interest  of 
national  defense  or  foreign  policy,  and  which  is  in  fact  properly 
classified  pursuant  to  such  Executive  order ; 
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"(3)  information  specifically  exempted  from  disclosure  by  any 
statute  (other  than  this  title)  which  is  applicable  to  the  Internal 
Kevenue  Service; 

"(4)  trade  secrets  and  commercial  or  financial  information 
obtained  from  a  person  and  privileged  or  confidential ; 

•'(5)  information  the  disclosure  of  which  would  constitute  a 
clearly  unwarranted  invasion  of  personal  privacy ; 

"(6)  information  contained  in  or  related  to  examination, 
operating,  or  condition  reports  prepared  by,  or  on  behalf  of,  or  for 
use  of  an  agency  responsible  for  the  regulation  or  supervision  of 
financial  institutions ;  and 

"(7)  geological  and  geophysical  information  and  data,  includ- 
ing maps,  concerning  wells. 
The  Secretary  shall  determine  the  appropriate  extent  of  such  dele- 
tions and,  except  in  the  case  of  intentional  or  willful  disregard  of  this 
subsection,  shall  not  be  required  to  make  such  deletions  (nor  be  liable 
for  failure  to  make  deletions)  unless  the  Secretary  has  agreed  to  such 
deletions  or  has  been  ordered  by  a  court  (in  a  proceeding  under  sub- 
section (f)(3))  to  make  such  deletions. 

"(d)  Procedures  With  Regard  to  Third  Party  Contacts. — 

"  ( 1 )  Notations. — If,  before  the  issuance  of  a  written  determi- 
nation, the  Internal  Revenue  Service  receives  any  communication 
(written  or  otherwise)  concerning  such  written  determin- 
ation, any  request  for  such  determination,  or  any  other  matter 
involving  such  written  determination  from  a  person  other  than  an 
employee  of  the  Internal  Revenue  Service  or  the  person  to  whom 
such  written  determination  pertains  (or  his  authorized  repre- 
sentative with  regard  to  such  written  determination),  the  Internal 
Revenue  Service  shall  indicate,  on  the  written  determination  open 
to  public  inspection,  the  category  of  the  person  making  such  com- 
munication and  the  date  of  such  communication, 

"(2)  Exception. — Paragraph  (1)  shall  not  apply  to  any  coin- 
nmnication  made  by  the  Chief  of  Staff  of  tlie  Joint  Committee  on 
Taxation. 

^'(3)  Disclosure  of  identity. — In  the  case  of  any  written 
determination  to  which  paragraph  (1)  applies,  any  person  may 
file  a  petition  in  the  L^nited  States  Tax  Court  or  file  a  complaint 
in  the  United  States  District  Court  for  the  District  of  Columbia 
for  an  order  requiring  that  the  identity  of  any  person  to  whom 
the  written  determination  pertains  be  disclosed.  The  court  shall 
order  disclosure  of  such  identity  if  there  is  evidence  in  the  record 
from  which  one  could  reasonably  conclude  that  an  impropriety 
occurred  or  undue  influence  was  exercised  Avith  respect  to  such 
written  determination  by  or  on  behalf  of  such  person.  The  court 
may  also  direct  the  Secretary  to  disclose  any  portion  of  any  other 
deletions  made  in  accordance  with  subsection  (c)  where  such 
disclosure  is  in  the  public  interest.  If  a  proceeding  is  commenced 
under  this  paragraph,  the  person  whose  identity  is  subject  to 
being  disclosed  and  the  person  about  whom  a  notation  is  made 
under  paragraph  (1)  shall  be  notified  of  the  proceeding  in  accord- 
ance with  the  procedures  described  in  subsection  (f )  (4)  (B)  and 
shall  have  the  right  to  intervene  in  the  proceeding  (anonymously, 
if  appropriate). 

"(  i)  Period  in  which  to  bring  action. — Xo  proceeding  rhall 
be  commenced  under  paragraph  (3)  unless  a  petition  is  filed 
before  the  expiration  of  36  months  after  the  first  day  that  the 
written  determination  is  open  to  public  inspection. 
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"(e)  Background  File  Documents. — ^Whenever  the  Secretary 
makes  a  written  determination  open  to  public  inspection  under  this 
section,  he  shall  also  make  available  to  any  person,  but  only  upon  the 
written  request  of  that  person,  any  background  file  document  relating 
to  the  written  determination. 
"(f)  Resolution  of  Disputes  Relating  to  Disclosure. — 

"(1)  Notice  or  intention  to  disclose. — The  Secretary  shall 
upon  issuance  of  any  written  determination,  or  upon  receipt  of  a 
request  for  a  background  file  document,  mail  a  notice  of  intention 
to  disclose  such  determination  or  document  to  any  person  to  whom 
the  written  determination  pertains  (or  a  successor  in  interest, 
executor,  or  other  person  authorized  by  law  to  act  for  or  on 
behalf  of  such  person) . 
Regulations.  "(2)  ADMINISTRATIVE  REMEDIES. — The  Secretary  shall  prescribe 

regulations  establishing  administrative  remedies  with  respect  to — • 
"(A)  requests  for  additional  disclosure  of  any  written 
determination  of  any  background  file  document,  and 
"(B)  requests  to  restrain  disclosure. 
"(3)  Action  TO  RESTRAIN  DISCLOSURE. — 

"(A)  Creation  of  remedy. — Any  person — 

"(i)  to  whom  a  written  determination  pertains  (or  a 
successor  in  interest,  executor,  or  other  person  authorized 
by  law  to  act  for  or  on  behalf  of  such  person) ,  or  who  has 
a  direct  interest  in  maintaining  the  confidentiality  of  any 
such  written  determination  or  background  file  document 
(or  portion  thereof) , 

"(ii)  who  disagrees  with  any  failure  to  make  a  dele- 
tion with  respect  to  that  portion  of  any  written  deter- 
mination or  any  background  file  document  which  is  to 
be  open  or  available  to  public  inspection,  and 

"(iii)  who  has  exhausted  his  administrative  remedies 
as  prescribed  pursuant  to  paragraph  (2), 
.  .  may,  within  60  days  after  the  mailing  by  the  Secretary  of  a 
notice  of  intention  to  disclose  any  written  determination  or 
background  file  document  under  paragraph  (1),  together 
with  the  proposed  deletions,  file  a  petition  in  the  United 
States  Tax  Court  (anonymously,  if  appropriate)  for  a  deter- 
mination with  respect  to  that  portion  of  such  written  deter- 
mination or  background  file  document  which  is  to  be  open  to 
public  inspection. 

J  "(B)  Notice  to  certain  persons. — The  Secretary  shall 

notify  any  person  to  whom  a  written  determination  pertains 
(unless  such  person  is  the  petitioner)  of  the  filing  of  a  peti- 
tion under  this  paragraph  with  respect  to  such  written  deter- 
mination or  related  background  file  document,  and  any  such 
person  may  intervene  (anonymously,  if  appropriate)  in  any 
proceeding  conducted  pursuant  to  this  paragraph.  The  Sec- 
retary shall  send  such  notice  by  registered  or  certified  mail 
to  the  last  known  address  of  such  person  within  15  days  after 
such  petition  is  served  on  the  Secretary.  No  person  who  has 
received  such  a  notice  may  thereafter  file  any  petition  under 
this  paragraph  with  respect  to  such  written  determination  or 
background  file  document  with  respect  to  which  such  notice 
was  received. 
"  (4)  Action  to  obtain  additional  disclosure. — 

"  ( A)  Creation  of  remedy. — Any  person  who  has  exliausted 
the  administrative  remedies  prescribed  pursuant  to  para- 
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graph  (2)  with  respect  to  a  request  for  disclosure  may  file  a 
petition  in  the  United  States  Tax  Court  or  a  complaint  in  the 
United  States  District  Court  for  the  District  of  Columbia  for 
an  order  requiring  that  any  written  determination  or  back- 
ground file  document  (or  portion  thereof)  be  made  open  or 
available  to  public  inspection.  Except  where  inconsistent  with 
subparagraph  (B),  the  provisions  of  subparagraphs  (C), 
(D),  (E),  (F),  and  (G)  of  section  552(a)(4)  of  title  5, 
United  States  Code,  shall  apply  to  any  proceeding  under  this 
paragraph.  The  Court  shall  examine  the  matter  de  novo  and 
without  regard  to  a  decision  of  a  court  under  paragraph  (3) 
with  respect  to  such  written  determination  or  background  file 
document,  and  may  examine  the  entire  text  of  such  written 
determination  or  background  file  document  in  order  to  deter- 
mine whether  such  written  determination  or  background  file 
document  or  any  part  thereof  shall  be  open  or  available  to 
public  inspection  under  this  section.  The  burden  of  proof 
with  respect  to  the  issue  of  disclosure  of  any  information  shall 
be  on  the  Secretary  and  any  other  person  seeking  to  restrain 
disclosure. 

"(B)  Inteeventiox. — If  a  proceeding  is  commenced  under 
this  paragraph  with  respect  to  any  written  determination  or 
background  file  document,  the  Secretary  shall,  within  15  days 
after  notice  of  the  petition  filed  under  subparagraph  (A)  is 
served  on  him,  send  notice  of  the  commencement  of  such  pro- 
ceeding to  all  persons  who  are  identified  by  name  and  address 
in  such  written  determination  or  background  file  document. 
The  Secretary  shall  send  such  notice  by  registered  or  certified 
mail  to  the  last  known  address  of  such  person.  Any  person 
to  whom  such  determination  or  background  file  document  per- 
tains may  intervene  in  the  proceeding  (anonymously,  if  ap- 
propriate). If  such  notice  is  sent,  the  Secretary  shall  not  be 
required  to  defend  the  action  and  shall  not  be  liable  for  public 
disclosure  of  the  written  determination  or  background  file 
document  (or  any  portion  thereof)  in  accordance  with  the 
final  decision  of  the  court. 
"(5)  Expedition  of  determination. — The  Tax  Court  shall 
make  a  decision  with  respect  to  any  petition  described  in  para- 
graph (3)  at  the  earliest  practicable  date  and  the  Court  of 
Appeals  shall  expedite  any  review  of  such  decision  in  every  way 
possible. 

"(6)  Publicity  of  tax  court  proceedings. — Notwithstanding 
sections  7458  and  7461,  the  Tax  Court  may,  in  order  to  preserve  26  USC  7458, 
the  anonymity,  privacy,  or  confidentiality  of  any  person  under  7461. 
this  section,  provide  by  rules  adopted  under  section  7453  that 
portions  of  hearings,  testimony,  evidence,  and  reports  in  connec- 
tion with  proceedings  under  this  section  may  be  closed  to  the 
public  or  to  inspection  by  the  public. 
"(g)  Time  FOR  Disclosure. — 

"(1)  In  general. — Except  as  otherwise  provided  in  this  sec- 
tion, the  text  of  any  written  determination  or  any  background 
file  document  (as  modified  under  subsection  (c) )  shall  be  open  or 
available  to  public  inspection — 

"(A)  no  earlier  than  75  days,  and  no  later  than  90  days, 
after  the  notice  provided  in  subsection  (f)  (1)  is  mailed,  or, 
if  later, 
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"(B)  within  30  days  after  the  date  on  which  a  court 
decision  under  subsection  (f )  (3)  becomes  final. 
"  (2)  Postponement  by  order  of  court. — The  court  may  extend 
the  period  referred  to  in  paragraph  (1)  (B)  for  such  time  as  the 
court  finds  necessary  to  allow  the  Secretary  to  comply  with  its 
decision. 

"(3)  Postponement  or  disclosure  for  up  to  9 o  days. — ^At  the 
written  request  of  the  person  by  whom  or  on  whose  behalf  the 
request  for  the  written  determination  was  made,  the  period 
referred  to  in  paragraph  (1)  (A)  shall  be  extended  (for  not  to 
exceed  an  additional  90  days)  until  the  day  which  is  15  days  after 
the  date  of  the  Secretary's  determination  that  the  transaction  set 
forth  in  the  written  determination  has  been  completed. 
"(4)  Additional  iso  days. — If — 

"  (A)  the  transaction  set  forth  in  the  written  determination 
is  not  completed  during  the  period  set  forth  in  paragraph 
(3),  and 

"(B)  the  person  by  whom  or  on  whose  behalf  the  request 
for  the  written  determination  was  made  establishes  to  the 
satisfaction  of  the  Secretary  that  good  cause  exists  for  addi- 
t     tional  delay  in  opening  the  written  determination  to  public 
inspection, 

the  period  referred  to  in  paragraph  (3)  shall  be  further  extended 
(for  not  to  exceed  an  additional  180  days)  until  the  day  which 
is  15  days  after  the  date  of  the  Secretary's  determination  that  the 
transaction  set  forth  in  the  written  determination  has  been  com- 
pleted. 

"(5)  Special  rules  for  certain  written  determinations, 
ETC. — Notwithstanding  the  provisions  of  paragraph  (1),  the  Sec- 
retary shall  not  be  required  to  make  available  to  the  public — 

"(A)  any  technical  advice  memorandum  and  any  related 
background  file  document  involving  any  matter  which  is  the 
subject  of  a  civil  fraud  or  criminal  investigation  or  jeopardy 
or  termination  assessment  until  after  any  action  relating  to 
.      •     such  investigation  or  assessment  is  completed,  or 

"(B)  any  general  written  determination  and  any  related 
background  file  document  that  relates  solely  to  approval  of 
the  Secretary  of  any  adoption  or  change  of — 

"(i)  the  funding  method  or  plan  year  of  a  plan  under 
26  use  412.  section  412, 

"(ii)  a  taxpayer's  annual  accounting  period  under  sec- 
tion 442, 

"(iii)  a  taxpayer's  method  of  accounting  under  sec- 
tion 446(e),  or 

"(iv)  a  partnership's  or  partner's  taxable  year  under 
section  706, 

but  the  Secretary  shall  make  any  such  written  determination 
and  related  background  file  document  available  upon  the 
written  request  of  any  person  after  the  date  on  which  (except 
for  this  subparagraph)  such  determination  would  be  open 
to  public  inspection. 
"  (,h)  Disclosure  of  Prior  Written  Determinations  and  Related 
Background  File  Documents. — 

"(1)  In  general. — Except  as  otherwise  provided  in  this  sub- 
section, a  written  determination  issued  pursuant  to  a  request  made 
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before  Xovember  1, 1976,  and  any  background  file  document  relat- 
ing to  such  written  determination  shall  be  open  or  available  to 
public  mspection  in  accordance  with  this  section. 

'•(2)  Ti:me  for  disclosure. — In  the  case  of  any  written  deter- 
mmation  or  background  file  document  which  is  to  be  made  open 
or  available  to  public  inspection  under  paragraph  (1)  — 
"(A)  subsection  (g)  shall  not  apply,  but 
•'(B)  such  written  determination  or  background  file  docu- 
ment shall  be  made  open  or  available  to  public  inspection  at 
the  earliest  practicable  date  after  funds  for  that  purpose  have 
been  ajopropriated  and  made  available  to  the  Internal  Reve- 
nue Service. 

"(3)  Order  of  release. — Any  written  determination  or  back- 
ground file  document  described  in  paragraph  (1)  shall  be  open  or 
available  to  public  inspection  in  the  following  order  starting  with 
the  most  recent  written  determination  in  each  category : 

"(A)  reference  written  determinations  issued  under  this 
title; 

"(B)  general  written  determinations  issued  after  July  4, 
1967;  and 

"(C)  reference  written  determinations  issued  under  the 
Internal  Revenue  Code  of  1939  or  corresponding  provisions   53  Stat.  1. 
of  prior  law. 

General  written  determinations  not  described  in  subparagraph 
(B)  shall  be  open  to  public  inspection  on  written  request,  but  not 
until  after  the  written  determinations  referred  to  in  subpara- 
graphs (A),  (B),and  (C)  are  open  to  public  inspection. 

"(4)  Xotice  that  prior  writtex  determixatioxs  are  opex  to 
PUBLIC  ixspECTiox. — Notwithstanding  the  provisions  of  subsec- 
tions (f )  (1)  and  (f)  (3)  (A),  not  less  than  90  days  before  making 
any  portion  of  a  written  determination  described  in  this  sub- 
section open  to  public  inspection,  the  Secretary  shall  issue  public 
notice  in  the  Federal  Register  that  such  written  determination  is 
to  be  made  open  to  public  inspection.  The  person  who  received  a 
written  determination  may,  within  75  days  after  the  date  of  publi- 
cation of  notice  under  this  paragraph,  file  a  petition  in  the  United 
States  Tax  Court  (anonymously,  if  appropriate)  for  a  determina- 
tion with  respect  to  that  portion  of  such  written  determination 
which  is  to  be  made  open  to  public  inspection.  The  provisions  of 
subsections  (f)(3)(B),  (5),  and  (6)  shall  apply  if  such  a  peti- 
tion is  filed.  If  no  j^etition  is  filed,  the  text  of  any  written  deter- 
mination shall  be  open  to  public  inspection  no  earlier  than  90  days, 
and  no  later  than  120  days,  after  notice  is  published  in  the  Fed- 
eral Register. 

"(5)  ExcLusiox. — Subsection  (d)  shall  not  apply  to  any  writ- 
ten determination  described  in  paragraph  (1) . 
"(i)  Civil  Remedies. — 

"  ( 1 )  Civil  actiox. — A^Hienever  the  Secretary — 

"(A)  fails  to  make  deletions  required  in  accordance  with 
subsection  (c),  or 

"(B)  fails  to  follow  the  procedures  in  subsection  (g), 
the  recipient  of  the  written  determination  or  any  person  identified 
in  the  written  determination  shall  have  as  an  exclusive  civil  rem- 
edy an  action  against  the  Secretary  in  the  Court  of  Claims,  which 
shall  have  jurisdiction  to  hear  any  action  under  this  paragraph. 

"(2)  Damages. — In  any  suit  brought  under  the  provisions  of 
paragraph  (1)  (A)  in  which  the  Court  determines  that  an  em- 
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ployee  of  the  Internal  Revenue  Service  intentionally  or  willfully 
failed  to  delete  in  accordance  with  subsection  (c),  or  in  any  suit 
brought  under  subparagraph  (1)  (B)  in  which  the  Court  deter- 
mines that  an  employee  intentionally  or  willfully  failed  to  act 
in  accordance  with  subsection  (g),  the  United  States  shall  be 
liable  to  the  pei-son  in  an  amount  equal  to  the  sum  of — 

"(A)  actual  damages  sustained  by  the  person  but  in  no 

case  shall  a  person  be  entitled  to  receive  less  than  the  sum  of 

$1,000,  and 

"(B)  the  costs  of  the  action  together  with  reasonable 
attorney's  fees  as  determined  by  the  Court, 
"(j)  Special  Provisions. — 

"  (1)  Fees. — The  Secretary  is  authorized  to  assess  actual  costs — 
"  ( A)  for  duplication  of  any  written  determination  or  back- 
.  ground  file  document  made  open  or  available  to  the  public 

under  this  section,  and 
-  .J  "(B)  incurred  in  searching  for  and  making  deletions 

required  under  subsection  (c)  from  any  written  determination 
.  •  or  background  file  document  which  is  available  to  public 
inspection  only  upon  written  request. 
The  Secretary  shall  furnish  any  written  determination  or  back- 
ground file  document  without  charge  or  at  a  reduced  charge  if  he 
determines  that  waiver  or  reduction  of  the  fee  is  in  the  public 
interest  because  furnishing  such  determination  or  background  file 
document  can  be  considered  as  primarily  benefiting  the  general 
public. 

"(2)  Records  disposal  procedures. — Nothing  in  this  section 
shall  prevent  the  Secretary  from  disposing  of  any  general  written 
determination  or  background  file  document  described  in  subsec- 
tion (b)  in  accordance  with  established  records  disposition  proce- 
dures, but  such  disposal  shall,  except  as  provided  in  the  following 
sentence,  occur  not  earlier  than  3  years  after  such  written  deter- 
mination is  first  made  open  to  public  inspection.  In  the  case  of 
any  general  written  determination  described  in  subsection  (h), 
the  Secretary  may  dispose  of  such  determination  and  any  related 
backgroimd  file  document  in  accordance  with  such  procedures  but 
such  disposal  shall  not  occur  earlier  than  3  years  after  such  writ- 
ten determination  is  first  made  open  to  public  inspection  if  fmids 
are  appropriated  for  such  purpose  before  January  20, 1979,  or  not 
earlier  than  January  20,  1979,  if  funds  are  not  appropriated 
before  such  date.  The  Secretary  shall  not  dispose  of  any  reference 
written  determinations  and  related  background  file  documents. 

"(3)  Precedential  status. — Unless  the  Secretary  otherwise 
establishes  by  regulations,  a  written  determination  may  not  be 
used  or  cited  as  precedent.  The  preceding  sentence  shall  not 
apply  to  change  the  precedential  status  (if  any)  of  written 
determinations  with  regard  to  taxes  imposed  by  subtitle  D  of  this 
title. 

"(k)  Section  Not  To  Apply. — This  section  shall  not  apply  to — 
26  use  6104.  « ( 1 )  any  matter  to  which  section  6104  applies,  or 

"(2)any— 

"(A)  written  determination  issued  pursuant  to  a  request 
made  before  November  1,  1976,  with  respect  to  the  exempt 
status  under  section  501(a)  of  an  organization  described  in 
section  ^01  (c)  or  (d),  the  status  of  an  organization  as  a 
private  foundation  under  section  509(a),  or  the  status  of 
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an  organization  as  an  operating  foundation  under  section 
4942(j)(3). 

"(B)  written  determination  described  in  subsection  (g) 
(5)  (B)  issued  pursuant  to  a  request  made  before  November 
1,  1976, 

"(C)  determination  letter  not  otherwise  described  in  sub- 
paragraph (A),  (B),  or  (E)  issued  pursuant  to  a  request 
made  before  November  1, 1976, 

"(D)  background  file  document  relating  to  any  general 
written  determination  issued  before  July  5,  1967,  or 

"(E)  letter  or  other  document  described  in  section  6104 
(a)  (1)  (B)  (iv)  issued  before  September  2,  1974. 
"(1)  Exclusive  Remedy. — Except  as  otherwise  provided  in  this 
title,  or  with  respect  to  a  discovery  order  made  in  connection  with  a 
judicial  proceeding,  the  Secretary  shall  not  be  required  by  any  Court 
to  make  any  written  determination  or  background  file  document  open 
or  available  to  public  inspection,  or  to  refrain  from  disclosure  of  any 
such  documents." 

(b)  Effect  L^pox  Pending  Eequests. — Any  written  determination  26  USC  6110 
or  background  file  document  which  is  the  subject  of  a  judicial  pro-  note, 
ceeding  pursuant  to  section  552  of  title  5,  United  States  Code,  com- 
menced l)efore  January  1,  1976.  shall  not  be  treated  as  a  written 
determination  subject  to  subsection  (h)(1),  but  shall  be  available 

to  the  complainant  along  with  the  background  file  document,  if 
requested,  as  soon  as  practicable  after  July  1, 1976. 

(c)  Clerical  Amendment. — The  table  of  sections  for  subchapter  B 
of  chapter  61  is  amended  by  striking  out  the  item  relating  to  section 

6110  and  inserting  in  lieu  thereof  the  following:  ^nte,  p.  1660. 

"Sec.  6110.  Public  inspection  of  written  determinations. 
"Sec.  6111.  Cross  references." 

(d)  Letters  Made  Public. — 

(1)  Section  6104(a)(1)(A)  (relating  to  inspection  of  appli-  26  USC  6104. 
cations  for  tax  exemption)  is  amended — 

(A)  by  inserting  after  "such  application,"  in  the  first  sen- 
tence thereof  the  following :  "and  any  letter  or  other  docu- 
ment issued  by  the  Internal  Revenue  Service  with  respect  to 
such  application" ;  and 

(B)  by  inserting  after  "such  application"  in  the  second 
sentence  thereof  the  following :  "and  such  letter  or  document". 

(2)  The  amendments  made  by  this  subsection  apply  to  any  26  USC  6104 
letter  or  other  document  issued  with  respect  to  applications  filed  %note. 
after  October  31, 1976. 

fe)  Effectr-e  Date. — Except  as  otherwise  provided  in  this  section,   26  USC  6110 
the  amendments  made  bv  this  section  shall  take  effect  on  Xovem-  note, 
ber  1.  1976. 

SEC.  1202.  CONFIDENTIALITY  AND  DISCLOSURE  OF  RETURNS  AND 
RETURN  INFORMATION. 

(a)  Confidextiality. — 

(1)  Ix  GEXERAL.— Section  6103  (relating  to  publicity  of  tax  26  USC  6103. 
returns  and  disclosure  of  information  as  to  persons  filing  tax 
returns)  is  amended  to  read  as  follows  : 
"SEC.  6103.  CONFIDENTIALITY  AND  DISCLOSURE  OF  RETURNS  AND 
RETURN  INFORMATION, 
"(a)  Gexeral  Rule. — Returns  and  return  information  shall  be 
confidential,  and  except  as  authorized  by  this  title — 
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26  use  6103.  "  ( 1 )  no  officer  or  employee  of  the  United  States, 

"(2)  no  officer  or  employee  of  any  State  or  of  any  local  child 
support  enforcement  agency  who  has  or  had  access  to  returns  or 
return  information  under  this  section,  and 

"(3)  no  other  person  (or  officer  or  employee  thereof)  who  has 
or  had  access  to  returns  or  return  information  under  subsection 
(e)  (1)  (D)  (iii)  or  subsection  (n), 
shall  disclose  any  return  or  return  information  obtained  by  him  in  any 
manner  in  connection  with  his  service  as  such  an  officer  or  an  employee 
or  otherwise  or  under  the  provisions  of  this  section.  For  purposes  of 
"Officer  or  this  subsection,  the  term  'officer  or  employee'  includes  a  former  officer 

employee."  or  employee. 

"(b)  Definitions. — For  purposes  of  this  section — 

"  (1)  Reitjen. — The  term  'return'  means  any  tax  or  information 
return,  declaration  of  estimated  tax,  or  claim  for  refund  required 
by,  or  provided  for  or  permitted  under,  the  provisions  of  this  title 
which  is  filed  with  the  Secretary  by,  on  behalf  of,  or  with  respect 
to  any  person,  and  any  amendment  or  supplement  thereto,  includ- 
ing supporting  schedules,  attachments,  or  lists  which  are  sup- 
plemental to,  or  part  of,  the  return  so  filed. 

"(2)  Return  information. — The  term  'return  information' 
means — 

"(A)  a  taxpayer's  identity,  the  nature,  source,  or  amount 
of  his  income,  payments,  receipts,  deductions,  exemptions, 
credits,  assets,  liabilities,  net  worth,  tax  liability,  tax  with- 
al .  held,  deficiencies,  overassessments,  or  tax  payments,  whether 
;  ioi  the  taxpayer's  return  was,  is  being,  or  will  be  examined  or  sub- 
ject to  other  investigation  or  processing,  or  any  other  data, 
received  by,  recorded  by,  prepared  by,  furnished  to,  or  col- 
lected by  the  Secretary  with  respect  to  a  return  or  with  respect 
to  the  determination  of  the  existence,  or  possible  existence, 
of  liability  (or  the  amount  thereof)  of  any  person  under 
this  title  for  any  tax,  penalty,  interest,  fine,  forfeiture,  or 
other  imposition,  or  offense,  and 

"(B)  any  part  of  any  written  determination  or  any  back- 
ground file  document  relating  to  such  written  determination 
Ante,  p.  1660.  '     (as  such  terms  are  defined  in  section  6110(b))  which  is  not 

open  to  public  inspection  under  section  6110, 
but  such  term  does  not  include  data  in  a  form  which  cannot  be 
associated  with,  or  otherwise  identify,  directly  or  indirectly,  a 
particular  taxpayer. 

"(3)  Taxpayer  return  information. — The  term  'taxpayer 
return  information'  means  return  information  as  defined  in  para- 
graph (2)  which  is  filed  with,  or  furnished  to,  the  Secretary  by 
or  on  behalf  of  the  taxpayer  to  whom  such  return  information 
relates. 

"(4)  Tax  administration. — The  term  'tax  administration' — 
"(A)  means— 

"(i)  the  administration,  management,  conduct,  direc- 
tion, and  supervision  of  the  execution  and  application 
of  the  internal  revenue  laws  or  related  statutes  (or  equiv- 
alent laws  and  statutes  of  a  State)  and  tax  conventions 
to  which  the  United  States  is  a  party,  and 

"(ii)  the  development  and  formulation  of  Federal  tax 
policy  relating  to  existing  or  proposed  internal  revenue 
laws,  related  statutes,  and  tax  conventions,  and 
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"(B)  includes  assessment,  collection,  enforcement,  litiga- 
tion, publication,  and  statistical  gathering  functions  under 
such  laws,  statutes,  or  conventions. 

"(5)  State. — The  term  'State'  means  any  of  the  50  States,  the 
District  of  Columbia,  the  Commonwealth  of  Puerto  Eico,  the 
Virgin  Islands,  the  Canal  Zone,  Guam,  American  Samoa,  the 
Commonwealth  of  the  Northern  Mariana  Islands,  and  the  Trust 
Territory  of  the  Pacific  Islands. 

"  (6)  Taxpayer  idextity. — The  term  'taxpayer  identity'  means 
the  name  of  a  person  with  respect  to  whom  a  return  is  filed,  his 
mailing  address,  his  taxpayer  identifying  number  (as  described 
in  section  6109) ,  or  a  combination  thereof. 

''(T)  IxsPECTiox. — The  terms  'inspected'  and  'inspection'  mean 
any  examination  of  a  return  or  return  information. 

''(8)  DiscLOStTRE. — The  term  'disclosure'  means  the  making 
known  to  any  person  in  any  manner  whatever  a  return  or  return 
information. 

"(9)  Federal  agexcy. — The  term  'Federal  agency'  means  an 
agency  within  the  meaning  of  section  551(1)  of  title  5,  L^nited 
States  Code. 

"(c)  Disclosure  of  Returxs  and  Returx  Ixformatiox  To  Desig- 
nee OF  Taxpayer. — Tlie  Secretary  may,  subject  to  such  requirements  Regulations, 
and  conditions  as  he  may  prescribe  by  regulations,  disclose  the  return 
of  any  taxpayer,  or  return  information  with  respect  to  such  tax- 
payer, to  such  person  or  persons  as  the  taxpayer  may  designate  in  a 
written  request  for  or  consent  to  such  disclosure,  or  to  any  other  per- 
son at  the  taxpayer's  request  to  the  extent  necessary  to  comply  with 
a  request  for  information  or  assistance  made  by  the  taxpayer  to  such 
other  person.  However,  return  information  shall  not  be  disclosed  to 
such  person  or  persons  if  the  Secretary  determines  that  such  disclosure 
would  seriously  impair  Federal  tax  administration. 

"(d)  Disclosure  to  State  Tax  Officials. — Returns  and  return 
information  with  respect  to  taxes  imposed  by  chapters  1,  2,  6,  11,  12, 
21,  23,  24,  44,  51,  and  52  and  subchapter  D  of  chapter  36,  shall  be  open 
to  inspection  by  or  disclosure  to  any  State  agency,  body,  or  commis- 
sion, or  its  legal  representative,  which  is  charged  under  the  laws  of 
such  State  with  responsibility  for  the  administration  of  State  tax  laws 
for  the  purpose  of,  and  only  to  the  extent  necessary  in,  the  admin- 
istration of  such  laws,  including  any  procedures  with  respect  to  locat- 
ing any  person  who  may  be  entitled  to  a  refund.  Such  inspection  shall 
be  permitted,  or  such  disclosure  made,  only  upon  written  request  by  the 
head  of  such  agency,  body,  or  commission,  and  only  to  the  representa- 
tives of  such  agency,  body,  or  commission  designated  in  such  written 
request  as  the  individuals  who  are  to  inspect  or  to  receive  the  return 
or  return  information  on  behalf  of  such  agency,  body,  or  commission. 
Such  representatives  shall  not  include  any  individual  who  is  the  chief 
executive  officer  of  such  State  or  who  is  neither  an  employee  or  legal 
representative  of  such  agency,  body,  or  commission  nor  a  person 
described  in  subsection  (n).  However,  such  return  information  shall 
not  be  disclosed  to  the  extent  that  the  Secretary  determines  that  such 
disclosure  would  identify  a  confidential  informant  or  seriously  impair 
any  civil  or  criminal  tax  investigation. 

"(e)  Disclosure  to  Persoxs  Having  Material  Interest. — 

"(1)  In  general. — The  return  of  a  person  shall,  upon  written 
request,  be  open  to  inspection  by  or  disclosure  to — 

"(A)  in  the  case  of  the  return  of  an  individual — 
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"(i)  that  individual, 

"(ii)  if  property  transferred  by  that  individual  to  a 
trust  is  sold  or  exchanged  in  a  transaction  described  in 
section  644,  the  trustee  or  trustees,  jointly  or  separately, 
of  such  trust  to  the  extent  necessary  to  ascertain  any 
amount  of  tax  imposed  upon  the  trust  by  section  644,  or 

"(iii)  the  spouse  of  that  individual  if  the  individual 
and  such  spouse  have  signified  their  consent  to  consider 
a  gift  reported  on  such  return  as  made  one-half  by  him 
and  one-half  by  the  spouse  pursuant  to  the  provisions  of 
section  2513 ; 

"(B)  in  the  case  of  an  income  tax  return  filed  jointly,  either 
of  the  individuals  with  respect  to  whom  the  return  is  filed ; 

"(C)  in  the  case  of  the  return  of  a  partnership,  any  person 
who  was  a  member  of  such  partnership  during  any  part  of 
the  period  covered  by  the  return ; 

"(D)  in  the  case  of  the  return  of  a  corporation  or  a  sub- 
sidiary thereof — 

"(i)  any  person  designated  by  resolution  of  its  board 
of  directors  or  other  similar  governing  body, 

"(ii)  any  officer  or  employee  of  such  corporation  upon 
written  request  signed  by  any  principal  officer  and 
attested  to  by  the  secretary  or  other  officer, 

"(iii)  any  bona  fide  shareholder  of  record  owning  1 
percent  or  more  of  the  outstanding  stock  of  such  corpora- 
tion, 

"  (iv)  if  the  corporation  was  a  foreign  personal  holding 
company,  as  defined  by  section  552,  any  person  who  was  a 
shareholder  during  any  part  of  a  period  covered  by  such 
return  if  with  respect  to  that  period,  or  any  part  thereof, 
such  shareholder  was  required  under  section  551  to 
include  in  his  gross  income  undistributed  foreign  per- 
sonal holding  company  income  of  such  company, 

"(v)  if  the  corporation  was  an  electing  small  business 
corporation  under  subchapter  S  of  chapter  1,  any  person 
who  was  a  shareholder  during  any  part  of  the  period  cov- 
ered by  such  return  during  which  an  election  was  in 
effect,  or 

"(vi)  if  the  corporation  has  been  dissolved,  any  per- 
son authorized  by  applicable  State  law  to  act  for  the 
corporation  or  any  person  who  the  Secretary  finds  to 
have  a  material  interest  which  will  be  affected  by  mfor- 
mation  contained  therein ; 
"  ( E )  in  the  case  of  the  return  of  an  estate— 

"(i)  the  administrator,  executor,  or  trustee  of  such 
estate,  and  ,  .        ,      _  ,  , 

"(ii)  any  heir  at  law,  next  of  km,  or  beneficiary  under 
the  win,  of  the  decedent,  but  only  if  the  Secretary  finds 
that  such  heir  at  law,  next  of  kin,  or  beneficiary  has  a 
material  interest  which  will  be  affected  by  mtormation 
contained  therein ;  and 
"  (F)  in  the  case  of  the  return  of  a  trust— 

"(i)  the  trustee  or  trustees,  jointly  or  separately,  and 

"(ii)  anv  beneficiary  of  such  trust,  but  only  it  the 
Secretary  'finds  that  "such  beneficiary  has  a  material 
interest  which  will  be  affected  by  information  contained 
therein. 
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"  (2)  IxcoMPETEXCY. — If  an  individual  described  in  paragraph 
(1)  is  legally  incompetent,  the  applicable  return  shall,  upon 
written  request,  be  open  to  inspection  by  or  disclosure  to  the  com- 
mittee, trustee,  or  guardian  of  his  estate. 

'*(3)  Deceased  individuals. — The  return  of  a  decedent  shall, 
upon  written  request,  be  open  to  inspection  by  or  disclosure  to — 
"(A)  the  administrator,  executor,  or  trustee  of  his  estate, 
and 

"(B)  any  heir  at  law,  next  of  kin,  or  beneficiary  under  the 
will,  of  such  decedent,  or  a  donee  of  property,  but  only  if  the 
Secretary  finds  that  such  heir  at  law,  next  of  kin,  beneficiary, 
or  donee  has  a  material  interest  which  will  be  affected  by 
information  contained  therein. 

"  (4)  Baxkruptcy. — If  substantially  all  of  the  property  of  the 
person  with  respect  to  whom  the  return  is  filed  is  in  the  hands 
of  a  trustee  in  bankruptcy  or  receiver,  such  return  or  returns  for 
prior  years  of  such  person  shall,  upon  written  request,  be  open  to 
inspection  by  or  disclosure  to  such  trustee  or  receiver,  but  only  if 
the  Secretary  finds  that  such  receiver  or  trustee,  in  his  fiduciary 
capacity,  has  a  material  interest  which  will  be  affected  by  infor- 
mation contained  therein. 

"(5)  Attorney  in  fact. — ^Any  return  to  which  this  subsection 
applies  shalh  upon  written  request,  also  be  open  to  inspection 
by  or  disclosure  to  the  attorney  in  fact  duly  authorized  in  writ- 
ing by  any  of  the  persons  described  in  paragraph  (1),  (2),  (3), 
or  (4)  to  inspect  the  return  or  receive  the  information  on  his 
behalf,  subject  to  the  conditions  provided  in  such  paragraphs. 

"  ( 6 )  Return  information. — Return  information  with  respect 
to  any  taxpayer  may  be  open  to  inspection  by  or  disclosure  to  any 
person  authorized  by  this  subsection  to  inspect  any  return  of  such 
taxpayer  if  the  Secretary  determines  that  such  disclosure  would 
not  seriously  impair  Federal  tax  administration. 
"(f)  Disclosure  to  Committees  of  Congress. — 

"(1)  Committee  on  ways  and  means,  committee  on  finance, 
and  joint  committee  on  taxation. — ^Upon  written  request  from 
the  chairman  of  the  Committee  on  Ways  and  Means  of  the  House 
of  Representatives,  the  chairman  of  the  Committee  on  Finance 
of  the  Senate,  or  the  chairman  of  the  Joint  Committee  on  Taxa- 
tion, the  Secretary  shall  furnish  such  committee  with  any  return 
or  return  information  specified  in  such  request,  except  that  any 
return  or  return  information  which  can  be  associated  with,  or 
otherwise  identify,  directly  or  indirectly,  a  particular  taxpayer 
shall  be  furnished  to  such  committee  only  when  sitting  in  closed 
executive  session  unless  such  taxpayer  otherwise  consents  in  writ- 
ing to  such  disclosure. 

"  (2)  Chief  of  staff  of  joint  committee  on  taxation. — Upon 
written  request  by  the  Chief  of  Staff  of  the  Joint  Committee 
on  Taxation,  the  Secretary  shall  furnish  him  with  any  return  or 
return  information  specified  in  such  request.  Such  Chief  of  Staff 
may  submit  such  return  or  return  information  to  any  committee 
described  in  paragraph  (1),  except  that  any  return  or  return 
information  which  can  be  associated  with,  or  otherwise  identify, 
direct! V  or  indirectly,  a  particular  taxpaver  shall  be  furnished  to 
such  committee  only  when  sitting  in  closed  executive  session  unless 
such  taxpayer  otherwise  consents  in  writing  to  such  disclosure. 

"(3)  Other  committees. — Pursuant  to  an  action  by,  and  upon 
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written  request  by  the  chairman  of,  a  committee  of  the  Senate  or 
the  House  of  Eepresentatives  (other  than  a  committee  specified 
in  paragraph  (1) )  specially  authorized  to  inspect  any  return  or 
return  information  by  a  resolution  of  the  Senate  or  the  House  of 
Representatives  or,  in  the  case  of  a  joint  committee  (other  than 
the  joint  committee  specified  in  paragraph  (1))  by  concurrent 
resolution,  the  Secretary  shall  furnish  such  committee,  or  a  duly 
authorized  and  designated  subcommittee  thereof,  sitting  in  closed 
executive  session,  with  any  return  or  return  information  which 
such  resolution  authorizes  the  committee  or  subcommittee  to 
inspect.  Any  resolution  described  in  this  paragraph  shall  specify 
the  purpose  for  which  the  return  or  return  information  is  to  be 
furnished  and  that  such  information  cannot  reasonably  be 
obtained  from  any  other  source. 

"(4)  Agents  or  committees  and  submission  or  information 
TO  senate  or  house  of  representatives. — 

:  "(A)   Committees  described  in  paragraph   (d. — Any 

;  committee  described  in  paragraph  (1)  or  the  Chief  of  Staff 
of  the  Joint  Committee  on  Taxation  shall  have  the  authority, 
V  acting  directly,  or  by  or  through  such  examiners  or  agents  as 
the  chairman  of  such  committee  or  such  chief  of  staff  may 
designate  or  appoint,  to  inspect  returns  and  return  informa- 
tion at  such  time  and  in  such  manner  as  may  be  determined  by 
such  chairman  or  chief  of  staff.  Any  return  or  return  informa- 
tion obtained  by  or  on  behalf  of  such  committee  pursuant  to 
the  provisions  of  this  subsection  may  be  submitted  by  the 
committee  to  the  Senate  or  the  House  of  Representatives,  or  to 
both.  The  Joint  Committee  on  Taxation  may  also  submit 
such  return  or  return  information  to  any  other  committee 
described  in  paragraph  ( 1 ) ,  except  that  any  return  or  return 
information  which  can  be  associated  with,  or  otherwise  iden- 
tify, directly  or  indirectly,  a  particular  taxpayer  shall  be  fur- 
nished to  such  committee  only  when  sitting  in  closed  executive 
session  unless  such  taxpayer  otherwise  consents  in  writing  to 
such  disclosure. 

r  r         "(B)  Other  commiitees. — ^Any  committee  or  subcommittee 
described  in  paragraph  (3)  shall  have  the  ri^ht,  actin.^r 

i.  directly,  or  by  or  through  no  more  than  four  examiners  or 
agents,  designated  or  appointed  in  writing  in  equal  numbers 
by  the  chairman  and  ranking  minority  member  of  such  com- 
mittee or  subcommittee,  to  inspect  returns  and  return  infor- 
mation at  such  time  and  in  such  manner  as  may  be  determined 
by  such  chairman  and  ranking  minority  member.  Any  return 
or  return  information  obtained  by  or  on  behalf  of  such  com- 
mittee or  subcommittee  pursuant  to  the  provisions  of  this  sub- 
section may  be  submitted  by  the  committee  to  the  Senate  or 
the  House  of  Representatives,  or  to  both,  except  that  any 
return  or  return  information  which  can  be  associated  with, 
or  otherwise  identify,  directly  or  indirectly,  a  particular  tax- 
payer, shall  be  furnished  to  the  Senate  or  the  House  of  Repre- 
sentatives only  when  sitting  in  closed  executive  session  unless 
such  taxpayer  otherwise  consents  in  writing  to  such  disclo- 
sure. 

"(g)  Disclosure  to  President  and  Certain  Other  Persons  — 

"(1)  In  general. — Upon  written  request  by  the  President, 
signed  by  him  personally,  the  Secretary  shall  furnish  to  the  Presi- 
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dent,  or  to  such  employee  or  employees  of  the  White  House  Office 
as  the  President  may  designate  by  name  in  such  request,  a  return 
or  return  information  with  respect  to  any  taxpayer  named  in  such 
request.  Ajiy  such  request  shall  state — 

''(A)  the  name  and  address  of  the  taxpayer  whose  return 
or  return  information  is  to  be  disclosed, 

"(B)  the  kind  of  return  or  return  information  which  is 
to  be  disclosed, 

"(C)  the  taxable  period  or  periods  covered  by  such  return 
or  return  information,  and 

"(D)  the  specific  reason  why  the  inspection  or  disclosure 
is  requested. 

"(2)  Disclosure  of  return  informatiox  as  to  presidential 
appointees  and  certain  other  federal  g0\^rnment  appoint- 
EES.— The  Secretary  may  disclose  to  a  duly  authorized  represent- 
ative of  the  Executive  Office  of  the  President  or  to  the  head  of 
any  Federal  agency,  upon  written  request  by  the  President  or 
head  of  such  agency,  or  to  the  Federal  Bureau  of  Investigation 
on  behalf  of  and  upon  written  request  by  the  President  or  such 
head,  return  information  with  respect  to  an  individual  who  is 
designated  as  being  under  consideration  for  appointment  to  a 
position  in  the  executive  or  judicial  branch  of  the  Federal  Gov- 
ernment. Such  return  information  shall  be  limited  to  whether 
such  individual — • 

"(A)  has  filed  returns  with  respect  to  the  taxes  imposed 

under  chapter  1  for  not  more  than  the  immediatel}^  preceding 

3  years ; 

"(B)  has  failed  to  pay  any  tax  within  10  days  after  notice 
and  demand,  or  has  been  assessed  any  penalt}^  under  this  title 
for  negligence,  in  the  current  year  or  immediately  preceding 
3  years ; 

"(C)  has  been  or  is  under  investigation  for  possible  crimi- 
nal offenses  under  the  internal  revenue  laws  and  the  results  of 
any  such  investigation ;  or 

"(D)  has  been  assessed  any  civil  penalty  under  this  title 
for  fraud. 

Within  3  days  of  the  receipt  of  any  request  for  any  return  infor- 
mation with  respect  to  any  individual  under  this  paragraph,  the 
Secretary  shall  notify  such  individual  in  writing  that  such  infor- 
mation has  been  requested  under  the  provisions  of  this  paragraph. 

"(3)  Kestriction  on  disclosure. — The  employees  to  whom 
returns  and  return  information  are  disclosed  under  this  subsection 
shall  not  disclose  such  returns  and  return  information  to  any 
other  person  except  the  President  or  the  head  of  such  agency  with- 
out the  personal  written  direction  of  the  President  or  the  head  of 
such  agency. 

"(4)  Restriction  on  disclosure  to  certain  employees. — Dis- 
closure of  returns  and  return  information  under  this  subsection 
shall  not  be  made  to  any  employee  whose  annual  rate  of  basic  pay 
is  less  than  the  annual  rate  of  basic  pay  specified  for  positions 
subject  to  section  5316  of  title  5,  United  States  Code. 

"(.5)  Reporting  requirements. — Within  30  days  after  the  close 
of  each  calendar  quarter,  the  President  and  the  head  of  any  agency 
requesting  returns  and  return  information  under  tliis  subsection 
shall  each  file  a  report  with  the  Joint  Committee  on  Taxation  set- 
ting forth  the  taxpayers  with  resj^ect  to  whom  such  requests  were 
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made  during  such  quarter  under  this  subsection,  the  returns  or 
return  information  involved,  and  the  reasons  for  such  requests. 
The  President  shall  not  be  required  to  report  on  any  request  for 
returns  and  return  information  pertaining  to  an  individual  who 
was  an  officer  or  employee  of  the  executive  branch  of  the  Federal 
Government  at  the  time  such  request  was  made.  Keports  filed  pur- 
suant to  this  paragraph  shall  not  be  disclosed  unless  the  Joint 
Committee  on  Taxation  determines  that  disclosure  thereof 
(including  identifying  details)  would  be  in  the  national  interest. 
Such  reports  shall  be  maintained  by  the  Joint  Committee  on 
Taxation  for  a  period  not  exceeding  2  years  unless,  within  such 
period,  the  Joint  Committee  on  Taxation  determines  that  a  dis- 
closure to  the  Congress  is  necessary. 
"(h)  Disclosure  to  Certain  Federal  Officers  and  Employees  for 
Purposes  of  Tax  Administration,  Etc. — 

"(1)  Department  of  the  Treasury. — Returns  and  return 
information  shall,  without  written  request,  be  open  to  inspection 
by  or  disclosure  to  officers  and  employees  of  the  Department  of  the 
Treasury  whose  official  duties  require  such  inspection  or  disclosure 
for  tax  administration  purposes. 

"(2)  Departmment  of  Justice. — A  return  or  return  informa- 
tion shall  be  open  to  inspection  by  or  disclosure  to  attorneys  of 
the  Department  of  Justice  (including  United  States  attorneys) 
personally  and  directly  engaged  in,  and  solely  for  their  use  in, 
preparation  for  any  proceeding  (or  investigation  which  may 
result  in  such  a  proceeding)  before  a  Federal  grand  jury  or  any 
Federal  or  State  court  in  a  matter  involving  tax  administration, 
but  only  if — 

"  (A)  the  taxpayer  is  or  may  be  a  party  to  such  proceeding ; 
"(B)  the  treatment  of  an  item  reflected  on  such  return 
is  or  may  be  related  to  the  resolution  of  an  issue  in  the  pro- 
ceeding or  investigation ;  or 

"(C)  such  return  or  return  information  relates  or  may 
relate  to  a  transactional  relationship  between  a  person  who  is 
;  >  or  may  be  a  party  to  the  proceeding  and  the  taxpayer  which 

affects,  or  may  affect,  the  resolution  of  an  issue  in  such  pro- 
ceeding or  investigation. 
"(3)  Form  of  request. — In  any  case  in  which  the  Secretary  is 
authorized  to  disclose  a  return  or  return  information  to  the 
Department  of  Justice  pursuant  to  the  provisions  of  this 
subsection — 

"(A)  if  the  Secretary  has  referred  the  case  to  the  Depart- 
ment of  Justice,  or  if  the  proceeding  is  authorized  by  sub- 
26  use  742'  chapter  B  of  chapter  76,  the  Secretary  may  make  such 

disclosure  on  his  own  motion,  or 

"(B)  if  the  Secretary  receives  a  written  request  from  the 
Attorney  General,  the  Deputy  Attorney  General,  or  an 
Assistant  Attorney  General  for  a  return  of,  or  return  infor- 
mation relating  to,  a  person  named  in  such  request  and  set- 
ting forth  the  need  for  the  disclosure,  the  Secretary  shall 
disclose  return  or  return  the  information  so  requested. 
"(4)  Disclosure    in    judicial    and    administrative  tax 
PROCEEDINGS. — A  rctum  or  return  information  may  be  disclosed 
in  a  Federal  or  State  judicial  or  administrative  proceeding  per- 
taining to  tax  administration,  but  only — 

"CA)  if  the  taxpayer  is  a  party  to  such  proceeding; 
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"(B)  if  the  treatment  of  an  item  reflected  on  such  return 
is  directly  related  to  the  resolution  of  an  issue  in  the  proceed- 
ing; 

"(C)  if  such  return  or  return  information  directly  relates 
to  a  transactional  relationship  between  a  person  ^Yho  is  a 
party  to  the  proceeding  and  the  taxpayer  which  directly 
affects  the  resolution  of  an  issue  in  the  proceeding;  or 

'•(D)  to  the  extent  required  by  order  of  a  court  pursuant 
to  section  3500  of  title  18,  United  States  Code,  or  rule  16  of 
the  Federal  Eules  of  Criminal  Procedure,  such  court  being    18  USC  app. 
authorized  in  the  issuance  of  such  order  to  give  due  consider- 
ation to  congressional  policy  favoring  the  confidentiality  of 
returns  and  return  information  as  set  forth  in  this  title. 
However,  such  return  or  return  information  shall  not  be  disclosed 
as  provided  in  subparagraph  (A),  (B),  or  (C)  if  the  Secretary 
determines  that  such  disclosure  would  identifj^  a  confidential 
informant  or  seriously  impair  a  civil  or  criminal  tax  investigation. 

"(5)  Prospecti\te  jurors. — In  connection  with  any  judicial 
proceeding  described  in  paragraph  (4)  to  which  the  United  States 
is  a  party,  the  Secretary  shall  respond  to  a  written  inquiry  from 
an  attorney  of  the  Department  of  Justice  (including  a  United 
States  attorney)  involved  in  such  proceeding  or  any  person  (or  his 
legal  representative)  who  is  a  party  to  such  proceeding  as  to 
whether  an  individual  who  is  a  prospective  juror  in  such  proceed- 
ing has  or  has  not  been  the  subject  of  any  audit  or  other  tax 
investigation  by  the  Internal  Revenue  Service.  The  Secretary 
shall  limit  such  response  to  an  affirmative  or  negative  reply  to  such 
inquiry. 

"(i)  Disclosure  to  Federal  Officers  or  E:mployees  for 
Administration  of  Federal  Laws  Not  Relating  to  Tax 
Administration. — 

"(1)   XONTAX  CRIMINAL  investigation.  

"(A)  Information  from  taxpayer. — A  return  or  tax- 
payer return  information  shall,  pursuant  to,  and  upon  the 
grant  of,  an  ex  parte  order  by  a  Federal  district  court  judge 
as  provided  by  this  paragraph,  be  open,  but  only  to  the  extent 
necessary  as  provided  in  such  order,  to  officers  and  employees 
of  a  Federal  agency  personally  and  directly  engaged  in  and 
solely  for  their  use  in,  preparation  for  anv  administrative  or 
judicial  proceeding  (or  investigation  which  may  result  in 
such  a  proceedinsr)  pertaining  to  the  enforcement  of  a  specifi- 
cally designated  Federal  criminal  statute  (not  involving  tax 
administration)  to  which  the  United  States  or  such  agency 
is  or  may  be  a  party. 

"(B)  Application  for  order. — The  head  of  anv  Federal 
asfency  described  in  subparagraph  (A)  or,  in  the  case  of  the 
Department  of  Justice,  the  Attornev  General,  the  Deputy 
Attornev  General,  or  an  Assistant  Attornev  General,  may 
authorize  an  application  to  a  Federal  district  court  judge  for 
the  order  referred  to  in  subparagraph  (A^.  Unon  such 
application,  such  judge  may  erant  such  order  if  he  determines 
on  the  basis  of  the  facts  submitted  bv  the  apnlicant  that — 

"(i)  there  is  reasonable  cause  to  believe,  based  upon 
information  believed  to  be  reliable,  that  a  specific  crimi- 
nal act  has  been  committed ; 

"(ii)  there  is  reason  to  believe  that  such  return  or 
return  information  is  probative  evidence  of  a  matter  in 
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issue  related  to  the  commission  of  such  criminal  act; 
and 

"(iii)  the  information  sought  to  be  disclosed  cannot 
reasonably  be  obtained  from  any  other  source,  unless  it  is 
determined  that,  notwithstanding  the  reasonable  availa- 
bility of  the  information  from  another  source,  the  return 
or  return  information  sought  constitutes  the  most  pro- 
bative evidence  of  a  matter  in  issue  relating  to  the 
commission  of  such  criminal  act. 
However,  the  Secretary  shall  not  disclose  any  return  or 
return  information  under  this  paragraph  if  he  determines  and 
certifies  to  the  court  that  such  disclosure  would  identify  a 
confidential  informant  or  seriously  impair  a  civil  or  criminal 
tax  investigation. 
"(2)   Return  information  other  than  taxpayer  return 
INFORMATION. — Upou  Written  request  from  the  head  of  a  Federal 
agency  described  in  paragraph  (1)(A),  or  in  the  case  of  the 
Department  of  Justice,  the  Attorney  General,  the  Deputy  Attor- 
ney General,  or  an  Assistant  Attorney  General,  the  Secretary 
shall  disclose  return  information  (other  than  taxpayer  return 
information)  to  officers  and  employees  of  such  agency  personally 
and  directly  engaged  in,  and  solely  for  their  use  in,  preparation 
for  any  administrative  or  judicial  proceeding  (or  investigation 
which  may  result  in  such  a  proceeding)  described  in  paragraph 
(1)  ( A) ,  Such  request  shall  set  forth — 

"(A)  the  name  and  address  of  the  taxpayer  with  respect 
to  whom  such  return  information  relates ; 

"(B)  the  taxable  period  or  periods  to  which  the  return 
information  relates; 

"(C)  the  statutory  authority  under  which  the  proceeding 
or  investigation  is  being  conducted ;  and 

"(D)  the  specific  reason  or  reasons  why  such  disclosure  is 
or  may  be  material  to  the  proceeding  or  investigation. 
However,  the  Secretary  shall  not  disclose  any  return  or  return 
information  under  this  paragraph  if  he  determines  that  such 
disclosure  would  identify  a  confidential  informant  or  seriously 
impair  a  civil  or  criminal  tax  investigation. 

"(3)  Disclosure  of  return  information  concerning  possible 
CRIMINAL  ACTIVITIES. — The  Secretary  may  disclose  in  writing 
return  information,  other  than  taxpayer  return  information,  which 
may  constitute  evidence  of  a  violation  of  Federal  criminal  laws 
to  the  extent  necessary  to  apj) rise  the  head  of  the  appropriate 
Federal  agency  charged  with  the  responsibility  for  enforcing  such 
laws. 

"(4)  Use  in  judicial  or  administrative  proceeding. — Any 
return  or  return  information  obtained  under  paragraph  (1),  (2), 
or  (3)  may  be  entered  into  evidence  in  any  administrative  or 
judicial  proceeding  pertaining  to  enforcement  of  a  specifically 
designated  Federal  criminal  statute  (not  involving  tax  adminis- 
tration) to  which  the  United  States  or  an  agency  described  in 
paragi-aph  (1)  (A)  is  a  party  but,  in  the  case  of  any  return  or 
return  information  obtained  under  paragraph  (1),  only  if  the 
court  finds  that  such  return  or  return  information  is  probative  of 
a  matter  in  issue  relevant  in  establishing  the  commission  of  a  crime 
or  the  guilt  of  a  party.  However,  any  return  or  return  information 
obtained  under  paragraph  (1),  (2)  ,  or  (3)  shall  not  be  admitted 
into  evidence  in  such  proceeding  if  the  Secretary  determines  and 
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notifies  the  Attorney  General  or  his  delegate  or  the  head  of  such 
agency  that  such  admission  would  identify  a  confidential  inform- 
ant or  seriously  impair  a  civil  or  criminal  tax  investigation.  The 
admission  into  evidence  of  any  return  or  return  information 
contrary  to  the  provisions  of  this  paragraph  shall  not,  as  such, 
constitute  reversible  error  upon  appeal  of  a  judgment  in  such 
proceeding. 

"(5)  Rexegotiatiox  of  coxtracts. — A  return  or  return  infor- 
mation with  respect  to  the  tax  imposed  by  chapter  1  upon  a  tax-    26  USC  1. 
pa^'er  subject  to  the  provisions  of  the  Renegotiation  Act  of  1951    50  USC  app. 
shall,  upon  request  in  writing  by  the  Chairman  of  the  Renegotia-    1211  note, 
tion  Board,  be  open  to  officers  and  employees  of  such  board  person- 
ally  and  directly  engaged  in.  and  solely  for  their  use  in,  verifying 
or  analyzing  financial  information  required  by  such  Act  to  be 
filed  with,  or  otherwise  disclosed  to,  the  board,  or  to  the  extent 
necessary  to  implement  the  provisions  of  section  1481  or  1482.  The    26  USC  1481, 
Chairman  of  the  Renegotiation  Board  may,  upon  referral  of  any  1482. 
matter  with  respect  to  such  Act  to  the  Department  of  Justice  for 
further  legal  action,  disclose  such  return  and  return  information 
to  any  employee  of  such  department  charged  with  the  responsi- 
bility for  handling  such  matters. 
''(6)  Co:mptroller  gexeral. — 

"(A)  Returxs  AVAILABLE  FOR  ixspECTiox. — Except  as  pro- 
vided in  subparagraph  (B),  upon  written  request  by  the 
Comptroller  General  of  the  L^nited  States,  returns'^  and 
return  information  shall  be  open  to  inspection  by,  or  disclo- 
sure to.  officers  and  employees  of  the  General  Accounting 
Office  for  the  purpose  of,  and  to  the  extent  necessary  in, 
making — 

"(i)  an  audit  of  the  Internal  Revenue  Service  or  the 
Bureau  of  Alcohol,  Tobacco  and  Firearms  which  may  be 
required  bv  section  117  of  the  Budget  and  Accounting 
Procedures  Act  of  1950  (31  L'.S.C.  67),  or 

"(ii)  any  audit  authorized  by  subsection  (p)  (6), 
except  that  no  such  officer  or  employee  shall,  except  to  the 
extent  authorized  by  subsection  (f)  or  (p)(6),  disclose  to 
any  person,  other  than  another  officer  or  employee  of  such 
office  whose  official  duties  require  such  disclosure,  any  return 
or  return  information  described  in  section  4424(a)  in  a  form 
which  can  be  associated  with,  or  otherwise  identify,  directly 
or  indirectly,  a  particular  taxpayer,  nor  shall  such  officer 
or  employee  disclose  any  other  return  or  return  informa- 
tion, except  as  otherwise  expressly  provided  by  law,  to  any 
person  other  than  such  other  officer  or  employee  of  such  office 
in  a  form  which  can  be  associated  with,  or  otherwise  identify, 
directly  or  indirectly,  a  particular  taxpayer. 

"(B)  Disapproval  by  joixt  committee  ox  taxatiox. — 
Returns  and  return  information  shall  not  be  open  to  inspec- 
tion or  disclosed  under  subparagraph  (A)  with  respect  to  an 
audit — 

"(i)  unless  the  Comptroller  General  of  the  United 
States  notifies  in  writing  the  Joint  Committee  on  Taxa- 
tion of  such  audit,  and 

(ii)  if  the  Joint  Committee  on  Taxation  disapproves 
such  audit  by  a  vote  of  at  least  two-thirds  of  its  members 
within  the  30-day  period  beginning  on  the  day  the  Joint 
Committee  on  Taxation  receives  such  notice. 
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*'(])  Statistical  Use. — 

"(1)  Department  of  commerce. — Upon  request  in  writing  by 
the  Secretary  of  Commerce,  the  Secretary  shall  furnish — 

"(A)  such  returns,  or  return  information  reflected  thereon, 
to  officers  and  employees  of  the  Bureau  of  the  Census,  and 
Regulations.  "(B)  such  return  information  reflected  on  returns  of  cor- 

porations to  officers  and  employees  of  the  Bureau  of  Eco- 
nomic Analysis, 

as  the  Secretary  may  prescribe  by  regulation  for  the  purpose  of, 
but  only  to  the  extent  necessary  in,  the  structuring  of  censuses  and 
national  economic  accounts  and  conducting  related  statistical 
activities  authorized  by  law. 

"(2)  Federal  trade  commission. — ^Upon  request  in  writing  by 
the  Chairman  of  the  Federal  Trade  Commission,  the  Secretary 
shall  furnish  such  return  information  reflected  on  any  return  of 
26  use  1.  a  corporation  with  respect  to  the  tax  imposed  by  chapter  1  to  offi- 

cers and  employees  of  the  Division  of  Financial  Statistics  of  the 
Bureau  of  Economics  of  such  commission  as  the  Secretary  may 
prescribe  by  regulation  for  the  purpose  of,  but  only  to  the  extent 
necessary  in,  administration  by  such  division  of  legally  author- 
ized economic  surveys  of  corporations. 

"(3)  Department  of  treasury. — Returns  and  return  informa- 
tion shall  be  open  to  inspection  by  or  disclosure  to  officers  and 
employees  of  the  Department  of  the  Treasury  whose  official  duties 
require  such  inspection  or  disclosure  for  the  purpose  of,  but  only 
to  the  extent  necessary  in,  preparing  economic  or  financial  fore- 
casts, projections,  analyses,  and  statistical  studies  and  conducting 
related  activities.  Such  inspection  or  disclosure  shall  be  permitted 
only  upon  written  request  which  sets  forth  the  specific  reason  or 
reasons  why  such  inspection  or  disclosure  is  necessary  and  which 
is  signed  by  the  head  of  the  bureau  or  office  of  the  Department  of 
the  Treasury  requesting  the  inspection  or  disclosure. 

"(4)  Anonymous  form. — No  person  who  receives  a  return 
or  return  information  under  this  subsection  shall  disclose  such 
return  or  return  information  to  any  person  other  than  the 
taxpayer  to  whom  it  relates  except  in  a  form  which  cannot  be 
associated  with,  or  otherwise  identify,  directly  or  indirectly,  a 
particular  taxpayer, 
"(k)  Disclosure  of  Certain  Returns  and  Return  Information 
FOR  Tax  Administration  Purposes. — 

"(1)  Disclosure  of  accepted  offers-in-compromise. — Return 
information  shall  be  disclosed  to  members  of  the  general  public 
to  the  extent  necessary  to  permit  inspection  of  any  accepted  offer- 
26  use  7122.  in-compromise  under  section  7122  relating  to  the  liability  for  a 

tax  imposed  by  this  title. 

"  (2)  Disclosure  of  amount  of  outstanding  lien. — If  a  notice 
of  lien  has  been  filed  pursuant  to  section  6323(f),  the  amount  of 
the  outstanding  obligation  secured  by  such  lien  may  be  disclosed 
to  any  person  who  furnishes  satisfactory  written  evidence  that 
he  has  a  right  in  the  property  subject  to  such  lien  or  intends  to 
obtain  a  right  in  such  property. 

"(3)  Disclosure  of  return  information  to  correct  mis- 
statements OF  FACT. — The  Secretary  may,  but  only  following 
approval  by  the  Joint  Committee  on  Taxation,  disclose  such 
return  information  or  any  other  information  with  respect  to  any 
specific  taxpayer  to  the  extent  necessary  for  tax  administration 
purposes  to  correct  a  misstatement  of  fact  published  or  disclosed 
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with  respect  to  such  taxpayer's  return  or  any  transaction  of  the 
taxpayer  with  the  Internal  Kevenue  SerAdce. 

"(4)  DiSCLOSLTlE  TO  COMPETENT  AUTHORITY  UNDER  INCOME  TAX 

CON-VENTION. — A  return  or  return  information  may  be  disclosed 
to  a  competent  authority  of  a  foreign  government  which  has 
an  income  tax  convention  with  the  United  States  but  only  to 
the  extent  provided  in,  and  subject  to  the  terms  and  conditions 
of,  such  convention. 

"(5)  State  agencies  regulating  tax  return  preparers.' — 
Taxpayer  identity  information  with  respect  to  any  income  tax 
return  preparer,  and  information  as  to  whether  or  not  any  penalty 
has  been  assessed  against  such  income  tax  return  preparer  under 
section  6694.  6695,  or  T216,  may  be  furnished  to  any  agency,  body, 
or  commission  lawfully  charged  under  any  State  or  local  law 
with  the  licensing,  registration,  or  regulation  of  income  tax  return 
preparers.  Such  information  may  be  furnished  only  upon  written 
request  by  the  head  of  such  agency,  body,  or  commission  desig- 
nating the  officers  or  employees  to  whom  such  information  is  to  be 
furnished.  Information  may  be  furnished  and  used  under  this 
paragraph  only  for  purposes  of  the  licensing,  registration,  or 
regulation  of  income  tax  return  preparers. 

"  (6)  Disclosure  by  internal  revenue  officers  and  employees 
FOR  inatlstigatiat:  plt^poses. — An  internal  revenue  officer  or 
employee  may,  in  connection  with  his  official  duties  relating  to  any 
audit,  collection  activity,  or  civil  or  criminal  tax  investigation  or 
any  other  offense  under  the  internal  revenue  laws,  disclose  return 
information  to  the  extent  that  such  disclosure  is  necessary  in 
obtaining  information,  which  is  not  otherwise  reasonably  avail- 
able, with  respect  to  the  correct  determination  of  tax,  liability  for 
tax,  or  the  amount  to  be  collected  or  with  respect  to  the  enforce- 
ment of  any  other  provision  of  this  title.  Such  disclosures  shall  be 
made  only  in  such  situations  and  under  such  conditions  as  the 
Secretary  may  prescribe  by  regulation. 
"(1)  Disclosure  of  Returns  and  Return  Information  for  Pur- 
poses Other  Than  Tax  Administration. — 

''(1)  Disclosure  of  certain  returns  and  return  informa- 
tion to  social  security  administration  and  railroad  retire- 
ment BOARD. — The  Secretary  may,  upon  written  request,  disclose 
returns  and  return  information  wdth  respect  to — 

''(A)  taxes  imposed  by  chapters  2,  21,  and  24,  to  the  Social 
Security  Administration  for  purposes  of  its  administration 
of  the  Social  Security  Act ; 

"(B)  a  plan  to  which  part  I  of  subchapter  D  of  chapter  1 
applies,  to  the  Social  Security  Administration  for  purposes 
of  carrying  out  its  responsibility  under  section  1131  of  the 
Social  Security  Act,  limited,  however  to  return  information 
described  in  section  6057(d)  ;  and 

"(C)  taxes  imposed  by  chapter  22,  to  the  Railroad  Retire- 
ment Board  for  purposes  of  its  administration  of  the  Railroad 
Retirement  Act. 
"(2)  Disclosure  of  returns  and  return  information  to  the 
department  of  labor  and  pension  benefit  guaranty  corpora- 
TION.— The  Secretary  may,  upon  written  request,  furnish  returns 
and  return  information  to  the  proper  officers  and  emj)loyees  of  the 
Department  of  Labor  and  the  Pension  Benefit  Guaranty  Corpora- 
tion for  purposes  of,  but  only  to  the  extent  necessary  in,  the 
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administration  of  titles  I  and  lY  of  the  Employee  Retirement 
Income  Security  Act  of  1974. 

"(3)  Disclosure  of  returns  and  return  information  to  pri- 
vacy PROTECTION  STUDY  COMMISSION, — The  Secretary  may,  upon 
written  request,  disclose  returns  and  return  information  to  the 
Privacy  Protection  Study  Commission,  or  to  such  members,  offi- 
cers, or  employees  of  such  commission  as  may  be  named  in  such 
written  request,  to  the  extent  provided  under  section  5  of  the 
Privacy  Act  of  1974. 

"(4)  Disclosure  of  returns  and  return  information  for  use 
in  personnel  or  claimant  representative  matters.  the  sec- 
retary may  disclose  returns  and  return  information — 
"(A)  upon  written  request — 

^'  (i)  to  an  employee  or  former  employee  of  the  Depart- 
ment of  the  Treasury,  or  to  the  duly  authorized  legal 
representative  of  such  employee  or  former  employee, 
who  is  or  may  be  a  party  to  any  administrative  action 
or  proceeding  affecting  the  personnel  rights  of  such 
employee  or  former  employee ;  or 

"(ii)  to  any  person,  or  to  the  duly  authorized  legal 
representative  of  such  person,  whose  rights  are  or  may 
be  affected  by  an  administrative  action  or  proceeding 
under  section  3  of  the  Act  of  July  7, 1884  (23  Stat.  258; 
31  U.S.C.  1026), 
solely  for  use  in  the  action  or  proceeding,  or  in  preparation 
for  the  action  or  proceeding,  but  only  to  the  extent  that  the 
Secretary  determines  that  such  returns  or  return  information 
is  or  may  be  relevant  and  material  to  the  action  or  proceed- 
ing; or 

"(B)  to  officers  and  employees  of  the  Department  of  the 
Treasury  for  use  in  any  action  or  proceeding  described  in 
subparagraph  (A),  or  in  preparation  for  such  action  or  pro- 
ceeding, to  the  extent  necessary  to  advance  or  protect  the 
interests  of  the  United  States. 
"(5)   Department  of  health,  education,  and  welfare. — 
Upon  written  request  by  the  Secretary  of  Health,  Education,  and 
Welfare,  the  Secretary  may  disclose  information  returns  filed 
pursuant  to  part  III  of  subchapter  A  of  chapter  61  of  this  subtitle 
for  the  purpose  of  carrying  out,  in  accordance  with  an  agreement 
entered  into  pursuant  to  section  232  of  the  Social  Security  Act, 
an  effective  return  processing  program. 

"(6)  Disclosure  of  return  information  to  federal,  state, 

and  local  child  support  enforcement  agencies.  

"(A)  Return  information  from  internal  revenue  serv- 
ice.— The  Secretary  may,  upon  written  request,  disclose  to  the 
appropriate  Federal,  State,  or  local  child  support  enforce- 
ment agency — 

"(i)  available  return  information  from  the  master 
files  of  the  Internal  Revenue  Service  relating  to  the 
address,  filing  status,  amounts  and  nature  of  income,  and 
the  number  of  dependents  reported  on  any  return  filed 
by,  or  with  respect  to,  any  individual  with  respect  to 
whom  child  support  obligations  are  sought  to  be  estab- 
lished or  enforced  pursuant  to  the  provisions  of  part  D 
of  title  IV  of  the  Social  Security  Act  and  with  respect 
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to  any  individual  to  whom  such  support  obligations  are 
owing,  and 

"(ii)  available  return  information  reflected  on  any 
return  filed  by,  or  with  respect  to,  any  individual 
described  in  clause  (i)  relating  to  the  amount  of  such 
indi^dduaPs  gross  income  (as  defined  in  section  61)  or 
consisting  of  the  names  and  addresses  of  payors  of  such 
income  and  the  names  of  any  dependents  reported  on 
such  return,  but  only  if  such  return  information  is  not 
reasonably  available  from  any  other  source. 
'•(B)  Eestrictiox  ox  disclosure. — The  Secretary  shall 
disclose  return  information  under  subparagraph  (A)  only 
for  purposes  of,  and  to  the  extent  necessar}^  in,  establishing 
and  collecting  child  support  obligations  from,  and  locating, 
individuals  owing  such  obligations, 
"(m)    Disclosure   of  Taxpayer   Idextiit   Ixformatiox. — The 
Secretary  is  authorized — 

"(1)  to  disclose  taxpa^^r  identity  information  to  the  press  and 
other  media  for  purposes  of  notifying  persons  entitled  to  tax 
refunds  when  the  Secretary,  after  reasonable  efi'ort  and  lapse  of 
time,  has  been  unable  to  locate  such  persons,  and 

"(2)  upon  written  request,  to  disclose  the  mailing  address  of  a 
taxpayer  to  officers  and  employees  of  an  agency  personally  and 
directly  engaged  in,  and  solely  for  their  use  in,  preparation  for 
any  administrative  or  judicial  proceeding  (or  investigation  which 
may  result  in  such  a  proceeding)  pertaining  to  the  collection  or 
compromise  of  a  Federal  claim  against  such  taxpayer  in  accord- 
ance with  the  provisions  of  section  3  of  the  Federal  Claims  Col-    oi  nQr  o^o 
lection  Act  of  1966. 
"(n)  Certain  Other  Persons. — Pursuant  to  regulations  prescribed 
by  the  Secretary,  returns  and  return  information  may  be  disclosed  to 
any  person,  including  any  person  described  in  section  7513(a),  to  the 
extent  necessary  in  connection  with  the  processing,  storage,  transmis- 
sion, and  reproduction  of  such  returns  and  return  information,  and 
the  programming,  maintenance,  repair,  testing,  and  procurement  of 
equipment,  for  purposes  of  tax  administration. 

"(o)  Disclosure  of  Keturns  and  Keturn  Information  With 
Eespect  to  Certain  Taxes. — 

"(1)  Taxes  imposed  by  subtitle  e. — Keturns  and  return 
information  with  respect  to  taxes  imposed  by  subtitle  E  (relating 
to  taxes  on  alcohol,  tobacco,  and  firearms)  shall  be  open  to  inspec- 
tion by  or  disclosure  to  officers  and  employees  of  a  Federal  agency 
whose  official  duties  require  such  inspection  or  disclosure. 

"(2)  Taxes  imposed  by  chapter  3  5. — Returns  and  return  26  USC  4401. 
information  with  respect  to  taxes  imposed  by  chapter  35  (relating 
to  taxes  on  wagering)  shall,  notwithstanding  any  other  provision 
of  this  section,  be  open  to  inspection  by  or  disclosure  only  to  such 
person  or  persons  and  for  such  purpose  or  purposes  as  are  pre- 
scribed by  section  4424. 
"(p)  Procedlt?e  and  Recordkeeping. — 

"(1)  ]Manner,  time,  and  place  of  inspections. — Requests  for 
the  inspection  or  disclosure  of  a  return  or  return  information  and 
such  inspection  or  disclosure  shall  be  made  in  such  manner  and  at 
such  time  and  place  as  shall  be  prescribed  by  the  Secretary. 
"(2)  Procedure. — 

"(A)  Reproduction  of  returns. — A  reproduction  or 
certified  reproduction  of  a  return  shall,  upon  written  request, 
be  furnished  to  any  person  to  whom  disclosure  or  inspection 
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of  such  return  is  authorized  under  this  section.  A  reasonable 
fee  may  be  prescribed  for  furnishing  such  reproduction  or 
certified  reproduction. 

"(B)  Disclosure  of  return  information. — Return  infor- 
mation disclosed  to  any  person  under  the  provisions  of  this 
title  may  be  provided  in  the  form  of  written  documents, 
reproductions  of  such  documents,  films  or  photoimpressions, 
or  electronically  produced  tapes,  disks,  or  records,  or  by  any 
other  mode  or  means  which  the  Secretary  determines  neces- 
sary or  appropriate.  A  reasonable  fee  may  be  prescribed  for 
furnishing  such  return  information. 

"(C)  Use  of  reproductions. — Any  reproduction  of  any 
return,  document,  or  other  matter  made  in  accordance  with 
this  paragraph  shall  have  the  same  legal  status  as  the  origi- 
nal, and  any  such  reproduction  shall,  if  properly  authen- 
ticated, be  admissible  in  evidence  in  any  judicial  or 
administrative  proceeding  as  if  it  were  the  original,  whether 
or  not  the  original  is  in  existence. 
"(3)  Records  of  inspection  and  disclosure. — 

"(A)  System  of  recordkeeping. — Except  as  otherwise 
provided  by  this  paragraph,  the  Secretary  shall  maintain  a 
permanent  system  of  standardized  records  or  accountings  of 
all  requests  for  inspection  or  disclosure  of  returns  and  return 
information  (including  the  reasons  for  and  dates  of  such 
requests)  and  of  returns  and  return  information  inspected  or 
disclosed  under  this  section.  Notwithstanding  the  provisions 
of  section  552a (c)  of  title  5,  United  States  Code,  the  Secretary 
shall  not  be  required  to  maintain  a  record  or  accounting  of 
requests  for  inspection  or  disclosure  of  returns  and  return 
information,  or  of  returns  and  return  information  inspected 
or  disclosed,  under  the  authority  of  subsections  (c),  (e),  (h) 
(1),  (3)  (A),  or  (4),  (i)  (4)  or  (6)  (A)  (ii),  (k)  (1),  (2),  or 
(6),  (1)  (1)  or  (4)(B)  or  (5),  (m),  or  (n).  The  records  or 
accountings  required  to  be  maintained  under  this  paragraph 
shall  be  available  for  examination  by  the  J oint  Committee  on 
Taxation  or  the  Chief  of  Staff  of  such  joint  committee.  Such 
record  or  accounting  shall  also  be  available  for  examination 
by  such  person  or  persons  as  may  be,  but  only  to  the  extent, 
authorized  to  make  such  examination  under  section  552a (c) 
(3)  of  title  5,  United  States  Code. 

"(B)  Report  by  the  secretary. — The  Secretary  shall, 
within  90  days  after  the  close  of  each  calendar  year,  furnish 
to  the  Joint  Committee  on  Taxation  a  report  with  respect 
to,  or  summary  of,  the  records  or  accountings  described  in 
subparagraph  (A)  in  such  form  and  containing  such  infor- 
mation as  such  joint  committee  or  the  Chief  of  Staff  of  such 
joint  committee  may  designate.  Such  report  or  summary  shall 
not,  however,  include  a  record  or  accounting  of  any  request 
by  the  President  under  subsection  (g)  for,  or  the  disclosure 
in  response  to  such  request  of,  any  return  or  return  informa- 
tion with  respect  to  any  individual  who,  at  the  time  of  such 
request,  was  an  officer  or  employee  of  the  executive  branch  of 
the  Federal  Government.  Such  report  or  summary,  or  any 
part  thereof,  may  be  disclosed  by  such  joint  committee  to  such 
persons  and  for  such  purposes  as  the  joint  committee  may. 
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by  record,  vote  of  a  majority  of  tlie  members  of  the  joint  com- 
mittee determine.  Report  to 

" (C)  Public  report  on  disclosures.— The  Secretary  shall,  ^^mmltttr^^ 
within  90  days  after  the  close  of  each  calendar  year,  furnish  to 
the  Joint  Committee  on  Taxation  for  disclosure  to  the  public 
a  report  with  respect  to  the  records  or  accountings  described 
in  subparagrai^h  (A)  which — 

'*  (i)  provides  with  respect  to  each  Federal  agency,  each 
agency,  body,  or  commission  described  in  subsection  (d) 
or  (1)  (3)  or  (6),  and  the  General  Accounting  Office  the 
number  of — 

"(I)  requests  for  disclosure  of  returns  and  return 
information, 

"(II)  instances  in  which  returns  and  return 
information  were  disclosed  pursuant  to  such 
requests, 

"(III)  taxpayers  whose  returns,  or  return  infor- 
mation with  respect  to  Avhom,  Avere  disclosed  i^ursu- 
ant  to  such  requests,  and 
"(ii)  describes  the  general  purposes  for  which  such 
requests  were  made, 
"(4)  Safeguards. — Any  Federal  agency  described  in  subsection 
(h)(2),  (i)  (1),  (2)  or  (5),  (j)(l)  or  (2),  (1)  (1),  (2),  or  (5), 
or  (o)  (1),  the  General  Accounting  Office,  or  any  agenc}',  body,  or 
commission  described  in  subsection  (d)  or  (1)  (3)  or  (6)  shall, 
as  a  condition  for  receiving  returns  or  return  information — 

"(A)  establish  and  maintain,  to  the  satisfaction  of  the  Sec- 
retary, a  permanent  system  of  standardized  records  with 
respect  to  any  request,  the  reason  for  such  request,  and  the 
date  of  such  request  made  by  or  of  it  and  an}'  disclosure  of 
return  or  return  information  made  b}'  or  to  it; 

"(B)  establish  and  maintain,  to  the  satisfaction  of  the  Sec- 
retary, a  secure  area  or  place  in  which  such  returns  or  return 
information  shall  be  stored; 

"(C)  restrict,  to  the  satisfaction  of  the  Secretary,  access  to 
the  returns  or  return  information  only  to  persons  whose 
duties  or  responsibilities  require  access  and  to  whom  dis- 
closure may  be  made  under  the  provisions  of  this  title ; 

"(D)  provide  such  other  safeguards  which  the  Secretary 
determines  (and  which  he  prescribes  in  regulations)  to  be 
necessary  or  appropriate  to  protect  the  confidentiality  of  the 
returns  or  return  information; 

"(E)  furnish  a  report  to  the  Secretary,  at  such  time  and 
containing  such  inforaiation  as  the  Secretaiw  may  prescribe, 
which  describes  the  procedures  established  and  utilized  by 
such  agency,  body,  or  commission  or  the  General  Accounting 
Office  for  ensuring  the  confidentialty  of  returns  and  return 
information  required  by  this  paragraph ;  and 

"(F)  upon  completion  of  use  of  such  returns  or  return 
information — 

"(i)  in  the  case  of  an  agency,  body,  or  commission 
described  in  subsection  (d)  or  (1)  (6) ,  return  to  the  Secre- 
tary such  returns  or  return  information  (along  with  any 
copies  made  therefrom)  or  make  such  returns  or  return 
information  undisclosable  in  any  manner  and  furnish  a 
written  report  to  the  Secretary  describing  such  manner; 
and 
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"(ii)  in  the  case  of  an  agency  described  in  subsections 
(h)  (2),  (i)  (1),  (2),  or  (5),  (j)  (1)  or,(2),  (1)  (1),  (2), 
or  (5) ,  or  (o)  ( 1) ,  the  commission  described  in  subsection 
(1)  (3) ,  or  the  General  Accounting  Office,  either — 

"(I)  return  to  the  Secretary  such  returns  or 
return  information  (along  with  any  copies  made 
therefrom), 

"(II)  otherwise  make  such  returns  or  return 
information  undisclosable,  or 

"(III)  to  the  extent  not  so  returned  or  made 
undisclosable,  ensure  that  the  conditions  of  subpara- 
graphs (A),  (B),  (C),  (D),  and  (E)  of  this  para- 
graph continue  to  be  met  with  respect  to  such 
returns  or  return  information, 
except  that  the  conditions  of  subparagraphs  (A),  (B),  (C),  (D), 
and  (E)  shall  cease  to  apply  with  respect  to  any  return  or  return 
information  if,  and  to  the  extent  that,  such  return  or  return 
information  is  disclosed  in  the  course  of  any  judicial  or  administra- 
tive proceeding  and  made  a  part  of  the  public  record  thereof.  If 
the  Secretary  determines  that  any  such  agency,  body,  or  com- 
mission or  the  General  Accounting  Office  has  failed  to,  or  does 
not,  meet  the  requirements  of  this  paragraph,  he  may,  after  any 
proceedings  for  review  established  under  paragraph  (7),  take 
such  actions  as  are  necessary  to  ensure  such  requirements  are  met, 
including  refusing  to  disclose  returns  or  return  information  to 
such  agency,  body,  or  commission  or  the  General  Accounting 
Office  until  he  determines  that  such  requirements  have  been  or  will 
be  met. 

"(5)  Report  on  procedures  and  safeguards. — After  the 
close  of  each  calendar  quarter,  the  Secretary  shall  furnish  to  each 
committee  described  in  subsection  (f )  (1)  a  report  which  describes 
the  procedures  and  safeguards  established  and  utilized  by  such 
agencies,  bodies,  or  commissions  and  the  General  Accounting 
Office  for  ensuring  the  confidentiality  of  returns  and  return  infor- 
mation as  required  by  this  subsection.  Such  report  shall  also 
describe  instances  of  deficiencies  in,  and  failure  to  establish  or 
utilize,  such  procedures. 

"  (6)  Audit  of  procedures  and  safeguards. — 

"(A)  Audit  by  comptroller  general. — The  Comptroller 
General  may  audit  the  procedures  and  safeguards  established 
by  such  agencies,  bodies,  or  commissions  pursuant  to  this 
subsection  to  determine  whether  such  safeguards  and  pro- 
cedures meet  the  requirements  of  this  subsection  and  ensure 
the  confidentiality  of  returns  and  return  information.  The 
Comptroller  General  shall  notify  the  Secretary  before  any 
such  audit  is  conducted. 

"(B)  Records  of  inspection  and  reports  by  the  comp- 
troller general. — The  Comptroller  General  shall — 

"(i)  maintain  a  permanent  system  of  standardized 
'  records  and  accountings  of  returns  and  return  informa- 

tion inspected  by  officers  and  employees  of  the  General 
Accounting  Office  under  subsection  (i)(6)(A)(ii)  and 
shall,  within  90  days  after  the  close  of  each  calendar 
year,  furnish  to  the  Secretary  a  report  with  respect  to, 
or  summary  of,  such  records  or  accountings  in  such  form 
and  containing  such  information  as  the  Secretary  may 
prescribe,  and 
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"(ii)  furnish  an  annual  report  to  each  committee    Report  to 
described  in  subsection  (f )  and  to  the  Secretary  setting  congressional 
forth  his  findings  with  respect  to  any  audit  conducted  committees, 
pursuant  to  subparagraph  ( A) . 
The  Secretary  may  disclose  to  the  Joint  Committee  any 
report  furnished  to  him  under  clause  (i) . 
"(7)  ADMixisTRATrvT:  RE^TEW. — The  Secretary  shall  by  regula-  Regulations, 
tions  prescribe  procedures  which  provide  for  administrative 
review  of  any  determination  under  paragraph  (4)  that  any 
agency,  body,  or  commission  described  in  subsection  (d)  has  failed 
to  meet  the  requirements  of  such  paragraph. 
"  (8)  State  law  reqore:m:ents. — 

"(A)  Safeguards. — Notwithstanding  any  other  provision 
of  this  section,  no  return  or  return  information  shall  be  dis- 
closed after  December  31,  1978,  to  any  officer  or  employee  of 
any  State  which  requires  a  taxpayer  to  attach  to,  or  include  in, 
any  State  tax  return  a  copy  of  any  portion  of  his  Federal 
return,  or  information  reflected  on  such  Federal  return,  unless 
such  State  adopts  provisions  of  law  which  protect  the  confi- 
dentiality of  the  copy  of  the  Federal  return  (or  portion 
thereof)  attached  to,  or  the  Federal  return  information 
reflected  on,  such  State  tax  return. 

"(B)  Disclosure  of  returns  or  return  information  in 
state  returns. — Nothing  in  subparagraph  (A)  shall  be  con- 
strued to  prohibit  the  disclosure  by  an  officer  or  employee  of 
any  State  of  any  copy  of  any  portion  of  a  Federal  return 
or  any  information  on  a  Federal  return  which  is  required  to 
be  attached  or  included  in  a  State  return  to  another  officer 
or  employee  of  such  State  (or  political  subdivision  of  such 
State)  if  such  disclosure  is  specifically  authorized  by  State 
law. 

"(q)  Regulations. — The  Secretary  is  authorized  to  prescribe  such 
other  regulations  as  are  necessary  to  carry  out  the  provisions  of  this 
section." 

(2)  Conforming  amendment. — The  table  of  sections  for  sub- 
chapter B  of  chapter  61  is  amended  by  striking  out  the  item 
relating  to  section  6103  and  inserting  in  lieu  thereof  the  following : 

"Sec.  6103.  Confidentiality    and    disclosure    of   returns    and  return 
information." 

(b)  Statistical  Publications  and  Studies. — Section  6108  (relating  26  USC  6108. 
to  publication  of  statistics  of  income)  is  amended  to  read  as  follows: 

*SEC.  6108.  STATISTICAL  PUBLICATIONS  AND  STUDIES. 

(a)  Publication  or  Other  Disclosure  of  Statistics  of  Income. — 
The  Secretary  shall  prepare  and  publish  not  less  than  annually 
statistics  reasonably  available  with  respect  to  the  operations  of 
the  internal  revenue  laws,  including  classifications  of  taxpayers  and 
of  income,  the  amounts  claimed  or  allowed  as  deductions,  exemptions, 
and  credits,  and  any  other  facts  deemed  pertinent  and  valuable. 

"  (b)  Specl\l  Statistical  Studies. — The  Secretary  may,  upon  writ- 
ten request  by  any  party  or  parties,  make  special  statistical  studies 
and  compilations  involving  return  information  (as  defined  in  section 
6103(b)  (2) )  and  furnish  to  such  party  or  parties  transcripts  of  any 
such  special  statistical  study  or  compilation.  A  reasonable  fee  may  be 
prescribed  for  the  cost  of  the  work  or  services  performed  for  such 
party  or  parties. 
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"(c)  Anonymous  Form. — No  publication  or  other  disclosure  of 
statistics  or  other  information  required  or  authorized  by  subsection 
(a)  or  special  statistical  study  authorized  by  subsection  (b)  shall  in 
any  manner  permit  the  statistics,  study,  or  any  information  so  pub- 
lished, furnished,  or  otherwise  disclosed  to  be  associated  with,  or 
otherwise  identify,  directly  or  indirectly,  a  particular  taxpayer." 
26  use  4102.  Inspection  of  Certain  Records  by  Local  Officers. — 

(1)  In  general. — Section  4102  (relating  to  inspection  of  rec- 
ords, returns,  etc.,  by  local  officers)  is  amended  to  read  as  follows : 

"SEC.  4102.  INSPECTION  OF  RECORDS  BY  LOCAL  OFFICERS. 

Regulations.  "Under  regulations  prescribed  by  the  Secretary,  records  required 

to  be  kept  with  respect  to  taxes  under  this  part  shall  be  open  to  inspec- 
tion by  such  officers  of  a  State,  or  a  political  subdivision  of  any  such 
State,  as  shall  be  charged  with  the  enforcement  or  collection  of  any 
tax  on  gasoline  or  lubricating  oils." 

(2)  Conforming  amendment. — The  table  of  sections  for  sub- 
part B  of  part  III  of  chapter  32  is  amended  by  striking  out  the 
item  relating  to  section  4102  and  inserting  in  lieu  thereof  the 
following : 

"Sec.  4102.  Inspection  of  records  by  local  officers." 

(d)  Penalty  for  Unauthorized  Disclosure  of  Information. — 
26  use  7213.       Section  7213  (relating  to  unauthorized  disclosure  of  information)  is 
amended  by  striking  out  subsection  (c),  redesignating  subsections 
(d)  and  (e)  as  (c)  and  (d),  respectively,  and  by  amending  subsec- 
tion (a)  to  read  as  follows: 

"(a)  Returns  and  Return  Information. — 

"(1)  Federal  employees  and  other  persons. — It  shall  be 
unlawful  for  any  officer  or  employee  of  the  United  States  or  any 
Ante,  p.  1681.  person  described  in  section  6103 (n)  (or  an  officer  or  employee  of 

any  such  person) ,  or  any  former  officer  or  employee,  to  disclose  to 
any  person,  except  as  authorized  in  this  title,  any  return  or  return 
Ante,  p.  1668.  information  (as  defined  in  section  6103(b)).  Any  violation  of 

this  paragraph  shall  be  a  felony  punishable  upon  conviction  by  a 
fine  in  any  amount  not  exceeding  $5,000,  or  imprisonment  of  not 
more  than  5  years,  or  both,  together  with  the  costs  of  prosecution, 
and  if  such  offense  is  committed  by  any  officer  or  employee  of  the 
United  States,  he  shall,  in  addition  to  any  other  punishment,  be 
dismissed  from  office  or  discharged  from  employment  upon  con- 
viction for  such  offense. 

"(2)  State  and  other  e^iployees. — It  shall  be  unlawful  for 
any  officer,  employee,  or  agent,  or  former  officer,  employee,  or 
agent,  of  any  State  (as  defined  in  section  6103(b)(5))  or  any 
local  child  support  enforcement  agency  to  disclose  to  any  person, 
except  as  authorized  in  this  title,  any  return  or  return  informa- 
tion (as  defined  in  section  6103(b))  acquired  by  him  or  another 
person  under  section  6103(d)  or  (1)(6).  Any  violation  of  this 
paragraph  shall  be  a  felony  i)unishable  hy  a  fine  in  any  amount 
not  exceeding  $5,000,  or  imprisonment  of  not  more  than  5  years, 
or  both,  together  with  the  costs  of  prosecution. 

"(3)  Other  persons. — It  shall  be  unlawful  for  any  person  to 
whom  any  return  or  return  information  (as  definea  in  section 
6103(b))  is  disclosed  in  a  manner  unauthorized  by  this  title  to 
thereafter  print  or  publish  in  any  manner  not  provided  by  law 
any  such  return  or  return  information.  Any  violation  of  this 
paragraph  shall  be  a  felony  punishable  by  a  fine  in  any  amount 
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not  exceeding  $5,000,  or  imprisonment  of  not  more  than  5  years, 
or  both,  together  with  the  costs  of  prosecution. 

•'(4)  Solicitation. — It  shall  be  unlawful  for  any  person  to  offer 
any  item  of  material  value  in  exchange  for  any  return  or  return 
information  (as  defined  in  section  6103(b))  and  to  receive  as  a  ^nte,  p.  1668. 
result  of  such  solicitation  any  such  return  or  return  information. 
Any  violation  of  this  paragraph  shall  be  a  felony  punishable  by 
a  fine  in  any  amount  not  exceeding  $5,000,  or  imprisonment  of  not 
more  than  5  years,  or  both,  together  with  the  costs  of  prosecution. 

"(5)  Shareholders. — It  shall  be  unlawful  for  any  person  to 
whom  a  return  or  return  information  (as  defined  in  section  6103 
(b) )  is  disclosed  pursuant  to  the  provisions  of  section  6103(e)  (1) 
(D)  (iii)  to  disclose  such  return  or  return  information  in  any 
manner  not  provided  by  law.  Any  violation  of  this  paragraph 
shall  be  a  felony  punishable  by  a  fine  in  a.ny  amount  not  to  exceed 
$5,000,  or  imprisonment  of  not  more  than  5  years,  or  both,  together 
with  the  costs  of  prosecution." 

(e)  CrviL  Da:mages  for  L^nattthorized  Disclosure  of  Returns 
AND  Return  Information. — 

(1)  In  general. — Part  I  of  subchapter  A  of  chapter  75  (relat- 
ing to  miscellaneous  penalties  and  forfeitures)  is  amended  by 
adding  at  the  end  thereof  the  following  new  section : 

"SEC.  7217.  CIVIL  DAMAGES  FOR  UNAUTHORIZED  DISCLOSURE  OF  26  USC  7217. 
RETURNS  AND  RETURN  INFORMATION, 
"(a)  General  Rule. — AVhenever  any  person  knowingly,  or  by  reason 
of  negligence,  discloses  a  return  or  return  information  (as  defined  in 
section  6103(b) )  with  respect  to  a  taxpayer  in  violation  of  the  provi- 
sions of  section  6103,  such  taxpayer  may  bring  a  civil  action  for  dam- 
ages against  such  person,  and  the  district  courts  of  the  United  States 
shall  have  jurisdiction  of  any  action  commenced  under  the  provisions 
of  this  section. 

"(b)  Damages. — In  any  suit  brought  under  the  provisions  of  sub- 
section (a) ,  upon  a  finding  of  liability  on  the  part  of  the  defendant,  the 
defendant  shall  be  liable  to  the  plaintiff  in  an  amount  equal  to  the 
sum  of — 

"(1)  actual  damages  sustained  by  the  plaintiff  as  a  result  of  the 
unauthorized  disclosure  of  the  return  or  return  information  and, 
in  the  case  of  a  willful  disclosure  or  a  disclosure  which  is  the  result 
of  gross  negligence,  jjunitive  damages,  but  in  no  case  shall  a  plain- 
tiff entitled  to  recovery  receive  less  than  the  sum  of  $1,000  with 
respect  to  each  instance  of  such  unauthorized  disclosure ;  and 
"  ( 2 )  the  costs  of  the  action. 
"(c)  An  action  to  enforce  any  liability  created  under  this  section 
may  be  brought,  without  regard  to  the  amount  in  controversy,  within 
2  years  from  the  date  on  which  the  cause  of  action  arises  or  at  any  time 
within  2  yeai-s  after  discovery  by  the  plaintiff  of  the  unauthorized 
disclosure." 

(2)  Conforming  amendment. — The  table  of  sections  for  such 
part  is  amended  by  adding  at  the  end  thereof  the  following  new 
item : 

"Sec.  7217.  Civil  damages  for  unauthorized  disclosure  of  returns  and 
return  information." 

(f)  Processing  or  Returns,  Return  Information,  and  Other 
Documents. — Section  7513  (relating  to  reproduction  of  returns  and   26  USC  7513. 
other  documents)  is  amended  by  striking  out  subsection  (c)  and  redes- 
ignating subsection  (d)  as  subsection  (c). 
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26  use  7852. 


26  use  6106. 
26  use  6323. 


26  use  7213. 


26  use  7515. 
26  use  7809. 


26  use  4424. 


26  use  6103 
note. 

26  use  7701. 

"Income  tax 

return 

preparer." 

26  use  1. 


(g)  Other  Applicable  Rules. — Section  7852  (relating  to  other 
rules  applicable  under  title  26)  is  amended  by  adding  at  the  end  thereof 
the  following  new  subsection : 

"(e)  Privacy  Act  of  1974. — The  provisions  of  subsections  (d)  (2), 
(3),  and  (4),  and  (g)  of  section  552a  of  title  5,  United  States  Code, 
shall  not  be  applied,  directly  or  indirectly,  to  the  determination  of  the 
existence  or  possible  existence  of  liability  (or  the  amount  thereof)  of 
any  person  for  any  tax,  penalty,  interest,  fine,  forfeiture,  or  other  impo- 
sition or  offense  to  which  the  provisions  of  this  title  apply." 

(h)  Technical  and  Conforming  Amendments. — 

(1)  Section  6106  (relating  to  publicity  of  unemployment  tax 
returns)  is  hereby  repealed. 

(2)  Section  6323  (relating  to  validity  and  priority  of  tax  liens 
against  certain  persons)  is  amended  by  striking  out  paragraph 
(3)  of  subsection  (i). 

( 3 )  Subsection  ( d )  of  section  7213  ( rel  ating  to  cross  references ) 
is  amended  by  striking  out  paragraph  (1)  and  inserting  in  lieu 
thereof : 

"(1)  Penalties  for  disclosure  of  information  by  preparers  of 
returns.— For  penalty  for  disclosure  or  use  of  information  by  preparers 
of  returns,  see  section  7216." 

(4)  Section  7515  (relating  to  special  statistical  studies  and  com- 
pilations and  other  services  on  request)  is  hereby  repealed. 

(5)  Subsection  (c)  of  section  7809  (relating  to  deposit  of  col- 
lections) is  amended  by  striking  out  in  paragraph  (1)  "section 
7515  (relating  to  special  statistical  studies  and  compilations  for 
other  services  on  request)"  and  inserting  in  lieu  thereof  "section 
6103 (p)  (relating  to  furnishing  of  copies  of  returns  or  of  return 
information),  and  section  6108(b)  (relating  to  special  statistical 
studies  and  compilations)". 

(6)  Subsection  (d)  of  section  4424  (relating  to  disclosure  of 
wagering  tax  information)  is  amended  by  striking  out  "6103(d)" 
and  inserting  in  lieu  thereof  "6103  ( f ) ". 

(i)  Effective  Date. — The  amendments  made  by  this  section  take 
effect  January  1,  1977. 

SEC.  1203,  INCOME  TAX  RETURN  PREPARERS. 

(a)    Definition. — Section  7701(a)    (relating  to  definitions)  is 
amended  by  adding  at  the  end  thereof  the  following  new  paragraph : 
"(36)  Income  tax  return  preparer. — 

"(A)  In  general. — The  term  'income  tax  return  preparer' 
means  any  person  who  prepares  for  compensation,  or  who 
employs  one  or  more  persons  to  prepare  for  compensation, 
any  return  of  tax  imposed  by  subtitle  A  or  any  claim  for 
refund  of  tax  imposed  by  subtitle  A.  For  purposes  of  the  pre- 
ceding sentence,  the  preparation  of  a  substantial  portion  of  a 
return  or  claim  for  refund  shall  be  treated  as  if  it  were  the 
preparation  of  such  return  or  claim  for  refund. 

"(B)  Exceptions. — A  person  shall  not  be  an  'income  tax 
return  preparer'  merely  because  such  person — 

"(i)  furnishes  typing,  reproducing,  or  other  mechani- 
cal assistance, 

"(ii)  prepares  a  return  or  claim  for  refund  of  the 
employer  (or  of  an  officer  or  employee  of  the  employer) 
by  whom  he  is  regularly  and  continuously  employed, 

"(iii)  prepares  a  return  or  claim  for  refund  for  any 
trust  or  estate  with  respect  to  which  he  is  a  fiduciary,  or 
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"(iv)  prepares  a  claim  lor  refund  for  a  taxpayer  in 
response  to  any  notice  of  deficiency  issued  to  such  tax- 
payer or  in  response  to  any  waiver  of  restriction  after  the 
commencement  of  an  audit  of  such  taxpayer  or  another 
taxpayer  if  a  determination  in  such  audit  of  such  other 
taxpayer  directly  or  indirectly  affects  the  tax  liability  of 
such  taxpayer." 

(b)  Assessable  Penalties  Where  Preparer  Understates  Tax- 
pater's  LlABILnY. — 

(1)  In  general. — Subchapter  B  of  chapter  68  (relating  to 
assessable  penalties)  is  amended  by  adding  at  the  end  thereof  the 
following  new  section : 
''SEC.  6694.  UNDERSTATEMENT  OF  TAXPAYER'S  LIABILITY  BY  INCOME    26  USC  6694. 
TAX  RETURN  PREPARER, 
''(a)  Negligent  or  Intentional  Disregard  of  Rules  and  Regula-  Penalties. 
TiONS. — If  any  part  of  any  understatement  of  liability  with  respect  to 
any  return  or  claim  for  refund  is  due  to  the  negligent  or  intentional 
disregard  of  rules  and  regulations  by  any  person  who  is  an  income  tax 
return  preparer  with  respect  to  such  return  or  claim,  such  person  shall 
pay  a  penalty  of  $100  with  respect  to  such  return  or  claim. 

"(b)  Willful  Understatement  of  Liability. — If  any  part  of  any 
understatement  of  liability  with  respect  to  any  return  or  claim  for 
refund  is  due  to  a  willful  attempt  in  any  manner  to  understate  the  lia- 
bility for  a  tax  by  a  person  who  is  an  income  tax  return  preparer  with 
respect  to  such  return  or  claim,  such  person  shall  pay  a  penalty  of  $500 
with  respect  to  such  return  or  claim.  With  respect  to  any  return  or 
claim,  the  amount  of  the  penalty  payable  by  any  person  by  reason  of 
this  subsection  shall  be  reduced  by  the  amount  of  the  penalty  paid  by 
such  person  by  reason  of  subsection  (a ) . 

"(c)  Extension  of  Period  of  Collection  Where  Preparer  Pays 
15  Percent  of  Penalty. — 

"(1)  In  general. — If,  within  30  days  after  the  day  on  which 
notice  and  demand  of  any  penalty  under  subsection  (a)  or  (b)  is 
made  against  any  person  who  is  an  income  tax  return  preparer, 
such  person  pays  an  amount  which  is  not  less  than  15  percent  of 
the  amount  of  such  penalty  and  files  a  claim  for  rfefund  of  the 
amount  so  paid,  no  levy  or  proceeding  in  court  for  the  collection 
of  the  remainder  of  such  penalty  shall  be  made,  begun,  or  prose- 
cuted until  the  final  resolution  of  a  proceeding  begun  as  provided 
in  paragraph  (2).  Notwithstanding  the  provisions  of  section  7421 
(a),  the  beginning  of  such  proceeding  or  levy  during  the  time 
such  prohibition  is  in  force  may  be  enjoined  by  a  proceeding  in 
the  proper  court. 

"  (2)  Preparer  must  bring  suit  in  district  court  to  determine 
his  liability  for  penalty. — If,  within  30  days  after  the  day  on 
which  his  claim  for  refund  of  any  partial  payment  of  any  penalty 
under  subsection  (a)  or  (b)  is  denied  (or,  if  earlier,  within  30 
days  after  the  expiration  of  6  months  after  the  day  on  which  he 
filed  the  claim  for  refund) ,  the  income  tax  return  preparer  fails 
to  begin  a  proceeding  in  the  appropriate  United  States  district 
court  for  the  determination  of  his  liability  for  such  penalty,  para- 
graph ( 1 )  shall  cease  to  apply  with  respect  to  such  penalty,  effec- 
tive on  the  day  following  the  close  of  the  applicable  30-day  period 
referred  to  in  this  paragraph. 

"(3)  Suspension  of  running  of  period  of  limitations  on  col- 
lection.— The  running  of  the  period  of  limitations  provided  in 
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section  6502  on  the  collection  by  levy  or  by  a  proceeding  in  court 
in  respect  of  any  penalty  described  in  paragraph  (1)  shall  be 
suspended  for  the  period  during  which  the  Secretary  is  prohibited 
from  collecting  by  levy  or  a  proceeding  in  court. 
"(d)  Abatement  or  Penalty  Where  Taxpayer's  Liability  Not 
Understated. — If  at  any  time  there  is  a  final  administrative  determi- 
nation or  a  final  judicial  decision  that  there  was  no  understatement  of 
liability  in  the  case  of  any  return  or  claim  for  refund  with  respect 
to  which  a  penalty  under  subsection  (a)  or  (b)  has  been  assessed, 
such  assessment  shall  be  abated,  and  if  any  portion  of  such  penalty 
has  been  paid  the  amount  so  paid  shall  be  refunded  to  the  person  who 
made  such  payment  as  an  overpayment  of  tax  without  regard  to  any 
period  of  limitations  which,  but  for  this  subsection,  would  apply  to 
the  making  of  such  refund. 

"  (e)  Understatement  of  Liability  Defined.— For  purposes  of  this 
section,  the  term  'understatement  of  liability'  means  any  understate- 
ment of  the  net  amount  payable  with  respect  to  any  tax  imposed  by 
26  use  1.  subtitle  A  or  any  overstatement  of  the  net  amount  creditable  or 

refundable  with  respect  to  any  such  tax.  Except  as  otherwise  provided 
in  subsection  (d),  the  determination  of  whether  or  not  there  is  an 
understatement  of  liability  shall  be  made  without  regard  to  any 
administrative  or  judicial  action  involving  the  taxpayer. 
"(f)  Cross  Reference. — 

"For  definition  of  income  tax  return  preparer,  see  section  7701 
Ante,  p.  1688  (a) (36)." 

(2)  Burden  of  proof  under  6694(b). — 

(A)  Subchapter  B  of  chapter  76  (relating  to  proceedings 
by  taxpayers  and  third  parties)  is  amended  by  redesignating 

26  use  7428.  section  7427  as  section  7428  and  by  inserting  after  section 

7426  the  following  new  section : 

26  use  7427.       "SEC.  7427.  INCOME  TAX  RETURN  PREPARERS. 

"In  any  proceeding  involving  the  issue  of  whether  or  not  an  income 
tax  return  preparer  has  willfully  attempted  in  any  manner  to  under- 
Ante,  p.  1689.       state  the  liability  for  tax  (within  the  meaning  of  section  6694(b) ) ,  the 
burden  of  proof  in  respect  to  such  issue  shall  be  upon  the  Secretary." 

( B )  The  table  of  sections  for  such  subchapter  B  is  amended 
by  striking  out  the  last  item  and  inserting  in  lieu  thereof  the  , 
following : 

"Sec.  7427.  Income  tax  return  preparers. 

"Sec.  7428.  Cross  references."  I 

(c)  Preparer  Must  Furnish  Copy  of  Keturn  to  Taxpayer  and  I 
i^IusT  Ketain  Copy  or  List. — Subchapter  B  of  chapter  61  (relating  j 
to  information  and  returns)  is  amended  by  inserting  after  section  j 
6106  the  following  new  section : 

26  use  6107        "SEC.  6107.  INCOME  TAX  RETURN  PREPARER  MUST  FURNISH  COPY  OF 

RETURN  TO  TAXPAYER  AND  MUST  RETAIN  A  COPY  OR 
LIST. 

"(a)  Furnishing  Copy  to  Taxpayer. — Any  person  who  is  an 
income  tax  return  preparer  with  respect  to  any  return  or  claim  for 
refund  shall  furnish  a  completed  copy  of  such  return  or  claim  to  the 
taxpayer  not  later  than  the  time  such  return  or  claim  is  presented  for 
such  taxpayer's  signature. 

"(b)  Copy  or  List  To  Be  Retained  by  Income  Tax  Retur?^ 
Preparer. — Any  person  who  is  an  income  tax  return  preparer  with 

\ 
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respect  to  a  return  or  claim  for  refund  shall,  for  the  period  ending  3 
years  after  the  close  of  the  return  period — 

"  (1)  retain  a  completed  copy  of  such  return  or  claim,  or  retain, 
on  a  list,  the  name  and  taxpayer  identification  number  of  the  tax- 
payer for  whom  such  return  or  claim  was  prepared,  and 

"(2)  make  such  copy  or  list  available  for  inspection  upon 
request  by  the  Secretary. 
"(c)  Regulattoxs. — The  Secretary  shall  prescribe  regulations 
under  which,  in  cases  where  2  or  more  persons  are  income  tax  return 
preparers  with  respect  to  the  same  return  or  claim  for  refund,  com- 
pliance with  the  requirements  of  subsection  (a)  or  (b),  as  the  case 
may  be,  of  one  such  person  shall  be  deemed  to  be  compliance  with  the 
requirements  of  such  subsection  by  the  other  persons. 

"(d)  DEFixmoxs. — For  purposes  of  this  section,  the  terms  'return' 
and  'claim  for  refund'  have  the  respective  meanings  given  to  such 
terms  by  section  6696  (e) ,  and  the  term  'return  period'  has  the  meaning  Post,  p.  1693. 
given  to  such  term  by  section  6060  (c) ."  Infra. 

(d)  Taxpayer  Idexteftixg  Number  of  Preparer  To  Be  Fur- 
nished.— Section  6109(a)  (relating  to  supplying  of  identifying  num-   26  USC  6109. 
bers)  is  amended  by  adding  at  the  end  thereof  the  following: 

"(4)   FuRXISmXG  IDEXTIFYIXC  XUMBER  OF  IXCOMF  TAX  RETURX 

preparer. — Any  return  or  claim  for  refund  prepared  by  an  income 
tax  return  preparer  shall  bear  such  identifying  number  for 
securing  proper  identification  of  such  preparer,  his  employer,  or 
both,  as  may  be  prescribed.  For  purposes  of  this  paragraph,  the  Definitions, 
terms  'return'  and  'claim  for  refund'  have  the  respective  mean- 
ings given  to  such  terms  by  section  6696  (e) . 
For  purposes  of  this  subsection,  the  identifying  number  of  an  indi- 
vidual (or  his  estate)  shall  be  such  individual's  social  security  account 
number." 

(e)  Preparer  Must  File  Axxual  Ixformatiox  Returx. — Part  III 
of  subchapter  A  of  chapter  61  (relating  to  information  returns)  is 
amended  by  adding  at  the  end  thereof  the  following  new  subpart : 

"Subpart  F — Information  Concerning  Income  Tax 
Return  Preparers 

"See.  6060.  Information  returns  of  income  tax  return  preparers. 
"SEC.  6060.   INFORMATION    RETURNS    OF    INCOME    TAX  RETURN 
PREPARERS. 

"(a)  Gexeral  Rule. — Any  person  who  employs  an  income  tax 
return  preparer  to  prepare  any  return  or  claim  for  refund  other  than 
for  such  pei-son  at  any  time  during  a  return  period  shall  make  a  return 
setting  forth  the  name,  taxpayer  identification  number,  and  place  of 
work  of  each  income  tax  return  preparer  employed  by  him  at  any 
time  during  such  period.  For  purposes  of  this  section,  any  individual 
who  in  acting  as  an  income  tax  return  preparer  is  not  the  employee 
of  another  income  tax  return  preparer  shall  be  treated  as  his  own 
employer.  The  return  required  by  this  section  shall  be  filed,  in  such 
manner  as  the  Secretary  may  by  regulations  prescribe,  on  or  before 
the  first  July  31  following  the  end  of  such  return  period. 

"(b)  Alterxative  Eeportixg, — In  lieu  of  the  return  required  by 
subsection  (a),  the  Secretary  may  approve  an  alternative  reporting 
method  if  he  determines  that  the  necessary  information  is  available 
to  him  from  other  sources. 

"(c)  Return  Period  Defixed. — For  purposes  of  subsection  (a), 
the  term  'return  period'  means  the  12-month  period  beginning  on 
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July  1  of  each  year,  except  that  the  first  return  period  shall  be  the 
6-month  period  beginning  on  J anuary  1,  1977,  and  ending  on  June  30, 
1977." 

(f)  Other  Assessable  Penalties  With  Respect  to  the  Prepara- 
tion OF  Income  Tax  Returns  for  Other  Persons. — Subchapter  B  of 
chapter  68  (relating  to  assessable  penalties)  is  amended  by  adding  at 
the  end  thereof  the  following  new  sections : 

26  use  6695.        "SEC.  6695.  OTHER  ASSESSABLE  PENALTIES  WITH  RESPECT  TO  THE 

PREPARATION  OF  INCOME  TAX  RETURNS  FOR  OTHER 
PERSONS. 

"(a)  Failure  To  Furnish  Copy  to  Taxpayer. — ^Any  person  who 
is  an  income  tax  return  preparer  with  respect  to  any  return  or  claim 
Ante,  p.  1690.  for  refund  who  fails  to  comply  with  section  6107 (a)  with  respect  to 
such  return  or  claim  shall  pay  a  penalty  of  $25  for  such  failure,  unless 
it  is  shown  that  such  failure  is  due  to  reasonable  cause  and  not  due  to 
willful  neglect. 

Regulations.  "(b)  FAILURE  To  SiGN  Return. — Any  person  who  is  an  income  tax 

return  preparer  with  respect  to  any  return  or  claim  for  refund,  who 
is  required  by  regulations  prescribed  by  the  Secretary  to  sign  such 
return  or  claim,  and  who  fails  to  comply  with  such  regulations  with 
respect  to  such  return  or  claim  shall  pay  a  penalty  of  $25  for  such 
failure,  unless  it  is  shown  that  such  failure  is  due  to  reasonable  cause 
and  not  due  to  willful  neglect. 

"(c)  Failure  To  Furnish  Identifying  Number. — Any  person  who 
is  an  income  tax  return  preparer  with  respect  to  any  return  or  claim  for  , 
refund  and  who  fails  to  comply  with  section  6109(a)  (4)  with  respect 
to  such  return  or  claim  shall  pay  a  penalty  of  $25  for  such  failure,  i 
unless  it  is  shown  that  such  failure  is  due  to  reasonable  cause  and  not 
due  to  willful  neglect. 

"(d)  Failure  To  Retain  Copy  or  List. — Any  person  who  is  an 
income  tax  return  preparer  with  respect  to  any  return  or  claim  for 
refund  who  fails  to  comply  with  section  6107  (b)  with  respect  to  such 
return  or  claim  shall  pay  a  penalty  of  $50  for  each  such  failure,  unless  j 
it  is  shown  that  such  failure  is  due  to  reasonable  cause  and  not  due  to  j 
willful  neglect.  The  maximum  penalty  imposed  under  this  subsection  i 
on  any  person  with  respect  to  any  return  period  shall  not  exceed 
$25,000. 

"(e)  Failure  To  File  Correct  Information  Return. — Any  person 
required  to  make  a  return  under  section  6060  who  fails  to  comply  with 
the  requirements  of  such  section  shall  pay  a  penalty  of — 

"(1)  $100  for  each  failure  to  file  a  return  as  required  under 
such  section,  and 

"(2)  $5  for  each  failure  to  set  forth  an  item  in  the  return  as 
required  under  such  section, 
unless  it  is  shown  that  such  failure  is  due  to  reasonable  cause  and  not  j 
due  to  willful  neglect.  The  maximum  penalty  imposed  under  this  sub-  ^ 
section  on  any  person  with  respect  to  any  return  period  shall  not 
exceed  $20,000. 

"(f)  Negotiation  of  Check. — Any  person  who  is  an  income  tax 
return  preparer  who  endorses  or  otherwise  negotiates  (directly  or 
through  an  agent)  any  check  made  in  respect  of  the  taxes  imposed  by 
26  use  1.  subtitle  A  which  is  issued  to  a  taxpayer  (other  than  the  income  tax 

return  preparer)  shall  pay  a  penalty  of  $500  with  respect  to  each  such 
check. 
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26  use  6211. 


-SEC.  6696.  RULES  APPLICABLE  WITH  RESPECT  TO  SECTIONS  6694  AND    26  USC  6696. 
6695. 

"  ( a)  Penalties  To  Be  Additioxal  to  Any  Other  Penalties. — The 
penalties  provided  by  section  6694  and  6695  shall  be  in  addition  to  any 
other  penalties  provided  by  law. 

^*(b)  Deficiency  Procedures  Not  To  Apply. — Subchapter  B  of 
chapter  63  (relating  to  deficiency  procedures  for  income,  estate,  gift, 
and  certain  excise  taxes)  shall  not  apply  with  respect  to  the  assessment 
or  collection  of  the  penalties  provided  by  sections  6694  and  6695. 

''(c)  Procedure  for  Claiming  Eefund. — Any  claim  for  credit  or  Regulations, 
refund  of  any  penalty  paid  under  section  6694  or  6695  shall  be  filed 
in  accordance  with  regulations  prescribed  by  the  Secretary. 
"(d)  Periods  OF  Limitation. — 

"(1)  Assessment. — The  amount  of  any  penalty  under  section 
6694(a)  or  mider  section  6695  shall  be  assessed  within  3  years 
after  the  return  or  claim  for  refund  with  respect  to  which  the 
penalty  is  assessed  was  filed,  and  no  proceeding  in  court  without 
assessment  for  the  collection  of  such  tax  shall  be  begun  after  the 
expiration  of  such  period.  In  the  case  of  any  penalty  under  section 
6694(b) ,  the  penalty  may  be  assessed,  or  a  proceeding  in  court  for 
the  collection  of  the  penalty  may  be  begun  without  assessment, 
at  any  time. 

"(•2)  Claim  for  refund. — Except  as  provided  in  section  6694 
(d),  any  claim  for  refund  of  an  overpayment  of  any  penalty 
assessed  under  section  6694  or  6695  shall  be  filed  within  3  years 
from  the  time  the  penalty  was  paid. 
"(e)  Definitions. — For  purposes  of  sections  6694  and  6695 — 

"(1)  Return. — The  term  'return'  means  any  return  of  any  tax 
imposed  by  subtitle  A. 

"(2)  Claim  for  refund. — The  term  'claim  for  refund'  means  a 
claim  for  refund  of,  or  credit  against,  any  tax  imposed  by  sub- 
title A." 

(g)  Authority  To  Seek  Injunction  Against  Income  Tax  Eeturn 
Preparers. — Subchapter  A  of  chapter  76  (relating  to  civil  actions  by 
the  United  States)  is  amended  by  redesignating  section  7407  as  section 
7408  and  by  inserting  after  section  7406  the  following  new  section: 

"SEC.  7407.  ACTION  TO  ENJOIN  INCOME  TAX  RETURN  PREPARERS.        26  USC  7407. 

"  (a)  Authority  To  Seek  Injunction. — Except  as  provided  in  sub- 
section (c),  a  civil  action  in  the  name  of  the  United  States  to  enjoin 
any  person  who  is  an  income  tax  return  preparer  from  further  engag- 
ing in  any  conduct  described  in  subsection  (b)  or  from  further  acting 
as  an  income  tax  return  preparer  may  be  commenced  at  the  request 
of  the  Secretary.  Any  action  under  this  section  shall  be  brought  in 
the  District  Court  of  the  United  States  for  the  district  in  which  the 
income  tax  preparer  resides  or  has  his  principal  place  of  business  or 
in  which  the  taxpayer  with  respect  to  whose  income  tax  return  the 
action  is  brought  resides.  The  court  may  exercise  its  jurisdiction  over 
such  action  (as  provided  in  section  7402(a) )  separate  and  apart  from 
any  other  action  brought  by  the  United  States  against  such  income 
tax  preparer  or  any  taxpayer. 

"(b)  Adjudication  and  Decrees. — In  any  action  under  subsection 
(a) ,  if  the  court  finds — 

"  (1)  that  an  income  tax  return  preparer  has — 

"(A)  engaged  in  any  conduct  subject  to  penalty  under 
section  6694  or  6695,  or  subject  to  any  criminal  penalty  pro- 
vided by  this  title, 
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"(B)  misrepresented  his  eligibility  to  practice  before  the 
Internal  Revenue  Service,  or  otherwise  misrepresented  his 
experience  or  education  as  an  income  tax  return  preparer, 
"(C)  guaranteed  the  payment  of  any  tax  refund  or  the 
allowance  of  any  tax  credit,  or 

"(D)  engaged  in  any  other  fraudulent  or  deceptive  con- 
duct which  substantially  interferes  with  the  proper  adminis- 
tration of  the  Internal  Revenue  laws,  and 
"(2)  that  injunctive  relief  is  appropriate  to  prevent  the  recur- 
rence of  such  conduct, 
the  court  may  enjoin  such  person  from  further  engaging  in  such 
conduct.  If  the  court  finds  that  an  income  tax  return  preparer  has 
continually  or  repeatedly  engaged  in  any  conduct  described  in  sub- 
paragraphs (A)  through  (D)  of  this  subsection  and  that  an  injunc- 
tion prohibiting  such  conduct  would  not  be  sufficient  to  prevent  such 
person's  interference  with  the  proper  administration  of  this  title,  the 
court  may  enjoin  such  person  from  acting  as  an  income  tax  return 
preparer. 

"(c)  Bond  To  Stay  Injunction. — No  action  to  enjoin  under  sub- 
section (b)(1)(A)  shall  be  commenced  or  pursued  with  respect  to 
any  income  tax  return  preparer  who  files  and  maintains,  with  the 
Secretary  in  the  internal  revenue  district  in  which  is  located  such 
preparer's  legal  residence  or  principal  place  of  business,  a  bond  in 
a  sum  of  $50,000  as  surety  for  the  payment  of  penalties  under  section 

Ante,  p.  1689;       6694  and  6695." 

Post,  p.  1878;  (h)  Cross  References. — • 

Ante,  p.  1692.  (1)  Section  6503(h),  as  redesignated  by  this  Act,  is  amended 

26  use  6503.  by  adding  at  the  end  thereof  the  following  new  paragraph : 

"(4)  Income  tax  return  preparers,  see  section  6694(c)(3).** 
26  use  6504.  (2)  Section  6504,  as  amended  by  this  Act,  is  amended  by  adding 

at  the  end  thereof  the  following  new  paragraph : 

"(11)  Assessment  of  civil  penalties  under  section  6694  or  6695,  see 
section  6696(d)(1)." 

26  use  6511.  (3)  Section  6511(g)  is  amended  by  adding  at  the  end  thereof 

the  following  new  paragraph : 

"(7)  For  a  period  of  limitations  for  refund  of  an  overpayment  of 
penalties  imposed  under  section  6694  or  6695,  see  section  6696(d)(2).*' 

(i)  Conforming  Amendments. — 

(1)  The  table  of  subparts  for  part.  Ill  of  suchapter  A  of  chap- 
ter 61  is  amended  by  adding  at  the  end  thereof  the  following  new 
item : 

"Subpart  F.  Information  concerning  income  tax  return  preparers." 

(2)  The  table  of  sections  for  subchapter  B  of  chapter  61  is 
amended  by  inserting  immediately  after  the  item  relating  to  sec- 
tion 6106  the  following  new  item : 

"Sec.  6107.  Income  tax  return  preparer  must  furnish  copy  of  return  to 
taxpayer  and  must  retain  a  copy  or  list." 

(3)  The  table  of  sections  for  subchapter  B  of  chapter  68  is 
amended  by  adding  at  the  end  thereof  the  following  new  items  : 

"Sec.  6694.  Understatement  of  taxpayer's  liability  by  income  tax  return 
preparer. 

"Sec.  6695.  Other  assessable  penalties  with  respect  to  the  preparation  of 

income  tax  returns  for  other  persons. 
"Sec.  6696.  Rules  applicable  with  respect  to  sections  6694  and  6695." 
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(4)  The  table  of  sections  for  subchapter  A  of  chapter  76  is 
amended  by  striking  out  the  last  item  and  inserting  in  lieu  thereof 
the  following: 

"Sec.  7407.  Action  to  enjoin  income  tax  return  preparers. 
"Sec.  7408.  Cross  references." 

(j)  Effectiv'e  Date. — The  amendments  made  by  this  section  shall    26  USC  7701 
apply  to  documents  prepared  after  December  31, 1976.  "®^®* 
SEC.  1204.  JEOPARDY  AND  TERMINATION  ASSESSMENTS. 

(a)  Review  of  Jeopardy  and  Termination  Assessments. — Sub- 
chapter B  of  chapter  76  (relating  to  proceedings  by  taxpayers  and 
third  parties)  is  amended  by  inserting  after  section  7428  the  following 
new  section : 

"SEC.  7429.  REVIEW  OF  JEOPARDY  ASSESSMENT  PROCEDURES.  26  USC  7429. 

"(a)  Administrative  Review. — 

"(1)  Information  to  taxpayer. — Within  5  days  after  the  day 
on  which  an  assessment  is  made  under  section  6851(a),  6861(a), 
or  6862,  the  Secretary  shall  provide  the  taxpayer  with  a  written 
statement  of  the  information  upon  which  the  Secretary  relies  in 
making  such  assessment. 

"(2)  Request  for  RE\^EW. — ^Within  30  days  after  the  day  on 
which  the  taxpayer  is  furnished  the  written  statement  described  in 
paragraph  ( 1 ) ,  or  within  30  days  after  the  last  day  of  the  period 
within  which  such  statement  is  required  to  be  furnished,  the  tax- 
payer may  request  the  Secretary  to  review  the  action  taken. 

"(3)  Redetermination  by  secretary. — After  a  request  for 
review  is  made  under  paragraph  (2),  the  Secretary  shall  deter- 
mine whether  or  not — 

"(A)  the  making  of  the  assessment  under  section  6851, 
6861,  or  6862,  as  the  case  may  be,  is  reasonable  under  the 
circumstances,  and 

"(B)  the  amount  so  assessed  or  demanded  as  a  result  of  the 
action  taken  under  section  6851,  6861,  or  6862  is  appropriate 
under  the  circumstances. 
"(b)  Judicial  Review. — 

"  (1)  Actions  permitted. — Within  30  days  after  the  earlier  of — 
"(A)  the  day  the  Secretary  notifies  the  taxpayer  of  his 
determination  described  in  subsection  (a)  (3) ,  or 

"(B)  the  16th  day  after  the  request  described  in  subsection 
(a)  (2)  was  made, 
the  taxpayer  may  bring  a  civil  action  against  the  United  States 
in  a  district  court  of  the  United  States  for  a  determination  under 
this  subsection. 

"  (2)  Determination  by  district  court. — Within  20  days  after 
an  action  is  commenced  under  paragraph  (1),  the  district  court 
shall  determine  whether  or  not — 

"(A)  the  making  of  the  assessment  under  section  6851, 
6861,  or  6862,  as  the  case  may  be,  is  reasonable  under  the  cir- 
cumstances, and 

"(B)  the  amount  so  assessed  or  demanded  as  a  result  of  the 
action  taken  under  section  6851,  6861,  or  6862,  is  appropriate 
under  the  circumstances. 
"(3)  Order  of  district  court. — If  the  court  determines  that 
the  making  of  such  assessment  is  unreasonable  or  that  the  amount 
assessed  or  demanded  is  inappropriate,  the  court  may  order  the 
Secretary  to  abate  such  assessment,  to  redetermine  (in  whole  or 
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in  part)  the  amount  assessed  or  demanded,  or  to  take  such  other 
action  as  the  court  finds  appropriate. 
"  (c)  Extension  of  20-Day  Period  Where  Taxpayer  So  ReiQuests. — 
If  the  taxpayer  requests  an  extension  of  the  20-day  period  set  forth  in 
subsection  (b)  (2)  and  establishes  reasonable  grounds  why  such  exten- 
sion should  be  granted,  the  district  court  may  grant  an  extension  of  not 
more  than  40  additional  days. 

"(d)  Computation  or  Days. — For  purposes  of  this  section,  Satur- 
day, Sunday,  or  a  legal  holiday  in  the  District  of  Columbia  shall  not 
be  counted  as  the  last  day  of  any  period. 

"(e)  Venue. — A  civil  action  under  subsection  (b)  shall  be  com- 
menced only  in  the  judicial  district  described  in  section  1402(a)  (1) 
or  (2)  of  title  28,  LTnited  States  Code. 

"(f)  Finality  of  Determination. — Any  determination  made  by  a 
district  court  under  this  section  shall  be  final  and  conclusive  and  shall 
not  be  reviewed  by  any  other  court. 
"(g)  Burden  of  Proof. — 

"(1)  Reasonableness  of  termination  or  jeopardy  assess- 
ment.— In  an  action  under  subsection  (b)  involving  the  issue  of 
whether  the  making  of  an  assessment  under  section  6851,  6861,  or 
6862  is  reasonable  under  the  circumstances,  the  burden  of  proof  in 
respect  to  such  issue  shall  be  upon  the  Secretary. 

"  (2)  Reasonableness  of  amoltnt  of  assessment. — In  an  action 
under  subsection  (b)  involving  the  issue  of  whether  an  amount 
assessed  or  demanded  as  a  result  of  action  taken  under  section 
6851,  6861,  or  6862  is  appropriate  under  the  circumstances,  the 
Secretary  shall  provide  a  written  statement  which  contains  any 
information  with  respect  to  which  his  determination  of  the 
amount  assessed  was  based,  but  the  burden  of  proof  in  respect  of 
such  issue  shall  be  upon  the  taxpayer." 
(b)  Jeopardy  Assessment  of  Income  Tax. — 

(1)   Termination  assessments. — So  much  of  section  6851 
(relating  to  termination  of  taxable  year)  as  precedes  subsection 
(c)  is  amended  to  read  as  follows : 
26  use  6851,       "SEC.  6851.  TERMINATION  ASSESSMENTS  OF  INCOME  TAX. 
"(a)  Authority  FOR  Making. — 

"(1)  In  general. — If  the  Secretary  finds  that  a  taxpayer 
designs  quickly  to  depart  from  the  United  States  or  to  remove  his 
property  therefrom,  or  to  conceal  himself  or  his  property  therein, 
or  to  do  any  other  act  (including  in  the  case  of  a  corporation  dis- 
tributing all  or  a  part  of  its  assets  in  liquidation  or  otherwise) 
tending  to  prejudice  or  to  render  wholly  or  partially  ineffectual 
proceedings  to  collect  the  income  tax  for  the  current  or  the  imme- 
diately preceding  taxable  year  unless  such  proceeding  be 
brought  without  delay,  the  Secretary  shall  immediately  make  a 
determination  of  tax  for  the  current  taxable  year  or  for  the  pre- 
ceding taxable  year,  or  both,  as  the  case  may  be,  and  notwith- 
standing any  other  provision  of  law,  such  tax  shall  become 
immediately  due  and  payable.  The  Secretary  shall  immediately 
assess  the  amount  of  the  tax  so  determined  (together  with  all 
interest,  additional  amounts,  and  additions  to  the  tax  provided 
by  law)  for  the  current  taxable  year  or  such  preceding  taxable 
year,  or  both,  as  the  case  may  be,  and  shall  cause  notice  of  such 
determination  and  assessment  to  be  given  the  taxpayer,  together 
with  a  demand  for  immediate  payment  of  such  tax. 
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"(2)  CoMPrTATiox  OF  TAX. — III  the  case  of  a  current  taxable 
year,  the  Secretary  shall  detennme  the  tax  for  the  period  begin- 
ning on  the  first  day  of  such  current  taxable  year  and  ending  on 
the  date  of  the  determination  under  paragraph  (1)  as  though 
such  period  were  a  taxable  year  of  the  taxpayer,  and  shall  take 
into  account  any  prior  determination  made  under  this  subsection 
with  respect  to  such  current  taxable  year. 

"(3)  Teeataeext  of  A:^iorxTS  collected. — Any  amounts  col- 
lected as  a  result  of  any  assessments  under  this  subsection  shall, 
to  the  extent  thereof,  be  treated  as  a  payment  of  tax  for  such  tax- 
able year. 

''(4)  This  sectiox  ix applicable  where  sectiox  esei  applies. — 
This  section  shall  not  authorize  any  assessment  of  tax  for  the  pre- 
ceding taxable  year  which  is  made  after  the  due  date  of  the 
taxpayer's  return  for  such  taxable  year  (determined  with  regard 
to  any  extensions) . 
"(b)  Xottce  of  Deficiexcy. — If  an  assessment  of  tax  is  made  under 
the  authority  of  subsection  (a) .  the  Secretary  shall  mail  a  notice  under 
section  6212(a)  for  the  taxpayer's  full  taxable  year  (determined  with- 
out regard  to  any  action  taken  under  subsection  (a) )  with  respect  to 
which  such  assessment  was  made  within  60  days  after  the  later  of  (i) 
the  due  date  of  the  taxpayer's  return  for  such  taxable  year  (determined 
with  regard  to  any  extensions) ,  or  (ii)  the  date  such  taxpayer  files  such 
return.  Such  deficiency  may  be  in  an  amount  greater  or  less  than  the 
amount  assessed  under  subsection  (a)." 

(2)  BoxDS. — Section  6851  is  amended  by  striking  out  subsection    26  USC  6851. 
(e)  (relating  to  bonds)  and  inserting  in  lieu  thereof  the  following : 
"(e)  Sectioxs  6861  (f)  axd  (g)  To  Apply. — The  provisions  of  sec- 
tion 6861(f)  (relating  to  collection  of  unpaid  amounts)  and  6861(g) 
(relating  to  abatement  if  jeopardy  does  not  exist)  shall  apply  with 
respect  to  any  assessment  made  under  subsection  (a). 
"(f)  Cross  Referexces. — 

"(1)  For  provisions  permitting  immediate  levy  in  case  of  jeopardy,  see 

section  6331(a). 

"(2)  For  provisions  relating  to  the  review  of  jeopardy,  see  section  . 
7429."  Ante,  p.  1695. 

(c)  Techxical  axd  CoxFORinxG  Amexdmexts. — 

(1)  Section  1346(e)  of  title  28,  United  States  Code  (relat- 
ing to  jurisdiction  of  district  courts  with  the  United  States  as 
defendant)  is  amended  by  inserting  "or  section  7429"  immedi- 
ately after  "section  7426". 

(2)  Section  443(a)(3)    (relating  to  returns  for  terminated   26  USC  443. 
period)  is  repealed. 

(3)  Section  6091(b)  (relating  to  place  for  filing  returns)  is    26  USC  6091. 
amended — 

(A)  by  striking  out  "and''  at  the  end  of  paragraph  (1)  (B) 
(iii)  thereof,  and  by  striking  out  paragraph  (1)  (B)  (iv)  and 
the  matter  following  such  paragraph  and  inserting  in  lieu 
thereof  the  following: 

"(iv)  nonresident  alien  persons,  and  Regulations, 
"(v)  persons  with  respect  to  whom  an  assessment  was 
made  under  section  6851(a)   (relating  to  termination 
assessments)  with  respect  to  the  taxable  year, 
shall  be  made  at  such  place  as  the  Secretary  may  by  regulations 
designate.";  and 

(B)  by  striking  out  "and"  at  the  end  of  paragraph  (2)  (B) 
(ii),  and  by  striking  out  paragraph  (2)  (B)  (iii)  and  the 
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matter  following  such  paragraph  and  inserting  in  lieu 
thereof  the  following: 
Regulations.  "(iii)  foreign  corporations,  and 

"  (iv)  corporations  with  respect  to  which  an  assessment 
was  made  under  section  6851(a)  (relating  to  termina- 
tion assessments)  with  respect  to  the  taxable  year, 
shall  be  made  at  such  place  as  the  Secretary  may  by  regulations 
designate." 

26  use  6211.  (4)  Section  6211  (b)  (1)  (relating  to  rules  for  determining  defi- 

ciencies) is  amended  by  striking  out  "and"  after  "31,"  and  by 
inserting  before  the  period  at  the  end  thereof  the  following:  ", 
and  without  regard  to  any  credits  resulting  from  the  collection 
of  amounts  assessed  under  section  6851  (relating  to  termination 
assessments)". 

26  use  6212.  (5)  Section  6212(c)  (relating  to  restrictions  on  further  defi- 

ciency letters)  is  amended  by  inserting  after  "errors) ,"  the  follow- 
ing: "in  section  6851  (relating  to  termination  assessments),". 

26  use  6313.  (6)  Section  6213(a)  (relating  to  time  for  filing  petition  with 

the  Tax  Court)  is  amended  by  inserting  "section  6851  or"  before 
"section  6861". 

26  use  6863.  (7)  Section  6863(a)  (relating  to  bond  to  stay  collection)  is 

amended — 

(A)  by  striking  out  "6861"  and  inserting  in  lieu  thereof 
"6851,  6861,"; 

(B)  by  striking  out  "a  jeopardy  assessment"  in  the  first 
,  ,                sentence  thereof  and  inserting  in  lieu  thereof  "an  assess- 
ment"; and 

(C)  by  striking  out  "the  jeopardy  assessment"  each  place 
it  appears  therein  and  inserting  in  lieu  thereof  "such 
assessment". 

(8)  Section  6863(b)  (3)  (A)  (relating  to  stay  of  sale  of  seized 
property)  is  amended  to  read  as  follows: 

"(A)  General  rule. — Where,  notwithstanding  the  provi- 
sions of  section  6213(a),  an  assessment  has  been  made  under 
section  6851  or  6861,  the  property  seized  for  collection  of  the 
tax  shall  not  be  sold — 

"(i)  before  the  expiration  of  the  periods  described  in 
subsection  (c)(1)  (A)  and  (B), 

"(ii)  before  the  issuance  of  the  notice  of  deficiency 
described  in  section  6851(b)  or  6861(b),  and  the  expira- 
tion of  the  period  provided  in  section  6213(a)  for  filing 
a  petition  with  the  Tax  Court,  and 

"(iii)  if  a  petition  is  filed  with  the  Tax  Court  (whether 
before  or  after  the  making  of  such  assessment),  before 
the  expiration  of  the  period  during  which  the  assessment 
of  the  deficiency  would  be  prohibited  if  neither  sections 
6851(a)  nor  6861(a)  were  applicable. 
Clauses  (ii)  and  (iii)  shall  not  apply  in  the  case  of  a  termina- 
tion assessment  under  section  6851  if  the  taxpayer  does  not  file 
a  return  for  the  taxable  year  by  the  due  date  (determined 
with  regard  to  any  extensions)." 

(9)  Section  6863  (relating  to  stay  of  collection  of  jeopardy 
assessments)  is  amended  by  adding  at  the  end  thereof  the  follow- 
ing new  subsection: 

"(c)  Stay  of  Sale  of  Seized  Property  Pending  District  Court 
Ante,  p.  1695.       DETERMINATION  Under  Section  7429. — 
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"(1)  General  rule. — ^lYhere  a  jeopardy  assessment  has  been 
made  under  section  6862(a) ,  the  property  seized  for  the  collection 
of  the  tax  shall  not  be  sold — 

"(A)  if  a  civil  action  is  commenced  in  accordance  with  sec- 
tion 7429  (b),  on  or  before  the  day  on  which  the  district  court 
judgment  in  such  action  becomes  final,  or 

"(B)  if  subparagraph  (A)  does  not  apply,  before  the  day 
after  the  expiration  of  the  period  provided  in  section  7429(a) 
for  requesting  an  administrative  review,  and  if  such  review 
is  requested,  before  the  day  after  the  expiration  of  the  period 
provided  in  section  7429(b),  for  commencing  an  action  in  the 
district  court. 

"(2)  ExcEPTioxs. — With  respect  to  any  property  described 
in  paragraph  (1),  the  exceptions  pro\dded  by  subsection  (b)  (3) 
(B)  shall  apply." 

(10)  Section  7103(a)  (4)  (relating  to  a  cross  reference)  is 
repealed. 

(11)  Section  7421(a)  (relating  to  prohibition  of  suits  to 
restrain  assessment  or  collection  of  taxes)  is  amended  by  striking 
out  "and  7426  (a)  and  (b)(1)"  and  inserting  in  lieu  thereof 
"7426  (a)  and  (b)(1),  and  7429(b)". 

(12)  The  table  of  sections  for  part  I  of  subchapter  A  of  chapter 
70  is  amended  to  read  as  follows: 

"Sec.  6851.  Termination  assessments  of  income  tax." 

(13)  The  table  of  sections  for  subchapter  B  of  chapter  76  is 
amended  by  inserting  after  the  item  relating  to  section  7428 
the  following: 

"Sec.  7429.  Review  of  jeopardy  assessment  procedures." 
(d)  Effective  Date. — The  amendments  made  by  this  section  apply 
with  respect  to  action  taken  under  section  6851,  6861,  or  6862  of  the 
Internal  Revenue  Code  of  1954  where  the  notice  and  demand  takes 
place  after  December  31, 1976. 

SEC.  1205.  ADMINISTRATIVE  SUMMONS. 

(a)  Requirement  That  Notice  Be  Served  on  Person  Whose 
Books,  Etc.,  Are  Being  Summoned. — Subchapter  A  of  chapter  78 
(relating  to  examination  and  inspection)  is  amended  by  redesignating 
section  7609  as  section  7611  and  by  inserting  after  section  7608  the 
following  new  sections : 
"SEC.  7609.  SPECIAL  PROCEDURES  FOR  THIRD-PARTY  SUMMONSES.  26  USC  7609. 
"(a)  Notice. — 

"  ( 1 )  In  general. — If — 

"(A)  any  summons  described  in  subsection  (c)  is  served 
on  any  person  who  is  a  third-party  recordkeeper,  and 

"(B)  the  summons  requires  the  production  of  any  portion 
of  records  made  or  kept  of  the  business  transactions  or  affairs 
of  any  person  (other  than  the  person  summoned)  who  is 
identified  in  the  description  of  the  records  contained  in  the 
summons, 

then  notice  of  the  summons  shall  be  given  to  any  person  so 
identified  within  3  days  of  the  day  on  which  such  service  is  made, 
but  no  later  than  the  14th  day  before  the  day  fixed  in  the  sum- 
mons as  the  day  upon  which  such  records  are  to  be  examined. 
Such  notice  shall  be  accompanied  by  a  copy  of  the  summons  which 
has  been  served  and  shall  contain  directions  for  staying  compli- 
ance with  the  summons  under  subsection  (b)  (2). 


Ante,  p.  1695. 


26  USC  7103. 
26  USC  7421. 


26  USC  6851 
note. 
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"(2)  Sufficiency  of  notice. — Such  notice  shall  be  sufficient  if, 
on  or  before  such  third  day,  such  notice  is  served  in  the  manner 
26  use  7603.  provided  in  section  7603  (relating  to  service  of  summons)  upon 

the  person  entitled  to  notice,  or  is  mailed  by  certified  or  registered 
mail  to  the  last  known  address  of  such  person,  or,  in  the  absence 
of  a  last  known  address,  is  left  with  the  person  summoned.  If 
such  notice  is  mailed,  it  shall  be  sufficient  if  mailed  to  the  last 
known  address  of  the  person  entitled  to  notice  or,  in  the  case  of 
notice  to  the  Secretary  under  section  6903  of  the  existence  of  a 
fiduciary  relationship,  to  the  last  known  address  of  the  fiduciary 
of  such  person,  even  if  such  person  or  fiduciary  is  then  deceased, 
under  a  legal  disability,  or  no  longer  in  existence. 

"  (3)  Third-party  recordkeeper  defined. — For  purposes  of  this 
subsection,  the  term  'third-party  recordkeeper'  means — 

"(A)  any  mutual  savings  bank,  cooperative  bank,  domestic 
building  and  loan  association,  or  other  savings  institution 
chartered  and  supervised  as  a  savings  and  loan  or  similar 
association  under  Federal  or  State  law,  any  bank  (as  defined 
in  section  581),  or  any  credit  union  (within  the  meaning  of 
section  501(c)  (14)  (A) )  ; 

"(B)  any  consumer  reporting  agency  (as  defined  under  sec- 
tion 603(d)  of  the  Fair  Credit  Reporting  Act  (15  U.S.C. 
1681a(f))); 

"(C)  any  person  extending  credit  through  the  use  of  credit 
:       cards  or  similar  devices ; 
!  V  >        "(D)  any  broker  (as  defined  in  section  3(a)(4)  of  the 
Securities  Exchange  Act  of  1934  (15  U.S.C,  78c(a)(4)))  ; 
"(E)  any  attorney ;  and 
.  .        .  .  "(F)  any  accountant. 

"(4)  Exceptions. — Paragraph  (1)  shall  not  apply  to  any 
summons — 

"(A)  served  on  the  person  with  respect  to  whose  liability 
the  summons  is  issued,  or  any  officer  or  employee  of  such 
person, 

'    i  "(B)  to  determine  w^iether  or  not  records  of  the  business 

transactions  or  affairs  of  an  identified  person  have  been  made 
or  kept,  or 

"(C)  described  in  subsection  (f). 
"(5)  Nature  or  summons. — Any  summons  to  which  this  sub- 
section applies  (and  any  summons  in  aid  of  collection  described 
in  subsection  (c)(2)(B))  shall  identify  the  taxpayer  to  whom 
the  summons  relates  or  the  other  person  to  whom  the  records 
pertain  and  shall  provide  such  other  information  as  will  enable 
the  person  summoned  to  locate  the  records  required  under  the 
summons. 

"(b)  Right  To  Intervene;  Right  To  Stay  Compliance. — 

"  (1)  Intervention. — Notwithstanding  any  other  law  or  rule  of 
law,  any  person  who  is  entitled  to  notice  of  a  summons  under 
subsection  (a)  shall  have  the  right  to  intervene  in  any  proceeding 
with  respect  to  the  enforcement  of  such  summons  under  section 
7604. 

"(2)  Right  to  stay  compliance. — Notwithstanding  any  other 
law  or  rule  of  law,  any  person  who  is  entitled  to  notice  of  a  sum- 
mons under  subsection  (a)  shall  have  the  right  to  stay  compliance 
with  the  summons  if,  not  later  than  the  14th  day  after  the  day 
such  notice  is  given  in  the  manner  provided  in  subsection  (a) 
(2)- 
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"(A)  notice  in  writing  is  given  to  the  person  summoned 
not  to  comply  with  the  summons,  and 

"(B)  a  copy  of  such  notice  not  to  comply  with  the  summons 
is  mailed  by  registered  or  certified  mail  to  such  person  and 
to  such  office  as  the  Secretary  may  direct  in  the  notice  re- 
ferred to  in  subsection  (a)(1). 
"  (c)  Summons  to  Which  Sectiox  Applies. — 

"(1)  Ix  GENERAL. — Except  as  provided  in  paragraph  (2),  a 
summons  is  described  in  this  subsection  if  it  is  issued  under  para- 
graph (2)  of  section  7602  or  under  section  6420(e)  (2),  6421(f)    26  USC  7602, 
(2),  6424(d)(2),  or  6427(e)  (2)  and  requires  the  production  of    6420,  6421, 
records.  ^ 

"  (2)  ExcEPnoxs. — A  summons  shall  not  be  treated  as  described 
in  this  subsection  if — 

"(A)  it  is  solely  to  determine  the  identity  of  any  person 
having  a  numbered  account  (or  similar  arrangement)  with  a 
bank  or  other  institution  described  in  subsection  (a)  (3)  (A), 
or 

"(B)  it  is  in  aid  of  the  collection  of — 

"(i)  the  liability  of  any  person  against  whom  an 
assessment  has  been  made  or  judgment  rendered,  or 

"  (ii)  the  liability  at  law  or  in  equity  of  any  transferee 
or  fiduciary  of  any  person  referred  to  in  clause  (i) . 
"(3)  Records;  certaix  related  testimoxy. — For  purposes  of 
this  section — 

"(A)  the  term  'records'  includes  books,  papers,  or  other  "Records." 
data,  and 

"(B)  a  summons  requiring  the  giving  of  testimony  relating 
to  records  shall  be  treated  as  a  summons  requiring  the  pro- 
duction of  such  records. 
"(d)  Restrictiox  ox  Examixatiox  of  Records. — No  examination 
of  any  records  required  to  be  produced  under  a  summons  as  to  which 
notice  is  required  under  subsection  (a)  may  be  made — 

"  (1)  before  the  expiration  of  the  14-day  period  allowed  for  the 
notice  not  to  comply  under  subsection  (b)  (2) ,  or 

"(2)  when  the  requirements  of  subsection  (b)(2)  have  been 
met,  except  in  accordance  with  an  order  issued  by  a  court  of  com- 
petent jurisdiction  authorizing  examination  of  such  records  or 
with  the  consent  of  the  person  staying  compliance. 
"(e)  SusPEXsiox  OF  Statute  of  Limitatioxs. — If  any  person  takes 
any  action  as  provided  in  subsection  (b)  and  such  person  is  the  person 
with  respect  to  whose  liability  the  summons  is  issued  (or  is  the  agent, 
nominee,  or  other  person  acting  under  the  direction  or  control  of 
such  person) ,  then  the  running  of  any  period  of  limitations  under  sec- 
tion 6501  (relating  to  the  assessment  and  collection  of  tax)  or  under 
section  6531  (relating  to  criminal  prosecutions)  with  respect  to  such 
person  shall  be  suspended  for  the  period  during  which  a  proceeding, 
and  appeals  therein,  with  respect  to  the  enforcement  of  such  sum- 
mons is  pending. 

"(f)  Additioxal  Requiremext  IX  THE  Case  of  a  Johx  Doe 
SuMMOxs. — Any  summons  described  in  subsection  (c)  which  does  not 
identify  the  person  with  respect  to  whose  liability  the  summons  is 
issued  may  be  served  only  after  a  court  proceeding  in  which  the  Secre- 
tary establishes  that — 

"(1)  the  summons  relates  to  the  investigation  of  a  particular 
person  or  ascertainable  group  or  class  of  persons. 
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"(2)  there  is  a  reasonable  basis  for  believing  that  such  person 
or  group  or  class  of  persons  may  fail  or  may  have  failed  to  comply 
with  any  provision  of  any  internal  revenue  law,  and 

"(3)  the  information  sought  to  be  obtained  from  the  examina- 
tion of  the  records  (and  the  identity  of  the  person  or  persons  with 
respect  to  whose  liability  the  summons  is  issued)  is  not  readily 
available  from  other  sources. 
"(g)  Special  Exception  for  Certain  Summonses. — In  the  case  of 
any  summons  described  in  subsection  (c) ,  the  provisions  of  subsections 
(a)  (1)  and  (b)  shall  not  apply  if,  upon  petition  by  the  Secretary,  the 
court  determines,  on  the  basis  of  the  facts  and  circumstances  alleged, 
that  there  is  reasonable  cause  to  believe  the  giving  of  notice  may  lead 
to  attempts  to  conceal,  destroy,  or  alter  records  relevant  to  the  exami- 
nation, to  prevent  the  communication  of  information  from  other  per- 
sons through  intimidation,  bribery,  or  collusion,  or  to  flee  to  avoid 
prosecution,  testifying,  or  production  of  records. 
"(h)  Jurisdiction  of  Distoict  Court.- — 

"(1)  The  United  States  district  court  for  the  district  within 
which  the  person  to  be  summoned  resides  or  is  found  shall  have 
jurisdiction  to  hear  and  determine  proceedings  brought  under 
subsections  (f)  or  (g).  The  determinations  required  to  be  made 
under  subsections  (f )  and  (g)  shall  be  made  ex  parte  and  shall  be 
made  solely  upon  the  petition  and  supporting  affidavits.  An  order 
denying  the  petition  shall  be  deemed  a  final  order  which  may  be 
appealed. 

"(2)  Except  as  to  cases  the  court  considers  of  greater  impor- 
tance, a  proceeding  brought  for  the  enforcement  of  any  summons, 
or  a  proceeding  under  this  section,  and  appeals,  take  precedence 
on  the  docket  over  all  cases  and  shall  be  assigned  for  hearing  and 
decided  at  the  earliest  practicable  date. 
26  use  7610.       "SEC.  7610.  FEES  AND  COSTS  FOR  WITNESSES. 

Regulations.  "(a)  In  General. — The  Secretary  shall  by  regulations  establish  the 

rates  and  conditions  under  which  payment  may  be  made  of — 

"(1)  fees  and  mileage  to  persons  who  are  summoned  to  appear 
before  the  Secretary,  and 

"(2)  reimbursement  for  such  costs  that  are  reasonably  neces- 
sary which  have  been  directly  incurred  in  searching  for,  reproduc- 
ing, or  transporting  books,  papers,  records,  or  other  data  required 
to  be  produced  by  summons. 
"(b)  Exceptions. — No  payment  may  be  made  under  paragraph  (2) 
of  subsection  (a)  if — 

"(1)  the  person  with  respect  to  whose  liability  the  summons  is 
issued  has  a  proprietary  interest  in  the  books,  papers,  records  or 
other  data  required  to  be  produced,  or 

"(2)  the  person  summoned  is  the  person  with  respect  to  whose 
liability  the  summons  is  issued  or  an  officer,  employee,  agent, 
accountant,  or  attorney  of  such  person  who,  at  the  time  the  sum- 
mons is  served,  is  acting  as  such. 
"(c)  Summons  to  Which  Section  Applies. — This  section  applies 
with  respect  to  any  summons  authorized  under  section  6420(e)(2), 
6421(f)  (2),  6424(d)  (2),  6427(e)  (2),  or  7602.'' 

(b)  Clerical  Amendment. — ^The  table  of  sections  for  such  subchap- 
ter A  is  amended  by  striking  out  the  item  relating  to  section  7609  and 
inserting  in  lieu  thereof  the  following: 
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"Sec.  7609.  Special  procedures  for  third-party  summonses. 
"Sec.  7610.  Fees  and  costs  for  witnesses. 
"Sec.  7611.  Cross  references." 

(c)  Effective  Date. — The  amendments  made  by  this  section  shall   26  USC  7609 
apply  with  respect  to  any  summons  issued  after  December  31,  1976. 
SEC.  1206.  ASSESSMENTS  IN  CASE  OF  MATHEMATICAL  OR  CLERICAL 
ERRORS. 

(a)  Ix  General.— Section  6213(b)    (relating  to  exceptions  to    26  USC  6213. 
restrictions  on  assessment  in  certain  cases)  is  amended — 

(1)  by  redesignating  paragraphs  (2)  and  (3)  as  paragraphs 
(3)  and  (4),  respectively,  and 

(2)  by  striking  out  paragraph  (1)  and  inserting  in  lieu  thereof 
the  following  new  paragraphs : 

"(1)  Assessments  arising  out  of  mathematical  or  clerical 
ERRORS. — If  the  taxpayer  is  notified  that,  on  account  of  a  mathe- 
matical or  clerical  error  appearing  on  the  return,  an  amount  of  tax 
in  excess  of  that  shown  on  the  return  is  due,  and  that  an  assessment 
of  the  tax  has  been  or  will  be  made  on  the  basis  of  what  would  have 
been  the  correct  amount  of  tax  but  for  the  mathematical  or  clerical 
error,  such  notice  shall  not  be  considered  as  a  notice  of  deficiency 
for  the  purposes  of  subsection  (a)  (prohibiting  assessment  and 
collection  until  notice  of  the  deficiency  has  been  mailed),  or  of 
section  6212(c)  (1)  (restricting  further  deficiency  letters),  or  of 
section  6512(a)  (prohibiting  credits  or  refunds  after  petition  to 
the  Tax  Court),  and  the  taxpayer  shall  have  no  right  to  file  a 
petition  with  the  Tax  Court  based  on  such  notice,  nor  shall  such 
assessment  or  collection  be  prohibited  by  the  provisions  of  sub- 
section (a)  of  this  section.  Each  notice  under  this  paragraph  shall 
set  forth  the  error  alleged  and  an  explanation  thereof. 

"(2)  Abatement  of  assessment  of  mathematical  or  clerical 

ERRORS. — 

"(A)  Kequest  for  abatement. — Notwithstanding  section 
6404(b),  a  taxpayer  may  file  with  the  Secretary  within  60 
days  after  notice  is  sent  under  paragraph  (1)  a  request  for 
an  abatement  of  any  assessment  specified  in  such  notice,  and 
upon  receipt  of  such  request,  the  Secretary  shall  abate  the 
assessment.  Any  reassessment  of  the  tax  with  respect  to  which 
an  abatement  is  made  under  this  subparagraph  shall  be  sub- 
ject to  the  deficiency  procedures  prescribed  by  this  subchapter. 

"(B)  Stay  of  collection. — In  the  case  of  any  assessment 
referred  to  in  paragraph  (1),  notwithstanding  paragraph 
(1),  no  levy  or  proceeding  in  court  for  the  collection  of  such 
assessment  shall  be  made,  begun,  or  prosecuted  during  the 
period  in  which  such  assessment  may  be  abated  under  this 
paragraph." 

(b)  Definitions  Relating  to  Mathematical  or  Clerical  Errors. — 

Section  6213  is  amended  by  redesignating  subsection  (f )  as  subsection   26  USC  6213. 
(g),  and  by  inserting  immediately  after  subsection  (e)  the  following 
new  subsection : 

"(f)  Definitions. — For  purposes  of  this  section — 

"(1)  Return. — The  term  'return'  includes  any  return,  state- 
ment, schedule,  or  list,  and  any  amendment  or  supplement  thereto, 
filed  with  respect  to  any  tax  imposed  by  subtitle  A  or  B,  or  chap-    ^6  USC  1, 2001. 
ter  42  or  43.  26  USC  4940, 

"  ( 2 )  Mathe>iatical  or  clerical  error. — The  term  'mathemati-    497 1 . 
cal  or  clerical  error'  means — 
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"(A)  an  error  in  addition,  subtraction,  multiplication,  or 
division  shown  on  any  return, 

"(B)  an  incorrect  use  of  any  table  provided  by  the  Internal 
Revenue  Service  with  respect  to  any  return  if  such  incorrect 
use  is  apparent  from  the  existence  of  other  information  on 
the  return, 

"(C)  an  entry  on  a  return  of  an  item  which  is  inconsistent 
with  another  entry  of  the  same  or  another  item  on  such  return, 

"(D)  an  omission  of  information  which  is  required  to  be 
supplied  on  the  return  to  substantiate  an  entry  on  the  return, 
and 

"(E)  an  entry  on  a  return  of  a  deduction  or  credit  in  an 
amount  which  exceeds  a  statutory  limit  imposed  by  subtitle 
26  use  1,  2001,  A  or  B,  or  chapter  42  or  43,  if  such  limit  is  expressed — 

4940,  4971.  "(i)  as  a  specified  monetary  amount,  or 

"(ii)  as  a  percentage,  ratio,  or  fraction, 
and  if  the  items  entering  into  the  application  of  such  limit 
appear  on  such  return." 
(c)  Technical  and  Conforming  Amendments. — 
26  use  6213.  (1)  Section  6213(b)  (3)  (relating  to  assessments  arising  out  of 

i     tentative  carryback  adjustments),  as  redesignated  by  subsection 
.  1*     (a),  is  amended — 
r-^  (A)  by  striking  out  "he  may  assess"  and  inserting  in  lieu 

thereof  "he  may  assess  without  regard  to  the  provisions  of 
paragraph  (2)",  and 
=  !  (B)  by  striking  out  "mathematical  error"  and  inserting 

-i:  in  lieu  thereof  "mathematical  or  clerical  error". 

26  use  6201.  (2)  Section  6201(a)(3)   (relating  to  assessments  regardin 

erroneous  income  tax  prepayment  credits)  and  section  6201  (a 
(4)  (relating  to  assessments  regarding  erroneous  credit  under 
section  39  or  43)  are  each  amended — 
V  (A)  by  striking  out  "mathematical  error"  and  inserting 

in  lieu  thereof  "mathematical  or  clerical  error",  and 

(B)  by  inserting  immediately  before  the  period  at  the  end 
thereof  the  following :  ",  except  that  the  provisions  of  section 
:  '        6213(b)(2)  (relating  to  abatement  of  mathematical  or  cleri- 
cal error  assessments)  shall  not  apply  with  regard  to  any 
assessment  under  this  paragraph". 
26  use  6212.  (3)   Section  6212(c)(1)    (relating  to  deficiency  letters)  is 

amended  by  striking  out  "(relating  to  mathematical  errors)"  and 
inserting  in  lieu  thereof  "(relating  to  mathematical  or  clerical 
errors)". 

26  use  6213  (d)  Effective  Date. — The  amendments  made  by  this  section  shall 

note.  apply  with  respect  to  returns  (within  the  meaning  of  section  6213 

(f )  (1)  of  the  Internal  Revenue  Code  of  1954)  filed  after  December  31, 

1976. 

SEC.  1207.  WITHHOLDING. 

(a)  Withholding  State  and  District  Income  Taxes  From  Com- 
pensation OF  Members  of  Armed  Forces  Who  Are  Residents  of  the 
State  or  District  of  Columbia. — 

(1)  Withholding  of  state  income  taxes. — The  last  sentence 
of  section  5517(a)  of  title  5,  United  States  Code,  is  amended  to 
read  as  follows :  "In  the  case  of  pay  for  service  as  a  member  of 
the  armed  forces,  the  preceding  sentence  shall  be  applied  by 
substituting  'who  are  residents  of  the  State  with  which  the  agree- 
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ment  is  made'  for  'whose  regular  place  of  Federal  employment 
is  within  the  State  with  which  the  agreement  is  made'." 

(2)  Withholding  of  district  inco:me  taxes. — Subsection  (a) 
of  section  5516  of  title  5,  United  States  Code,  is  amended — 

(A)  by  striking  out  in  the  third  sentence  "pay  for  service 
as  a  member  of  the  armed  forces,  or  to" ;  and 

(B)  by  adding  after  the  third  sentence  the  following  new 
sentence :  ''In  the  case  of  pay  for  service  as  a  member  of  the 
armed  forces,  the  second  sentence  of  this  subsection  shall  be 
applied  by  substituting  'who  are  residents  of  the  District  of 
Columbia'  for  'whose  regular  place  of  emplojTnent  is  within 
the  District  of  Columbia'." 

(b)  Withholding  State  and  City  Income  Taxes  From  the  Com- 
pensation OF  Members  of  the  National  Guard  or  the  Eeady  Re- 
SERi-E. — Section  5517  of  title  5,  United  States  Code,  is  amended  by 
adding  at  the  end  thereof  the  following  new  subsection : 

"(d^  For  the  purpose  of  this  section  and  sections  5516  and  5520,  the  Definitions, 
terms  'serve  as  a  member  of  the  armed  forces'  and  'service  as  a  member    ^  USC  5516, 
of  the  Armed  Forces'  do  not  include —  5520. 
"(1)  participation  in  exercises  or  the  performance  of  duty 
under  section  502  of  title  32,  United  States  Code,  by  a  member 
of  the  National  Guard;  and 

"(2)  participation  in  scheduled  drills  or  training  periods,  or 
service  on  active  duty  for  training,  under  section  270(a)  of  title 
10,  United  States  Code,  by  a  member  of  the  Ready  Reserve." 

(c)  Voluntary  Withholding  of  State  Income  Taxes  From  the 
Compensation  of  Federal  Employees. — Paragraphs  (1)  and  (2)  of 
section  5517(a)  of  title  5,  United  States  Code,  are  amended  to  read  as 
follows : 

"(1)  provides  for  the  collection  of  a  tax  either  by  imposing  on 
employers  generally  the  duty  of  withholding  sums  from  the  pay 
of  employees  and  making  returns  of  the  sums  to  the  State,  or  by 

f ranting  to  employers  generally  the  authority  to  withhold  sums 
rom  the  pay  of  employees  if  any  employee  voluntarily  elects 
to  have  such  sums  withheld;  and 

"(2)  imposes  the  duty  or  grants  the  authority  to  withhold 
generally  with  respect  to  the  pay  of  employees  who  are  residents 
of  the  State;". 

(d)  Withholding  Tax  on  Certain  Gajvibling  Winnings. — Sex^tion 

3402  (relating  to  income  tax  collected  at  source)  is  amended  by  adding  26  USC  3402. 
at  the  end  thereof  the  following  new  subsection : 

"(q)  Extension  of  Withholding  to  Certain  Gambling  Win- 
nings.— 

"(1)  General  rule. — Every  person,  including  the  Government 
of  the  L^nited  States,  a  State,  or  a  political  subdivision  thereof,  or 
any  instrumentalities  of  the  foregoing,  making  any  payment  of 
winnings  which  are  subject  to  withholding  shall  deduct  and  with- 
hold from  such  payment  a  tax  in  an  amount  equal  to  20  percent  of 
such  payment. 

"(2)  Exemption  where  tax  otherwise  "withheld. — In  the 
case  of  any  payment  of  winnings  which  are  subject  to  withholding 
made  to  a  nonresident  alien  individual  or  a  foreign  corporation, 
the  tax  imposed  under  paragraph  (1)  shall  not  apply  to  any  such 
payment  subject  to  tax  under  section  1441(a)  (relating  to  with- 
holding on  nonresident  aliens)  or  tax  under  section  1442(a) 
(relating  to  withholding  on  foreign  corporations) . 
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Definition.  "(3)    WINNINGS   WHICH   ARE   SUBJECT  TO  WITHHOLDING.  FoT 

purposes  of  this  subsection,  the  term  'winnings  which  are  subject 
to  withholding'  means  proceeds  from  a  wager  determined  in 
accordance  with  the  following : 

"(A)  In  general. — Except  as  provided  in  subparagraphs 
(B)  and  (C),  proceeds  of  more  than  $1,000  from  a  wagering 
transaction,  if  the  amount  of  such  proceeds  is  at  least  300 
times  as  large  as  the  amount  wagered. 

"(B)  State-conducted  lotteries. — Proceeds  of  more  than 
$5,000  from  a  wager  placed  in  a  lottery  conducted  by  an 
agency  of  a  State  acting  under  authority  of  State  law,  but 
only  if  such  wager  is  placed  with  the  State  agency  conducting 
such  lottery,  or  with  its  authorized  employees  or  agents. 
"(C)  Sweepstakes,  wagering  pools,  and  other  lotter- 
r  lEs. — Proceeds  of  more  than  $1,000  from  a  wager  placed  in  a 

sweepstakes,  wagering  pool,  or  lottery  (other  than  a  wager 
described  in  subparagraph  (B)). 
"(4)  Rules  for  determining  proceeds  from  a  wager. — For 
purposes  of  this  subsection — 

"(A)  proceeds  from  a  wager  shall  be  determined  by 
reducing  the  amount  received  by  the  amount  of  the  wager, 
and 

"(B)  proceeds  which  are  not  money  shall  be  taken  into 
account  at  their  fair  market  value. 
"(5)  Exemption  for  bingo,  keno,  and  slot  machines.- — The 
*      tax  imposed  under  paragraph  (1)  shall  not  apply  to  winnings 

from  a  slot  machine,  keno,  and  bingo, 
f       "(6)  Statement  BY  recipient. — Eveiy  person  who  is  to  receive 
a  payment  of  winnings  which  are  subject  to  withholding  shall 
furnish  the  person  making  such  payment  a  statement,  made  under 
the  penalties  of  perjury,  containing  the  name,  address,  and  tax- 
payer identification  number  of  the  person  receiving  the  payment 
and  of  each  person  entitled  to  any  portion  of  such  payment. 
"(7)  Coordination  with  other  sections. — For  purposes  of 
26  use  3403,  sections  3403  and  3404  and  for  purposes  of  so  much  of  subtitle 

3404.  F  (except  section  7205)  as  relates  to  this  chapter,  payments  to 

26  use  6001,  any  person  of  winnings  which  are  subject  to  withholding  shall 

7205.  be  treated  as  if  they  were  wages  paid  by  an  employer  to  an 

employee." 

(e)  Withholding  of  Federal  Taxes  on  Certain  Indwiduals 
Engaged  in  Fishing. — 
(1)  In  general. — 

26  use  3121.  (A)  Section  3121(b)  (defining  employment)  is  amended 

by  striking  out  "or"  at  the  end  of  paragraph  (18),  by  strik- 
ing out  the  period  at  the  end  of  paragraph  (19)  and  inserting 
in  lieu  thereof  ";  or",  and  by  adding  after  paragraph  (19) 
the  following  new  paragraph : 
"(20)  service  performed  by  an  individual  on  a  boat  engaged 
in  catching  fish  or  other  forms  of  aquatic  animal  life  under  an 
arrangement  with  the  owner  or  operator  of  such  boat  pursuant 
to  which — 

"(A)  such  individual  does  not  receive  any  cash  remunera- 
tion (other  than  as  provided  in  subparagraph  (B) ), 

"(B)  such  individual  receives  a  share  of  the  boat's  (or 
the  boats'  in  the  case  of  a  fishing  operation  involving  more 
than  one  boat)  catch  of  fish  or  other  forms  of  aquatic  animal 
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life  or  a  share  of  the  proceeds  from  the  sale  of  such  catch, 
and 

"(C)  the  amount  of  such  individual's  share  depends  on 
the  amount  of  the  boat's  (or  the  boats'  in  the  case  of  a  fishing 
operation  involving  more  than  one  boat )  catch  of  fish  or  other 
forms  of  aquatic  animal  life, 
but  only  if  the  operating  crew  of  such  boat  (or  each  boat  from 
which  the  individual  receives  a  share  in  the  case  of  a  fishing  opera- 
tion involving  more  than  one  boat)  is  normally  made  up  of  fewer 
than  10  iudividuals." 

(B)  Section  1402(c)(2)   (defining  trade  or  business)  is  26  USC  1402. 
amended  by  striking  out  "and"  at  the  end  of  subparagraph 

(D)  ,  by  striking  out  the  semicolon  at  the  end  of  subpara- 
graph (E)  and  inserting  in  lieu  thereof  ",  and",  and  by 
adding  after  subparagraph  (E)  the  following  new  subpara- 
graph : 

"(F)  service  described  in  section  3121(b)  (20)  ;".  Ante,  p.  1706. 

(C)  Section  3401(a)    (defining  wages  for  purposes  of   26  USC  3401. 
withholding)  is  amended  by  striking  out  the  period  at  the 

end  of  paragraph  (16)  and  inserting  in  lieu  thereof  ";  or", 
and  by  adding  after  paragraph  (16)  the  following  new 
paragraph : 

"(17)  for  service  described  in  section  3121(b)  (20)." 

(2)  Conforming  amendments. — 

(A)  Section  210(a)  of  the  Social  Security  Act  is  amended  42  USC  410. 
by  striking  out  "or"  at  the  end  of  paragraph  (18) ,  by  striking 

out  the  period  at  the  end  of  paragraph  (19)  and  inserting 
in  lieu  thereof  ";  or,"  and  by  adding  after  paragraph  (19) 
the  following  new  paragraph : 
"(20)  Service  performed  by  an  individual  on  a  boat  engaged 
in  catching  fish  or  other  forms  of  aquatic  animal  life  under  an 
arrangement  with  the  owner  or  operator  of  such  boat  pursuant 
to  which — 

"(A)  such  individual  does  not  receive  any  cash  remunera- 
tion (other  than  as  provided  in  subparagraph  (B)), 

"(B)  such  individual  receives  a  share  of  the  boat's  (or  the 
boats'  in  the  case  of  a  fishing  operation  involving  more  than 
one  boat)  catch  of  fish  or  other  forms  of  aquatic  animal  life 
or  a  share  of  the  proceeds  from  the  sale  of  such  catch,  and 
"(C)  the  amount  of  such  individuaPs  share  depends  on 
the  amount  of  the  boat's  (or  boats'  in  the  case  of  a  fishing 
operation  involving  more  than  one  boat)  catch  of  fish  or 
other  forms  of  aquatic  animal  life, 
but  only  if  the  operating  crew  of  such  boat  (or  each  boat  from 
which  the  individual  receives  a  share  in  the  case  of  a  fishing  opera- 
tion involving  more  than  one  boat)  is  normally  made  up  of  fewer 
than  10  individuals." 

(B)  Section  211(c)  (2)  of  such  Act  is  amended  by  striking  42  USC  411. 
out  "and"  at  the  end  of  subparagraph  (D),  by  striking  out 

the  semicolon  at  the  end  of  subparagraph  (E),  and  inserting 
in  lieu  thereof  ",  and"  and  by  adding  after  subparagraph 

(E)  the  following  new  paragraph : 

"(F)  service  described  in  section  210(a)  (20)  ;". 

(3)  Reporting  REQUIREMENT. — 

(A)  Subpart  B  of  part  III  of  subchapter  A  of  chapter  61 
(relating  to  information  concerning  transactions  with  other 
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persons)  is  amended  by  adding  at  the  end  thereof  the  follow- 
ing new  section: 

"SEC.  6050A.  REPORTING  REQUIREMENTS  OF  CERTAIN  FISHING  BOAT 
OPERATORS. 

" (a)  Reports. — The  operator  of  a  boat  on  which  one  or  more  indi- 
viduals, during  a  calendar  year,  perform  services  described  in  section 
3121(b)  (20)  shall  submit  to  the  Secretary  (at  such  time,  and  in  such 
manner  and  form,  as  the  Secretary  shall  by  regulations  prescribe) 
information  respecting — 

"  ( 1 )  the  identity  of  each  individual  performing  such  services ; 
"(2)  the  percentage  of  each  such  individual's  share  of  the 
catches  of  fish  or  othei*  forms  of  aquatic  animal  life,  and  the  per- 
centage of  the  opei'ator's  share  of  such  catches ; 

"(3)  if  such  individual  receives  his  share  in  kind,  the  type  and 
weight  of  such  share,  togethei'  with  such  other  inf  ormation  as  the 
Secretary  may  prescribe  by  regulations  reasonably  necessary  to 
determine  the  value  of  such  share ;  and 

"(4)  if  such  individual  receives  a  share  of  the  proceeds  of  such 
catches,  the  amount  so  received. 
"(b)  AVritten  Statement. — Every  person  making  a  return  under 
subsection  (a)  shall  furnish  to  each  person  whose  name  is  set  forth  in 
such  return  a  written  statement  showing  the  information  relating  to 
such  person  contained  in  such  return.  The  written  statement  required 
under  the  preceding  sentence  shall  be  furnished  to  the  person  on  or 
before  January  31  of  the  year  following  the  calendar  year  for  which 
the  return  under  subsection  (a)  was  made." 

(B)  Section  6652(b)  (relating  to  failure  to  file  certain 
information  returns)  is  amended  by  inserting  after  "with- 
held),'' the  following:  "in  the  case  of  each  failure  to  make  a 
return  required  by  section  6050A(a)  (relating  to  reporting 
requirements  of  certain  fishing  boat  operators),". 

(C)  Section  6652(b)  is  further  amended  bv  inserting  after 
"tips),"  the  following:  "or  section  6050A(b)  (relating  to 
statements  furnished  by  certain  fishing  boat  operators),". 

( f )  Effective  Dates. — 

(1)  Subsection  (a). — The  amendments  made  by  subsection  (a) 
shall  apply  to  wages  withheld  after  the  120-day  period  following 
any  request  for  an  agreement  after  the  date  of  the  enactment  of 
this  Act. 

(2)  Subsections  (b)  and  (c). — The  amendments  made  by  sub- 
sections (b)  and  (c)  shall  apply  to  wages  withheld  after  the  120- 
day  period  following  the  date  of  the  enactment  of  this  Act. 

(3)  Subsection  (d). — The  amendments  made  by  subsection  (d) 
shall  apply  to  payments  of  winnings  made  after  the  90th  day  after 
the  date  of  the  enactment  of  this  Act. 

(4)  Subsection  (e). — 

(A)  The  amendments  made  by  paragraphs  (1)  (A)  and 
(2)  (A)  of  subsection  (e)  shall  apply  to  services  performed 
after  December  31,  1971.  The  amendments  made  by  para- 
graphs (1)  (B),  (1)  (C),apd  (2)  m)  of  such  subsection  shall 
apply  to  taxable  years  ending  after  December  31,  1971.  The 
amendments  made  by  paragraph  (3)  of  such  subsection  shall 
apply  to  calendar  years  beginning  after  the  date  of  tlie 
enactment  of  this  Act. 

(B)  Notwithstanding  subparagraph  (A),  if  the  owner  or 
operator  of  any  boat  treated  a  share  of  the  boat's  catch  of  fish 
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or  other  aquatic  animal  life  (or  a  share  of  the  proceeds  there- 
from) received  by  an  individual  after  December  31,  1971, 
and  before  the  date  of  the  enactment  of  this  Act  for  services 
performed  by  such  individual  after  December  31,  1971,  on 
such  boat  as  being  subject  to  the  tax  under  chapter  21  of  the 
Internal  Revenue  Code  of  1954,  then  the  amendments  made  26  USC  3101. 
by  paragraphs  (1)  (A)  and  (B)  and  (2)  of  subsection  (e) 
shall  not  apply  with  respect  to  such  services  performed  by 
such  individual  (and  the  share  of  the  catch,  or  proceeds 
therefrom,  received  by  him  for  such  services) . 

SEC.  1208.  STATE-CONDUCTED  LOTTERIES. 

(a)  Exemption  From  Wagering  Tax. — Paragraph  (3)  of  section 

4402  (relating  to  State-conducted  sweepstakes)  is  amended  to  read  as  26  USC  4402. 
follows : 

"(3)  State-conducted  lotteries,  etc. — On  any  wager  placed 
in  a  sweepstakes,  wagering  pool,  or  lottery  which  is  conducted  by 
an  agency  of  a  State  acting  under  authority  of  State  law,  but 
only  if  such  wager  is  placed  with  the  State  agency  conducting 
such  sweepstakes,  wagering  pool,  or  lottery,  or  with  its  authorized 
employees  or  agents." 

(b)  Exemption  From  Occupational  Tax  on  Coin-Operated 

Devices. — Section  4462(b)  (relating  to  exclusions  from  definition  of  26  USC  4462. 
coin-operated  gaming  devices)  is  amended — 

( 1 )  by  striking  out  ''or"  at  the  end  of  paragraph  ( 1 ) , 

(2)  by  striking  out  the  period  at  the  end  of  paragraph  (2)  and 
inserting  in  lieu  thereof  " ;  or",  and 

(3)  by  adding  at  the  end  thereof  the  following  new  paragraph : 
"(3)  a  vending  machine  which — 

"(A)  dispenses  tickets  on  a  sweepstakes,  wagering  pool, 
or  lottery  which  is  conducted  by  an  agency  of  a  State  acting 
under  authority  of  State  law,  and 

"(B)  is  maintained  by  the  State  agency  conducting  such 
sweepstakes,  wagering  pool,  or  lottery,  or  by  its  authorized 
employees  or  agents." 

(c)  Effective  Dates. — 

(1)  The  amendment  made  by  subsection  (a,)  shall  apply  with   26  USC  4402 
respect  to  wagers  placed  after  March  10,  1964.  note. 

(2)  The  amendments  made  by  subsection  (b)  shall  apply  with   26  USC  4462 
respect  to  periods  after  March  10,  1964.  note. 

SEC.  1209.  MINIMUM  EXEMPTION  FROM  LEVY  FOR  WAGES,  SALARY, 
AND  OTHER  INCOME. 

(a)  Oeneral  Rule.— Subsection  (a)  of  ser^tion  6334  (relating  to  26  USC  6334. 
property  exempt  from  levy)  is  amended  by  adding  at  the  end  thereof 

the  following  new  paragraph : 

"(9)  Minimum  exemption  for  wages,  salary,  and  other 
income  — Any  amount  payable  to  or  received  by  an  individ'^al  as 
wages  or  salary  for  personal  services,  or  as  income  derived  from 
other  sources,  during  any  period,  to  the  extent  that  the  total  of 
such  amounts  payable  to  or  received  by  him  during  such  period 
does  not  exceed  the  applicable  exempt  amount  determined  under 
subsection  (d)." 

(b)  Determination  of  Exempt  Amount. — Section  6334  is  amended 
by  adding  at  the  end  thereof  the  following  new  subsection: 

"(d)  Exempt  Amount  of  Wages,  Salary,  or  Other  Income. — 
"  ( 1 )  Individuals  on  weekly  basis. — In  the  case  of  an  individ- 
ual who  is  paid  or  receives  all  of  his  wages,  salary,  and  other  in- 
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come  on  a  weekly  basis,  the  amount  of  the  wages,  salary,  and  other 
income  payable  to  or  received  by  him  during  any  week  which  is 
exempt  from  levy  under  subsection  (a)  (9)  shall  be — 
"(A)  $50,  plus 

*'(B)  $15  for  each  individual  who  is  specified  in  a  written 
statement  which  is  submitted  to  the  person  on  whom  notice  of 
levy  is  served  and  which  is  verified  in  such  manner  as  the  Sec- 
retary shall  prescribe  by  regulations  and — 

"  (i)  over  half  of  whose  support  for  the  payroll  period 
was  received  from  the  taxpayer, 

"  (ii)  who  is  the  spouse  of  the  taxpayer,  or  who  bears  a 
^ .  relationship  to  the  taxpayer  specified  in  paragraphs  ( 1 ) 

through  (9)  of  section  152(a)  (relating  to  definition  of 
dependents) ,  and 

"(iii)  who  is  not  a  minor  child  of  the  taxpayer  with 
respect  to  whom  amounts  are  exempt  from  levy  under 
subsection  (a)  (8)  for  the  payroll  period. 
X      For  purposes  of  subparagraph  (B)(ii)  of  the  preceding  sentence, 
'payroll  period'  shall  be  substituted  for  'taxable  year'  each  place 
it  appears  in  paragraph  (9)  of  section  152(a). 

Regulations.  "(2)  INDIVIDUALS  ON  BASIS  OTHER  THAN  WEEKLY. — In  the  CaSC  of 

any  individual  not  described  in  parairraph  (1),  the  amount  o^' 'he 
wages,  salary,  and  other  income  payable  to  or  received  by  him  dur- 
ing any  applicable  pay  period  or  other  fiscal  period  ( as  determined 

V  under  regulations  prescribed  by  the  Secretary)  which  is  exempt 
from  levy  under  subsection  (a)(9)  shall  be  an  amount  (deter- 
mined under  such  regulations)  which  as  nearly  as  possible  will 

;  result  in  the  same  total  exemption  from  levy  for  such  individual 
over  a  period  of  time  as  he  would  have  under  paragraph  (1)  if 
(during  such  period  of  time)  he  were  paid  or  received  such  wages, 
salary,  and  other  income  on  a  regular  weekly  basis." 

(c)  Conforming  Amendment. — The  paragraph  heading  for  para- 
graph (8 )  of  section  6334 (a)  is  amended  to  read  as  follows : 

"(8)  Judgments  for  support  of  minor  children. — ". 

(d)  Levy  on  Wages,  Etc.,  To  Be  Continuing. — 

26  use  6331.  (1)  Subsection  (d)  of  section  6331  (relating  to  levy  on  salaries 

and  wages)  is  amended  by  adding  at  the  end  thereof  the  following 
new  paragraph : 

"  ( 3 )  Continuing  levy  on  salary  and  wages. — 

"(A)  Effect  of  levy. — The  effect  of  a  levy  on  salary  or 
wages  payable  to  or  received  by  a  taxpayer  shall  be  con- 
tinuous from  the  date  such  levy  is  first  made  until  the  lia- 
bility out  of  which  such  levy  arose  is  satisfied  or  becomes 
unenforceable  by  reason  of  lapse  of  time. 

"(B)  Release  and  notice  of  rei^ase. — With  respect  to  a 
levy  described  in  subparagraph  (A),  the  Secretary  shall  | 
promptly  release  the  levy  when  the  liability  out  of  which  such 
levy  arose  is  satisfied  or  becomes  unenforceable  by  reason  of 
lapse  of  time,  and  shall  promptly  notify  the  person  upon 
whom  such  levy  was  made  that  such  levy  has  been  released." 
(2)  The  second  sentence  of  section  6331  (b)  (relating  to  seizure 
and  sale  of  property)  is  amended  by  striking  out  "A  levy"  and 
inserting  in  lieu  thereof  "Except  as  otherwise  provided  in  sub- 
section (d)  (3),  a  levy". 
26  use  6332.  (3)   The  first  sentence  of  section  6332(c)  (1)    (relating  to 

enforcement  of  levy)  is  amended  by  striking  out  "from  the  date  of 
such  levy"  and  inserting  in  lieu  thereof  "from  the  date  of  such  levy 
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(or,  in  the  case  of  a  levy  described  in  section  6331  (d)  (3) ,  from  the   Ante,  p.  1710. 
date  such  person  would  otherwise  have  been  obligated  to  pay  over 
such  amounts  to  the  taxpayer) ". 

(4)  Paragraph  (1)  of  section  6331(d)   (relating  to  levy  on   26  USC  6331. 
salaries  and  wages)  is  amended  by  striking  out  the  last  sentence, 
(e)  Effective  Date. — The  amendments  made  by  this  section  shall   26  USC  6334 
apply  only  with  respect  to  levies  made  after  December  31,  1976.  ^^te. 
SEC.  1210.  JOINT  COMMITTEE  REFUND  CASES. 

(a)  Ix  General. — Section  6405 (a)  (relating  to  reports  of  refunds  26  USC  6405. 
and  credits)  is  amended  to  read  as  follows : 

"(a)  By  Treasury  to  Joint  Committee. — No  refund  or  credit  of 
any  income,  war  profits,  excess  profits,  estate,  or  gift  tax,  or  any  tax 
imposed  with  respect  to  private  foundations  and  pension  plans  under 
chapters  42  and  43,  in  excess  of  $200,000  shall  be  made  until  after  the  26  USC  4940, 
expiration  of  30  days  from  the  date  upon  which  a  report  giving  the  4971. 
name  of  the  person  to  whom  the  refund  or  credit  is  to  be  made,  the 
amount  of  such  refund  or  credit,  and  a  summary  of  the  facts  and  the 
decision  of  the  Secretary,  is  submitted  to  the  Joint  Committee  on 
Taxation." 

(b)  Tentative  Kefunds. — Section  6405(c)  is  amended  by  striking 
out  "$100,000*'  and  inserting  in  lieu  thereof  "$200,000-'. 

(c)  Audit. — Section  8023(a)  (relating  to  powers  to  obtain  26  USC  8023. 
information  from  the  Internal  Revenue  Service)  is  amended  by 

adding  at  the  end  thereof  the  following  new  sentence:  "In  the 
investigation  by  the  Joint  Committee  on  Taxation  of  the  administra- 
tion of  the  internal  revenue  taxes  by  the  Internal  Revenue  Service, 
the  Chief  of  Staff  of  the  Joint  Committee  on  Taxation  is  authorized 
to  secure  directly  from  the  Internal  Revenue  Service  such  tax  returns, 
or  copies  of  tax  returns,  and  other  relevant  information,  as  the  Chief 
of  Staff  deems  necessary  for  such  investigation,  and  the  Internal 
Revenue  Service  is  authorized  and  directed  to  furnish  such  tax 
returns  and  information  to  the  Chief  of  Staff  together  with  a  brief 
report,  with  respect  to  each  return,  as  to  any  action  taken  or  proposed 
to  be  taken  by  the  Service  as  a  result  of  any  audit  of  the  return." 

(d)  Effective  Dates. — 

(1)  The  amendments  made  by  subsections  (a)  and  (b)  shall   26  USC  6405 
take  effect  on  the  date  of  the  enactment  of  this  Act,  except  that  "o*^- 

such  amendments  shall  not  apply  with  respect  to  any  refund  or 
credit  with  respect  to  which  a  report  has  been  made  before  the 
date  of  the  enactment  of  this  Act  under  subsection  (a)  or  (c)  of 
section  6405  of  the  Internal  Revenue  Code  of  1954. 

(2)  The  amendment  made  by  subsection  (c)  shall  take  effect   26  USC  8023 
on  January  1, 1977.  note. 

SEC.  1211.  SOCIAL  SECURITY  ACCOUNT  NUMBERS. 

(a)  Section  208(g)  of  the  Social  Security  Act  is  amended,  in  the  42  USC  408. 
matter  preceding  clause  ( 1 )  thereof,  by  striking  out  "entitled — "  and 
inserting  in  lieu  thereof  "entitled,  or  for  any  other  purpose — ". 

(b)  Section  205(c)  (2)  of  such  Act  is  amended  by  adding  at  the  end   42  USC  405. 
thereof  the  following  new  subparagraphs : 

"(C)  (i)  It  is  the  policy  of  the  United  States  that  any  State  (or 
political  subdivision  thereof)  may,  in  the  administration  of  any  tax, 
general  public  assistance,  driver's  license,  or  motor  vehicle  registration 
law  within  its  jurisdiction,  utilize  the  social  security  account  numbers 
issued  by  the  Secretary  for  the  purpose  of  establishing  the  identifica- 
tion of  individuals  affected  by  such  law,  and  may  require  any  individ- 
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ual  who  is  or  appears  to  be  so  affected  to  furnish  to  such  State  (or 
political  subdivision  thereof)  or  any  agency  thereof  having  adminis- 
trative responsibility  for  the  law  involved,  the  social  security  account 
number  (or  numbers,  if  he  has  more  than  one  such  number)  issued  to 
him  by  the  Secretary. 

"(ii)  If  and  to  the  extent  that  any  provision  of  Federal  law  hereto- 
fore enacted  is  inconsistent  with  the  policy  set  forth  in  clause  (i)  of 
this  subparagraph,  such  provision  shall,  on  and  after  the  date  of  the 
enactment  of  this  subparagraph,  be  null,  void,  and  of  no  effect. 

"(iii)  For  purposes  of  clause  (i)  of  this  subparagraph,  an  agency 
of  a  State  (or  political  subdivision  thereof)  charged  with  the  admin- 
istration of  any  general  public  assistance,  driver's  license,  or  motor 
vehicle  registration  law  which  did  not  use  the  social  security  account 
number  for  identification  under  a  law  or  regulation  adopted  before 
January  1, 1975,  may  require  an  individual  to  disclose  his  or  her  social 
security  number  to  such  agency  solely  for  the  purpose  of  administer- 
ing the  laws  referred  to  in  clause  (i)  above  and  for  the  purpose  of 
responding  to  requests  for  information  from  an  agency  operating  pur- 
suant to  the  provisions  of  part  A  or  D  of  title  I  V  of  the  Social  Security 
42  use  601,  Act. 

651.  "(iv)  For  purposes  of  this  subparagraph,  the  term  'State'  includes 

"State."  the  District  of  Columbia,  the  Commonwealth  of  Puerto  Rico, 

the  Virgin  Islands,  Guam,  the  Conomon wealth  of  the  Northern  Mari- 
anas, and  the  Trust  Territory  of  the  Pacific  Islands." 

26  use  6109.  (c)  Section  6109  (relating  to  identifying  numbers)  is  amended  by 

adding  at  the  end  thereof  the  following  new  subsection : 

Regulations.  "(d)  UsE  OF  SociAL  SECURITY  AccouNT  NuMBER. — The  social  secu- 

rity account  number  issued  to  an  individual  for  purposes  of  section 

42  use  405.  205(c)  (2)  (A)  of  the  Social  Security  Act  shall,  except  as  shall  other- 
wise be  specified  under  regulations  of  the  Secretary,  be  used  as  the 
identifying  number  for  such  individual  for  purposes  of  this  title." 

142  use  408.  (d)  (1)  Section  208  of  the  Social  Security  Act  is  amended  by  insert- 

ing after  subsection  (g)  the  following  new  subsection : 

"(h)  discloses,  uses,  or  compels  the  disclosure  of  the  social  security 
number  of  any  person  in  violation  of  the  laws  of  the  United  States;" 

(2)  section  208(g)  (2)  of  such  Act  is  amended  by  adding  "or"  at 
the  end  thereof. 

SEC.  1212.  ABATEMENT  OF  INTEREST  WHEN  RETURN  IS  PREPARED 
FOR  TAXPAYER  BY  THE  INTERNAL  REVENUE  SERVICE. 

26  use  6404.  (a)  In  General. — Section  0404  (relating  to  abatements)  is  amended 

by  adding  at  the  end  thereof  the  following  new  subsection: 

"(d)  Assessments  Attributable  to  Certain  Mathematical  Errors 
BY  Internal  Revenue  Service. — In  the  case  of  an  assessment  of  any 
tax  imposed  by  chapter  1  attributable  in  whole  or  in  part  to  a  mathe- 
matical error  described  in  section  6213(f)  (2)  (A),  if  the  return  was 
prepared  by  an  officer  or  employee  of  the  Internal  Revenue  Service 
acting  in  his  official  capacity  to  provide  assistance  to  taxpayers  in  the 
preparation  of  income  tax  returns,  the  Secretary  is  authorized  to  abate 
the  assessment  of  all  or  any  part  of  any  interest  on  such  deficiency  for 
any  period  ending  on  or  before  the  30th  day  following  the  date  of 
notice  and  demand  by  the  Secretary  for  payment  of  the  deficiency." 

26  use  6404  (b)  Effective  Date. — The  amendment  made  by  subsection  (a) 

shall  apply  with  respect  to  returns  filed  for  taxable  years  ending  after 
the  date  of  the  enactment  of  this  Act. 
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TITLE  XIII— TAX  EXEMPT 
ORGANIZATIONS 

SEC.  1301.  DISPOSITION  OF  PRIVATE  FOUNDATION  PROPERTY  UNDER 
TRANSITION  RULES  OF  TAX  REFORM  ACT  OF  1969. 

(a)  In  General.— Paragraph  (2)  of  section  101(1)  of  the  Tax 

Reform  Act  of  1969  (relating  to  private  foundations  savings  provi-   26  USC  4940 
sions)  is  amended — 

(1)  by  striking  out  "and"  at  the  end  of  subparagraph  (D)  ; 

(2)  by  striking  out  the  period  at  the  end  of  subparagraph  (E) 
and  inserting  in  lieu  thereof  " ;  and" ;  and 

(3)  by  adding  at  the  end  thereof  the  following  new  subpara- 
graph: 

"(F)  the  sale,  exchange,  or  other  disposition  (other  than 
by  lease)  of  property  which  is  owned  by  a  private  foundation 
to  a  disqualified  person  if — 

"(i)  such  foundation  is  leasing  substantially  all  of 
such  property  under  a  lease  to  which  subparagraph  (C) 
applies. 

"  (ii)  the  disposition  to  such  disqualified  person  occurs 
before  January  1, 1978,  and 

"(iii)  such  foundation  receives  in  return  for  the  dis- 
position to  such  disqualified  person  an  amount  which 
equals  or  exceeds  the  fair  market  value  of  such  property 
at  the  time  of  the  disposition  or  at  the  time  (after 
June  30,  1976)  a  contract  for  the  disposition  was  previ- 
ously executed  in  a  transaction  which  would  not  consti- 
tute a  prohibited  transaction  (within  the  meaning  of 
section  503(b)  or  any  corresponding  provision  of  prior 
law).". 

(b)  Effective  Date. — The  amendments  made  by  subsection  (a)  26  USC  4940 
shall  apply  to  dispositions  after  the  date  of  the  enactment  of  this  Act  "o^^- 

in  taxable  years  ending  after  such  date. 

SEC.  1302.  NEW  PRIVATE  FOUNDATION  SET-ASIDES. 

(a)  In  General.— Section  4942(g)(2)  (relating  to  definition  of   26  USC  4942. 
qualifying  distributions)  is  amended  to  read  as  follows : 
"(2)  Certain  set-asides. — 

"(A)  In  general. — For  all  taxable  years  beginning  on  or 
after  January  1,  1975,  subject  to  such  terms  and  conditions 
as  may  be  prescribed  by  the  Secretary,  an  amount  set  aside 
for  a  specific  project  which  comes  within  one  or  more  pur- 
poses described  in  section  170(c)  (2)  (B)  may  be  treated  as 
a  qualifying  distribution  if  it  meets  the  requirements  of  sub- 
paragraph (B). 
"(B)  Requirements. — An  amount  set  aside  for  a  specific  proj- 
ect shall  meet  the  requirements  of  this  subparagraph  if  at  the 
time  of  the  set-aside  the  foundation  establishes  to  the  satisfaction 
of  the  Secretary  that  the  amount  will  be  paid  for  the  specific 
project  within  5  years,  and  either — 

"(i)  at  the  time  of  the  set-aside  the  private  foundation 
establishes  to  the  satisfaction  of  the  Secretary  that  the  proj- 
ect is  one  which  can  bett-er  be  accomplished  by  such  set-aside 
than  by  immediate  payment  of  funds,  or 

"(ii)  (I)  the  project  will  not  be  completed  before  the  end 
of  the  taxable  year  of  the  foundation  in  which  the  set-aside 
is  made, 
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"(II)  the  private  foundation  in  each  taxable  year  begin- 
ning after  December  31,  1975  (or  after  the  end  of  the  fourth 
taxable  year  following  the  year  of  its  creation,  whichever  is 
later),  distributes  amounts,  in  cash  or  its  equivalent,  equal  to 
not  less  than  the  distributable  amount  determined  under  sub- 
section (d)  (without  regard  to  subsection  (i))  for  purposes 
described  in  section  170(c)  (2)  (B)  (including  but  not  limited 
to  payments  with  respect  to  set-asides  which  were  treated  as 
qualifying  distributions  in  one  or  more  prior  years),  and 

"(III)  the  private  foundation  has  distributed  (including 
but  not  limited  to  payments  with  respect  to  set -asides  which 
were  treated  as  qualifying  distributions  in  one  or  more  prior 
years)  during  the  four  taxable  years  immediately  preceding 
.   its  first  taxable  year  beginning  after  December  31,  1975,  or 
the  fifth  taxable  year  following  the  year  of  its  creation, 
whichever  is  later,  an  aggregate  amount,  in  cash  or  its  equiva- 
lent, of  not  less  than  the  sum  of  the  following :  80  percent  of 
the  first  preceding  taxable  year's  distributable  amount;  60 
percent  of  the  second  preceding  taxable  year's  distributable 
amount;  40  percent  of  the  third  preceding  taxable  year's  dis- 
,  .    tributable  amount;  and  20  percent  of  the  fourth  preceding 
taxable  year's  distributable  amount. 
"(C)  Certain  failures  to  distribute, — If,  for  any  taxable 
year  to  which  clause  (ii)  (II)  of  subparagraph  (B)  applies,  the 
private  foundation  fails  to  distribute  in  cash  or  its  equivalent 
amounts  not  less  than  those  required  by  such  clause  and — 
%  "(i)  the  failure  to  distribute  such  amounts  was  not  willful 

and  was  due  to  reasonable  cause,  and 

"(ii)  the  foundation  distributes  an  amount  in  cash  or  its 
equivalent  which  is  not  less  than  the  difference  between  the 
amounts  required  to  be  distributed  under  clause  (ii)  (II)  of 
.  A  subparagraph  (B)  and  the  amounts  actually  distributed  in 

cash  or  its  equivalent  during  that  taxable  year  within  the 
initial  correction  period  provided  in  subsection  (j)(2), 
such  distribution  in  cash  or  its  equivalent  shall  be  treated  for  the 
^      purposes  of  this  subparagraph  as  made  during  such  year. 
'  ■  "(D)  Reduction  in  distriexttion  amount. — If,  during  the 

taxable  years  in  the  adjustment  period  for  which  the  organi- 
zation is  a  private  foundation,  the  foundation  distributes 
amounts  in  cash  or  its  equivalent  which  exceed  the  amount 
required  to  be  distributed  under  clause  (ii)  (II)  of  subpara- 
graph (B)  (including  but  not  limited  to  payments  with 
respect  to  set-asides  which  were  treated  as  qualifying  distri- 
butions in  prior  years),  then  for  purposes  of  this  subsection 
the  distribution  required  under  clause  (ii)  (II)  of  subpara- 
graph (B)  for  the  taxable  year  shall  be  reduced  by  an 
amount  equal  to  such  excess. 

"(E)  Adjustment  period. — For  purposes  of  subparagraph 
(D),  with  respect  to  any  taxable  year  of  a  private  founda- 
tion, the  taxable  years  in  the  adjustment  period  are  the  tax- 
able years  (not  exceeding  5)  beginning  after  December  31, 
1975,  and  immediately  preceding  the  taxable  year. 
In  the  case  of  a  set-aside  which  satisfies  the  requirements  of  clause 
(i)  of  subparagraph  (B),  for  good  cause  shown,  the  period  for 
paying  the  amount  set  aside  may  be  extended  by  the  Secretary." 
26  use  6501.  (b)  Statute  of  Limitations. — Subsection  (n)  of  section  6501  (re- 

lating to  limitations  on  assessments  and  collections)  is  amended  by 
adding  at  the  end  thereof  the  following  new  paragraph : 
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"(3)  Certain  set-asides  described  in  section  4942  (g)  (2). — In 
the  case  of  a  deficiency  attributable  to  the  failure  of  an  amount 
set  aside  by  a  private  foundation  for  a  specific  project  to  be 
treated  as  a  qualifying  distribution  under  the  provisions  of  sec- 
tion 4942(g)  (2)  (B)  (i)  (II),  such  deficiency  may  be  assessed  at 
any  time  before  the  expiration  of  2  years  after  the  expiration  of 
the  period  within  which  a  deficiency  may  be  assessed  for  the  taxa- 
ble year  to  which  the  amount  set  aside  relates." 
(c)  Effective  Date. — The  amendments  made  by  this  section  shall  26  USC  4942 
apply  to  taxable  years  beginning  after  December  31,  1974.  note. 
SEC.  1303.  MINIMUM  DISTRIBUTION  AMOUNT  FOR  PRIVATE  FOUN- 
DATIONS. 

(a)  In  General.— Subsection  (e)  of  section  4942  (relating  to  mini-   26  USC  4942. 
mum  investment  return)  is  amended  to  read  as  follows: 
"(e)  Minimum  Investment  Return. — 

''(1)  In  general. — For  purposes  of  subsection  (d),  the  mini- 
mum investment  return  for  any  private  foundation  for  any  tax- 
able year  is  5  percent  of  the  excess  of — 

"  ( A)  the  aggregate  fair  market  value  of  all  assets  of  the 
foundation  other  than  those  which  are  used  (or  held  for  use) 
directly  in  carrying  out  the  foundation's  exempt  purpose, 
over 

"(B)  the  acquisition  indebtedness  with  respect  to  such 
assets  (determined  under  section  514(c)(1)  without  regard 
to  the  taxable  year  in  which  the  indebtedness  was  incurred). 
"(2)  Valuation. — 

"(A)  In  general. — For  purposes  of  paragraph  (1)(A),  Regulations, 
the  fair  market  value  of  securities  for  which  market  quota- 
tions are  readily  available  shall  be  determined  on  a  monthly 
basis.  For  all  other  assets,  the  fair  market  value  shall  be  deter- 
mined at  such  times  and  in  such  manner  as  the  Secretary  shall 
by  regulations  prescribe. 

"(B)  Reductions  in  value  for  blockage  or  similar  fac- 
tors.— In  determining  the  value  of  any  securities  under  this 
paragraph,  the  fair  market  value  of  such  securities  (deter- 
mined without  regard  to  any  reduction  in  value)  shall  not  be 
reduced  unless,  and  only  to  the  extent  that,  the  private  foun- 
dation establishes  that  as  a  result  of — 

"  (i)  the  size  of  the  block  of  such  securities, 
"(ii)  the  fact  that  the  securities  held  are  securities  in  a 
closely  held  corporation,  or 

"(iii)  the  fact  that  the  sale  of  such  securities  would 
result  in  a  forced  or  distress  sale, 
the  securities  could  not  be  liquidated  within  a  reasonable 
period  of  time  except  at  a  price  less  than  such  fair  market 
value.  Any  reduction  in  value  allowable  under  this  subpara- 
graph shall  not  exceed  10  percent  of  such  fair  market  value." 
(b)  Effective  Date. — The  amendment  made  by  this  section  applies  26  USC  4942 
to  taxable  years  beginning  after  December  31, 1975.  i^ote. 
SEC.  1304.  EXTENSION  OF  TIME  TO  AMEND  CHARFTABLE  REMAINDER 
TRUST  GOVERNING  INSTRUMENT. 
( a)  Extension  of  Time.— Section  2055  (e)  (3)  ( relating  to  the  allow-  26  USC  2055. 
ance  of  deductions  in  certain  cases)  is  amended — 

(1)  by  striking  out  "September  21,  1974,"  and  inserting  in  lieu 
thereof  "December  31, 1977,",  and 

(2)  by  striking:  out  "December  31,  1975"  each  place  it  appears 
and  inserting  in  lieu  thereof  "December  31. 1977". 
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26  use  2055 
note. 

Post,  p.  1846. 
26  use  2055. 


26  use  2055 
note. 


26  use  513. 


Definitions. 


(b)  Extension  of  Period  for  Filing  Claim  for  Refund  of  Estate 
Tax  Paid. — claim  for  refund  or  credit  of  an  overpayment  of  the  tax 
imposed  by  section  2001  of  the  Internal  Revenue  Code  of  1954  allow- 
able under  section  2055(e)  (3)  of  such  Code  (as  amended. by  subsec- 
tion (a) )  shall  not  be  denied  because  of  the  expiration  of  the  time  for 
filing  such  a  claim  under  section  6511(a)  if  such  claim  is  filed  not 
later  than  June  30, 1978. 

(c)  Effective  Date. — The  amendments  made  by  this  section  shall 
apply  in  the  case  of  decedents  dying  after  December  31,  1969. 

SEC.  1305.  UNRELATED   TRADE   OR   BUSINESS   INCOME   OF  TRADE 
SHOWS,  STATE  FAIRS,  ETC. 
(a)  In  General. — Section  513  (relating  to  unrelated  trade  or  busi- 
ness) is  amended  by  adding  at  the  end  thereof  the  following  new 
subsection : 

"(d)  Certain  Activities  of  Trade  Shows,  State  Fairs,  Etc. — 
"(1)  General  rule. — The  term  'unrelated  trade  or  business' 
does  not  include  qualified  public  entertainment  activities  of  an 
organization  described  in  paragraph  (2)  (C),  or  qualified  conven- 
tion and  trade  show  activities  of  an  organization  described  in 
paragraph  (3)  (C). 

"(2)  Qualified  public  entertainment  activities. — For  pur- 
poses of  this  subsection — 

"(A)  Public  entertainment  activity. — The  term  'public 
entertainment  activity'  means  any  entertainment  or  recrea- 
tional activity  of  a  kind  traditionally  conducted  at  fairs  or 
expositions  promoting  agricultural  and  educational  purposes, 
;       including,  but  not  limited  to,  any  activity  one  of  the  pur- 
'         poses  of  which  is  to  attract  the  public  to  fairs  or  expositions 
or  to  promote  the  breeding  of  animals  or  the  development  of 
"f  products  or  equipment. 

'     '  "(B)  Qualified  public  entertainment  activity. — The 

term  'qualified  public  entertainment  activity'  means  a  public 
entertainment  activity  which  is  conducted  by  a  qualifying 
organization  described  in  subparagraph  (C)  in — 

"(i)  conjunction  with  an  international,  national,  State, 
regional,  or  local  fair  or  exposition, 

"(ii)  accordance  with  the  provisions  of  State  law 
which  permit  the  activity  to  be  operated  or  conducted 
solely  by  such  an  organization,  or  by  an  agency,  instru- 
mentality, or  political  subdivision  of  such  State,  or 
v.i,^^,,.  "(iii)  accordance  with  the  provisions  of  State  law 

which  permit  such  an  organization  to  be  granted  a  license 
to  conduct  not  more  than  20  days  of  such  activity  on 
payment  to  the  State  of  a  lower  percentage  of  the  reve- 
nue from  such  licensed  activity  than  the  State  requires 
from  organizations  not  described  in  section  501(c)  (3), 
(4),  or  (5). 

"(C)  Qualifying  organization. — For  purposes  of  this 
paragraph,  the  term  'qualifying  organization'  means  an  orga- 
nization which  is  described  in  section  501(c)  (3),  (4),  or 
(5)  which  regularly  conducts,  as  one  of  its  substantial  exempt 
purposes,  an  agricultural  and  educational  fair  or  exposition. 
"(3)  Qualified  convention  and  trade  show  activities. — 
'^(A)  Convention  and  trade  show  activity. — The  term 
'convention  and  trade  show  activity'  means  any  activity  of  a 
kind  traditionally  conducted  at  conventions,  annual  meetings, 
or  trade  shows,  including,  but  not  limited  to,  any  activity  one 
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of  the  purposes  of  which  is  to  attract  persons  in  an  industry 
generally  (without  regard  to  membership  in  the  sponsoring 
organization)  as  well  as  members  of  the  public  to  the  show 
for  the  purpose  of  displaying  industry  products  or  to  stimu- 
late interest  in,  and  demand  for,  industry  products  or  serv- 
ices, or  to  educate  persons  engaged  in  the  industry  in  the 
development  of  new  products  and  services  or  new  rules  and 
regulations  affecting  the  industry. 

"(B)  Qualified  convention  and  trade  show  activity. — 
The  term  'qualified  convention  and  trade  show  activity'  means 
a  convention  and  trade  show  activity  carried  out  by  a  qualify- 
ing organization  described  in  subparagraph  (C)  in  conjunc- 
tion with  an  international,  national,  State,  regional,  or  local 
convention,  annual  meeting,  or  show  conducted  by  an  orga- 
nization described  in  subparagraph  (C)  if  one  of  the  purposes 
of  such  organization  in  sponsoring  the  activity  is  the  promo- 
tion and  stimulation  of  interest  in,  and  demand  for,  the  prod- 
ucts and  services  of  that  industry  in  general,  and  the  show  is 
designed  to  achieve  such  purpose  through  the  character  of 
the  exhibits  and  the  extent  of  the  industry  products  displayed. 

"(C)  Qualifying  organization. — For  purposes  of  this 
paragraph,  the  term  'qualifying  organization'  means  an  orga- 
nization described  in  section  501(c)(5)  or  (6)  which  regu- 
larly conducts  as  one  of  its  substantial  exempt  purposes  a 
show  which  stimulates  interest  in,  and  demand  for,  the  prod- 
ucts of  a  particular  industry  or  segment  of  such  industry. 
"(4)  Such  activities  not  to  affect  exempt  status. — An  orga- 
nization described  in  section  501(c)  (3),  (4),  or  (5)  shall  not  be 
considered  as  not  entitled  to  the  exemption  allowed  under  section 
501(a)  solely  because  of  qualified  public  entertainment  activities 
conducted  by  it," 

(b)  Effective  Dates. — The  amendments  made  by  subsection  (a)    26  USC  513 
apply  to  qualified  public  entertainment  activities  in  taxable  years 
beginning  after  December  31,  1962,  and  to  qualified  convention  and 
trade  show  activities  in  taxable  years  beginning  after  the  date  of 
enactment  of  this  Act. 

SEC.  1306.  DECLARATORY  JUDGMENTS  WITH  RESPECT  TO  SECTION 
501(c)(3)  STATUS  AND  CLASSIFICATION, 
(a)  General  Rule. — Subchapter  B  of  chapter  76  (relating  to  pro- 
ceedings by  taxpayers  and  third  paities)  is  amended  by  redesignating 
section  7428  as  7430,  and  by  inserting  after  section  7427  the  following 
new  section : 

"SEC.  7428.  DECLARATORY  JUDGMENTS  RELATING  TO  STATUS  AND    26  USC  7428. 
CLASSIFICATION  OF  ORGANIZATIONS  UNDER  SECTION 
501(c)(3),  ETC. 

"(a)  Creation  of  Remedy. — In  a  case  of  actual  controversy 
involving — 

"  ( 1 )  a  determination  by  the  Secretary — 

"(A)  with  respect  to  the  initial  qualification  or  continuing 
qualification  of  an  organization  as  an  organization  described 
in  section  501(c)  (3)  which  is  exempt  from  tax  under  section 
501(a)  or  as  an  organization  described  in  section  170(c)  (2), 
"(B)  with  respect  to  the  initial  classification  or  continuing 
classification  of  an  organization  as  a  private  foundation  (as 
defined  in  section  509  ( a) ) ,  or 
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"(C)  with  respect  to  the  initial  classification  or  continu- 
ing classification  of  an  organization  as  a  private  operating 
26  use  4942.  foundation  (as  defined  in  section  4942(j)  (3) ),  or 

"  (2)  a  failure  by  the  Secretary  to  make  a  determination  with 
respect  to  an  issue  referred  to  in  paragraph  (1), 
upon  the  filing  of  an  appropriate  pleading,  the  United  States  Tax 
Court,  the  United  States  Court  of  Claims,  or  the  district  court  of  the 
United  States  for  the  District  of  Columbia  may  make  a  declaration 
with  respect  to  such  initial  qualification  or  continuing  qualification  or 
with  respect  to  such  initial  classification  or  continuing  classification. 
Any  such  declaration  shall  have  the  force  and  effect  of  a  decision  of 
the  Tax  Court  or  a  final  judgment  or  decree  of  the  district  court  or 
the  Court  of  Claims,  as  the  case  may  be,  and  shall  be  reviewable  as 
such. 

"(b)  Limitations. — 

"(1)  Petitioner. — A  pleading  may  be  filed  under  this  section 
only  by  the  organization  the  qualification  or  classification  of 
which  is  at  issue. 

"  (2)  Exhaustion  of  Administrative  Remedies. — A  declaratory 
judgment  or  decree  imder  this  section  shall  not  be  issued  in  any 
proceeding  unless  the  Tax  Court,  the  Court  of  Claims,  or  the  dis- 
trict court  of  the  United  States  for  the  District  of  Columbia  deter- 
mines that  the  organization  involved  has  exhausted  administrative 
remedies  available  to  it  within  the  Internal  Revenue  Service.  An 
organization  requesting  the  determination  of  an  issue  referred  to 
in  subsection  (a)  (1)  shall  be  deemed  to  have  exhausted  its  admin- 
istrative remedies  with  respect  to  a  failure  by  the  Secretary  to 
make  a  determination  with  respect  to  such  issue  at  the  expiration 
of  270  days  after  the  date  on  which  the  request  for  such  deter- 
mination was  made  if  the  organization  has  taken,  in  a  timely 
manner,  all  reasonable  steps  to  secure  such  determination. 

"  (3)  Time  for  bringing  action. — If  the  Secretary  sends  by  cer- 
tified or  registered  mail  notice  of  his  determination  with  respect 
to  an  issue  referred  to  in  subsection  (a)  (1)  to  the  organization 
referred  to  in  paragraph  (1),  no  proceeding  may  be  initiated 
under  this  section  by  such  organization  unless  the  pleading  is 
tiled  before  the  91st  day  after  the  date  of  such  mailing. 
"(c)  Validation  of  Certain  Contributions  Made  During  Pend- 
ency OF  Proceedings. — 

"(1)  In  GENERAL.  If  

"(A)  the  issue  referred  to  in  subsection  (a)(1)  involves 
the  revocation  of  a  determination  that  the  organization  is 
described  in  section  170(c)(2), 

"(B)  a  proceeding  under  this  section  is  initiated  within 
the  time  provided  by  subsection  (b)(3),  and 
"(C)  either— 

"(i)  a  decision  of  the  Tax  Court  has  become  final 
(within  the  meaning  of  section  7481),  or 

"(ii)  a  judgment  of  the  district  court  of  the  United 
States  for  the  District  of  Columbia  has  been  entered,  or 
'  "(iii)  a  judgment  of  the  Court  of  Claims  has  been 

entered,". 

and  such  decision  or  judgment,  as  the  case  may  be,  deter- 
mines that  the  organization  was  not  described  in  section 
170(c)(2), 
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then,  notwithstanding  such  decision  or  judgment,  such  organiza- 
tion shall  be  treated  as  having  been  described  in  section  170  (c)  (2) 
for  purposes  of  section  170  for  the  period  beginning  on  the  date 
on  which  the  notice  of  the  revocation  was  published  and  ending 
on  the  date  on  which  the  court  first  determined  in  such  proceed- 
ing that  the  organization  was  not  described  in  section  170(c)  (2) . 
"(2)  LiMiTATiox. — Paragraph  (1)  shall  apply  only — 

"(A)  with  respect  to  individuals,  and  only  to  the  extent 
that  the  aggregate  of  the  contributions  made  by  any  individ- 
ual to  or  for  the  use  of  the  organization  during  the  period 
specified  in  paragraph  (1)  does  not  exceed  $1,000  (for  this 
purpose  treating  a  husband  and  wife  as  one  contributor) ,  and 
"(B)  with  respect  to  organizations  described  in  section 
170(c)  (2)  which  are  exempt  from  tax  under  section  501(a) 
(for  this  purpose  excluding  any  such  organization  with 
respect  to  which  there  is  pending  a  proceeding  to  revoke  the 
determination  under  section  170(c)  (2) ). 
"(3)  Exception. — This  subsection  shall  not  apply  to  any  indi- 
vidual who  was  responsible,  in  whole  or  in  part,  for  the  activities 
(or  failures  to  act)  on  the  part  of  the  organization  which  were 
the  basis  for  the  revocation.", 
(b)  Techxical  axd  Coxformixg  Amexd:viexts. — 

(1)  Section  7451  (relating  to  fee  for  filing  petition)  is  amended  26  USC  7451. 
by  inserting  before  the  period  at  the  end  thereof  the  following: 

"or  under  section  7 428".  Ante,  p.  1717. 

(2)  Section  7459(c)  (relating  to  date  of  decision)  -is  amended   26  USC  7459. 
by  inserting  after  "under  part  IV  of  this  subchapter"  the  follow- 
ing :  "or  under  section  7428". 

(3)  Section  7476(c)  ( relating  to  use  of  Tax  Court  commission-   26  USC  7476. 
ers)  is  amended  by  striking  out  "this  section"  and  inserting  in  lieu 

thereof  "this  section  or  section  7428". 

(4)  Section  7482(b)  (1)  (relating  to  venue  for  review  of  Tax  26  USC  7482. 
Court  decisions)  is  amended  by  striking  out  "or"  at  the  end  of 
subparagraph  (C).  by  striking  out  the  period  at  the  end  of  sub- 
paragraph (D)  and  inserting  in  lieu  thereof  ",  or",  and  by  insert- 

mg  after  subparagraph  (D)  the  following  new  subparagraph: 
"(E)  in  the  case  of  an  organization  seeking  a  declaratory 
decision  under  section  7428,  the  principal  office  or  agency  of 
the  organization.". 

(5)  Section  7482(b)(1)  is  further  amended  by  striking  out 
"section  7476"  in  the  last  sentence  and  inserting  in  lieu  thereof 
"section  7428, 7476,". 

(6)  The  table  of  sections  for  subchapter  B  of  chapter  76  is 
amended  by  striking  out  the  item  relating  to  section  7428  and 
inserting  in  lieu  thereof  the  following : 

"Sec.  7428.  Declaratory  judgments  relating  to  status  and  classification 

of  organizations  under  section  501(c)(3),  etc. 
"Sec.  7430.  Cross  references." 

(7)  Section  1346(e)  of  title  28,  United  States  Code  (relating 
to  jurisdiction  of  district  courts  with  the  United  States  as 
defendant),  is  amended  by  inserting  "or  section  7428  (in  the  case 
of  the  United  States  district  court  for  the  District  of  Columbia) " 
immediately  after  "section  7426". 

(8)  Section  2201  of  title  28,  United  States  Code  (relating  to 
creation  of  declaratory  judgment  remedy),  is  amended  by  strik- 
ing out  "taxes"  and  inserting  in  lieu  thereof  "taxes  other  than 
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actions  brought  under  section  7428  of  the  Internal  Revenue  Code 
Ante,  p.  1717.  of  1954". 

(9)  (A)  Chapter  92  of  title  28,  United  States  Code,  is  amended 
by  adding  at  the  end  thereof  the  following  new  section : 
28  use  1507.        "§  1507.  Jurisdiction  for  certain  declaratory  judgments 

"The  Court  of  Claims  shall  have  jurisdiction  to  hear  any  suit  for 
and  issue  a  declaratory  judgment  under  section  7428  of  the  Internal 
Kevenue  Code  of  1954.'-. 

(B)  The  table  of  sections  for  such  chapter  is  amended  by  add- 
ing at  the  end  thereof  the  following  new  item : 

"1507.  Jurisdiction  for  certain  declaratory  judgments." 

26  use  7428  (c)  ErracTivE  Date. — The  amendments  made  by  this  section  shall 

note.  apply  with  respect  to  pleadings  filed  with  the  Unit-ed  States  Tax 

Court,  the  district  court  of  the  United  States  for  the  District  of  Colum- 
bia, or  the  United  States  Court  of  Claims  more  than  6  months  after  the 
date  of  the  enactment  of  this  Act  but  only  with  respex^t  to  determina- 
tions (or  requests  for  determinations)  made  after  January  1,  1976. 
SEC.  1307.  LOBBYING  BY  PUBLIC  CHARITIES, 
(a)  Loss  OF  Exempt  Status. — 

(1)    Loss  OF  EXEMPT  STATUS  BECAUSE  OF  SUBSTANTIAL  LOBBY- 

26  use  501.  ING. — Section  501  (relating  to  exemption  from  income  tax)  is 

amended  by  redesignating  subsection  (h)  as  subsection  (i)  and  by 
inserting  after  subsection  (g)  the  following  new  subsection: 
"(h)     Expenditures    by    Public    Charities    To  Influence 
Legislation. — 

"(1)  General  rule. — In  the  case  of  an  organization  to  which 
this  subsection  applies,  exemption  from  taxation  under  subsection 
:      ,  V.  (a)  shall  be  denied  because  a  substantial  part  of  the  activities  of 

;    such  organization  consists  of  carrying  on  propaganda,  or  other- 
wise attempting,  to  influence  legislation,  but  only  if  such  organi- 
v;,/       /:    zation  normally — 

"  (A)  makes  lobbying  expenditures  in  excess  of  the  lobbying 
ceiling  amount  for  such  organization  for  each  taxable  year,  or 
"(B)  makes  grass  roots  expenditures  in  excess  of  the  grass 
roots  ceiling  amount  for  such  organization  for  each  taxable 
year. 

"(2)  Definitions. — For  purposes  of  this  subsection — 

"(A)     Lobbying    expenditures. — The    term  'lobbying 
expenditures*  means  expenditures  for  the  purpose  of  influ- 
Po5«,  p.  1723.  encing  legislation  (as  defined  in  section  4911(d)). 

"(B)  Lobbying  ceiling  amount. — The  lobbying  ceiling 
^   ff^     amount  for  any  organization  for  any  taxable  year  is  150  per- 
j',  ;  i    cent  of  the  lobbying  nontaxable  amount  for  such  organiza- 
tion for  such  taxable  year,  determined  under  section  4911. 

"(C)  Grass  roots  expenditures. — The  term  'grass  roots 
expenditures'  means  expenditures  for  the  purpose  of  influ- 
encing legislation  (as  defined  in  section  4911(d)  without 
regard  to  paragraph  (1)(B)  thereof). 

"  (D)  Grass  roots  ceiling  amount. — The  grass  roots  ceilinL^ 
amount  for  any  organization  for  any  taxable  year  is  150  per- 
cent of  the  grass  roots  nontaxable  amount  for  such  organiza- 
tion for  such  taxable  year,  determined  under  section  4911. 
"(3)  Organizations  to  which  this  subsection  applies. — This 
subsection  shall  apply  to  any  organization  which  has  elected  (in 
such  manner  and  at  "such  time  as  the  Secretary  may  prescribe) 
to  have  the  provisions  of  this  subsection  apply  to  such  organiza- 
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tion  and  which,  for  the  taxable  year  which  includes  the  date  the 

election  is  made,  is  described  in  subsection  (c)  (3)  and — 
"(A)  is  described  in  paragraph  (4),  and 
"(B)  is  not  a  disqualified  organization  under  paragraph 
(5). 

"(4)    OrGAXIZATIOXS  PERMITl^ED  TO  ELECT   TO   HA\^   THIS  STJB- 

SECTiox  APPLY. — An  Organization  is  described  in  this  paragraph  if 
it  is  described  in — 

"(A)  section  170(b)  (1)  (A)  (ii)  (relating  to  educational 
institutions), 

"(B)  section  iTO(b)  (1)  (A)  (iii)  (relating  to  hospitals  and 
medical  research  organizations), 

"(C)  section  170(b)  (1)  (A)  (iv)  (relating  to  organizations 
supporting  government  schools), 

"(D)  section  170(b)  (1)  (A)  (vi)  (relating  to  organizations 
publicly  supported  by  charitable  contributions) , 

"(E)  section  509  (a)(2)  ( relating  to  organizations  publicly 
supported  by  admissions,  sales,  etc.),  or 

"(F)  section  509(a)(3)  (relating  to  organizations  sup- 
porting certain  types  of  public  charities)  except  that  for  pur- 
poses of  this  subparagraph,  section  509(a)(3)  shall  be 
applied  without  regard  to  the  last  sentence  of  section  509(a). 
"  ( 5 )  Disqualified  orgaxizatioxs. — For  purposes  of  paragraph 
(3)  an  organization  is  a  disqualified  organization  if  it  is — 

"(A)  described  in  section  170(b)  (1)  (A)  (i)  (relating  to 
churches) , 

"(B)  an  integrated  auxiliary  of  a  church  or  of  a  conven- 
tion or  association  of  churches,  or 

"(C)  a  member  of  an  affiliated  group  of  organizations 
(within  the  meaning  of  section  4911(f)  (2))  if  one  or  more   Post,  p.l723. 
members  of  such  group  is  described  in  subparagraph  {X) 
or  (B). 

"(6)  Years  for  which  electiox  is  effective. — An  election 
by  an  organization  under  this  subsection  shall  be  effective  for  all 
taxable  years  of  such  organization  which — 

"  (A)  end  after  the  date  the  election  is  made,  and 

"(B)  begin  before  the  date  the  election  is  revoked  by  such  Regulations, 
organization  (under  regulations  prescribed  by  the  Secretary) . 
"(7)  No  effect  ox  certaix  orgaxizatioxs. — With  respect  to 
any  organization  for  a  taxable  year  for  which — 

"(A)  such  organization  is  a  disqualified  organization 
(within  the  meaning  of  paragraph  (5) ) ,  or 

"(B)  an  election  under  this  subsection  is  not  in  effect  for 
such  organization, 
nothing  in  this  subsection  or  in  section  4911  s'  all  bo  construed 
to  affect  the  interpretation  of  the  phrase,  'no  substantial  part  of 
the  activities  of  which  is  carrying  on  propaganda,  or  otherwise 
attempting,  to  influence  legislation,'  under  subsection  (c)  (3). 
"(8)  Affiliated  orgaxizatioxs. — 

"For  rules  regarding  affiliated  organizations,  see  section  4911(f).". 
(2)  Status  of  orgaxizatiox  which  ceases  to  qualify  for   26  USC  504. 

EXEMPTIOX   UXDER    SECTIOX    501(C)(3)    BECAUSE    OF  SUBSTAXTIAL 

lobbyixg. — Part  I  of  subchapter  F  of  chapter  1  ( relating  to  gen- 
eral rules  as  to  exempt  organizations)  is  amended  by  adding  at  the 
end  thereof  the  following  new  section : 
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26  use  504.         "SEC.  504.  STATUS  AFTER  ORGANIZATION  CEASES  TO  QUALIFY  FOR 

EXEMPTION  UNDER  SECTION  501(c)(3)  BECAUSE  OF  SUB- 
STANTIAL LOBBYING, 
"(a)  General  Rule. — ^An  organization  which — 

"(1)  was  exempt  (or  was  determined  by  the  Secretary  to  be 
exempt)  from  taxation  under  section  501(a)  by  reason  of  being 
an  organization  described  in  section  501(c)  (3),  and 

"(2)  is  not  an  organization  described  in  section  501(c)  (3)  by 
reason  of  carrying  on  propaganda,  or  otherwise  attempting,  to 
influence  legislation, 
shall  not  at  any  time  thereafter  be  treated  as  an  organization  described 
in  section  501  (c)  (4) . 

"(b)  Regulations  To  Prevent  Avoidance. — The  Secretary  shall 
prescribe  such  regulations  as  may  be  necessary  or  appropriate  to  pre- 
vent the  avoidance  of  subsection  (a) ,  including  regulations  relating  to 
a  direct  or  indirect  transfer  of  all  or  part  of  the  assets  of  an  organi- 
zation to  an  organization  controlled  (directly  or  indirectly)  by  the 
same  person  or  persons  who  control  the  transferor  organization. 

"(c)  Churches,  Etc. — Subsection  (a)  shall  not  apply  to  any  orga- 
nization which  is  a  disqualified  organization  within  the  meaning  of 
section  501(h)(5)  (relating  to  churches,  etc.)  for  the  taxable  year 
immediately  preceding  the  first  taxable  year  for  which  such  organiza- 
tion is  described  in  paragraph  (2)  of  subsection  (a).". 
26  use  504  (3)  Rules  of  interpretation. — It  is  the  intent  of  Congress  that 

note.  enactment  of  this  section  is  not  to  be  regarded  in  any  way  as  an 

approval  or  disapproval  of  the  decision  of  the  Court  of  Appeals 
for  the  Tenth  Circuit  in  Christian  Echoes  National  Ministry, 
Inc.  versus  United  States,  470  F.2d  849  (1972),  or  of  the  reason- 
ing in  any  of  the  opinions  leading  to  that  decision. 
26  use  6033.  (4)  Disclosure.— Section  6033(b)   (relating  to  information 

required  to  be  furnished  annually  by  certain  exempt  organiza- 
tions) is  amended  by  striking  out  "and"  at  the  end  of  paragraph 
(6),  by  striking  out  the  period  at  the  end  of  paragraph  (7)  and 
inserting  in  lieu  thereof  ",  and",  and  by  adding  at  the  end  thereof 
the  following: 

"(8)  in  the  case  of  an  organization  with  respect  to  which  an 
Ante,  p.  1720.  election  under  section  501(h)  is  effective  for  the  taxable  year,  the 

following  amounts  for  such  organization  for  such  taxable  year: 
"(A)  the  lobbying  expenditures  (as  defined  in  section  4911 
Po5i,  p.1723.  (c)(1)), 

,  .         "(S)  the  lobbying  nontaxable  amount  (as  defined  in  sec- 
tion 4911(c)  (2) ), 

"(C)  the  grass  roots  expenditures  (as  defined  in  section 
4911(c)(3)),  and 

"(D)  the  grass  roots  nontaxable  amount  (as  defined  in  sec- 
tion 4911(c) (4)). 
For  purposes  of  paragraph  (8) ,  if  section  4911  (f)  applies  to  the  orga- 
nization for  the  taxable  year,  such  organization  shall  furnish  the 
amounts  with  respect  to  the  affiliated  group  as  well  as  with  respect  to 
such  organization.". 

(b)  Taxes  on  Excess  Expenditures  To  Influence  Legislation. — 
Subtitle  D  (relating  to  miscellaneous  excise  taxes)  is  amended  by 
inserting  before  chapter  42  the  following  new  chapter : 
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"CHAPTER  41— PUBLIC  CHARITIES 


"Excess 
lobbying 
expenditures." 


"Sec.  4911.  Tax  on  excess  expenditures  to  influence  legislation. 

"SEC.  4911.  TAX  ON  EXCESS  EXPENDITURES  TO  INFLUENCE  LEGISLA-   26  USC  4911. 
TION. 

"(a)  Tax  Imposed. — 

"  (1)  Ix  GEXERAL. — There  is  hereby  imposed  on  the  excess  lobby- 
ing expenditures  of  any  organization  to  which  this  section  applies 
a  tax  eqral  to  25  percent  of  the  amount  of  the  excess  lobbying 
expenditures  for  the  taxable  year. 

"(2)  Orgaxizatioxs  to  which  this  sectiox  applies. — This 
section  applies  to  any  organization  with  respect  to  which  an  elec- 
tion under  section  501(h)  (relating  to  lobbying  expenditures  by   ^nte,  p.  1720. 
public  charities)  is  in  effect  for  the  taxable  year. 
"(b)  Excess  Lobbyixg  Expexditures. — For  purposes  of  this  section, 
the  term  'excess  lobbying  expenditures'  means,  for  a  taxable  year,  the 
greater  of — 

"  ( 1 )  the  amount  by  which  the  lobbying  expenditures  made  by 
the  organization  during  the  taxable  year  exceed  the  lobbying  non- 
taxable amomit  for  such  organization  for  such  taxable  year,  or 

"(2)  the  amount  by  which  the  grass  roots  expenditures  made 
by  the  organization  during  the  taxable  year  exceed  the  grass  roots 
nontaxable  amoimt  for  such  organization  for  such  taxable  year. 
"(c)  Defix-itioxs. — For  purposes  of  this  section — 

"(1)  Lobbyixg  expexdituees. — The  term  'lobbying  expendi- 
tures' means  expenditures  for  the  purpose  of  influencing  legisla- 
tion (as  defined  in  subsection  (d) ) . 

"  (2)  Lobbyixg  xoxtaxable  amount. — The  lobbying  nontaxable 
amount  for  any  organization  for  any  taxable  year  is  the  lesser  of 
(A)  $1,000,000  or  (B)  the  amount  determined  under  the  follow- 
ing table : 

"If  the  proposed  ex-  The  lobbying  nontaxable 

penditures  are —  amount  is — 

Not  over  $500,000   20  percent  of  the  exempt  purpose 

expenditures. 

Over  $500,000  but  not  over  $1,000,000. _  $100,000,  plus  15  percent  of  the  excess 

of  the  exempt  purpose  expenditures 
over  $500,000. 

Over  $1,000,000  but  not  over  $1,500,000__  $175,000  plus  10  percent  of  the  excess 

of  the  exempt  purpose  expenditures 
over  $1,000,000. 

Over  $1,500,000  $225,000  plus  5  percent  of  the  excess  of 

the  exempt  purpose  expenditures  over 
$1,500,000. 

"(3)  Grass  roots  expexditures. — The  term  'grass  roots 
expenditures'  means  expenditures  for  the  purpose  of  influencing 
legislation  (as  defined  in  subsection  (d)  without  regard  to  para- 
graph (1)(B)  thereof). 

"(4)  Grass  roots  nontaxable  amount. — The  grass  roots  non- 
taxable amount  for  any  organization  for  any  taxable  year  is  25 
percent  of  the  lobbying  nontaxable  amount  (determined  under 
paragraph  (2) )  for  such  organization  for  such  taxable  year. 
"(d)  Influexcixg  Legislation. — 

"(1)  Gex^eral  rule. — Except  as  otherwise  provided  in  para- 
graph (2),  for  purposes  of  this  section,  the  term  'influencing  leg- 
islation' means — 

"(A)  any  attempt  to  influence  any  legislation  through  an 
attempt  to  affect  the  opinions  of  the  general  public  or  any 
segment  thereof,  and 


"Influencing 
legislation." 
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"(B)  any  attempt  to  influence  any  legislation  through  com- 
munication with  any  member  or  employee  of  a  legislative 
body,  or  with  any  government  official  or  employee  who  may 
participate  in  the  formulation  of  the  legislation. 
"Influencing  "  (2)  EXCEPTIONS. — For  purposes  of  this  section,  the  term  'influ- 

legisiation."  encing  legislation',  with  respect  to  an  organization,  does  not 

include — 

"(A)  making  available  the  results  of  nonpartisan  analysis, 
study,  or  research ; 

"(B)  providing  of  technical  advice  or  assistance  (w^here 
such  advice  would  otherwise  constitute  the  influencing  of  leg- 
islation) to  a  governmental  body  or  to  a  committee  or  other 
subdivision  thereof  in  response  to  a  written  request  by  such 
body  or  subdivision,  as  the  case  may  be ; 

"(C)  appearances  before,  or  communications  to,  any  legis- 
lative body  with  respect  to  a  possible  decision  of  such  body 
which  might  affect  the  existence  of  the  organization,  its  pow- 
ers and  duties,  tax-exempt  status,  or  the  deduction  of  con- 
tributions to  the  organization ; 

"(D)  comLmunications  between  the  organization  and  its 
bona  fide  members  with  respect  to  legislation  or  proposed 
legislation  of  direct  interest  to  the  organization  and  such 
members,  other  than  communications  described  in  paragraph 
(3)  ;  and 

"(E)  any  communication  with  a  government  official  or 
employee,  other  than — 

"(i)  a  communication  with  a  member  or  employee  of  a 
legislative  body  (where  such  communication  would 
otherwise  constitute  the  influencing  of  legislation),  or 

"(ii)  a  communication  the  principal  purpose  of  which 
is  to  influence  legislation. 
"(3)  Communications  with  members. — 

"(A)  A  communication  between  an  organization  and  any 
bona  fide  member  of  such  organization  to  directly  encourage 
such  member  to  communicate  as  provided  in  paragraph  (1) 
(B)  shall  be  treated  as  a  communication  described  in  para- 
graph  (1)(B). 

"(B)  A  communication  between  an  organization  and  any 
bona  fide  member  of  such  organization  to  directly  encourage 
such  member  to  urge  persons  other  than  members  to  com- 
.  municate  as  provided  in  either  subparagraph  (A)  or  sub- 

/      paragraph  (B)  of  paragraph  (1)  shall  be  treated  as  a 
communication  described  in  paragraph  (1)(A). 
"(e)  Other  Definitions  and  Special  Rules. — For  purposes  of  this 
section — 

"(1)  Exempt  purpose  expenditures. — 

"(A)  In  general. — The  term  'exempt  purpose  expendi- 
tures' means,  with  respect  to  any  organization  for  any  taxable 
year,  the  total  of  the  amounts  paid  or  incurred  by  such  orga- 
nization to  accomplish  purposes  described  in  section  170(c) 
26  use  170.  (2)  (B)  (relating  to  religious,  charitable,  educational,  etc., 

purposes). 

"(B)  Certain  amounts  included. — The  term  'exempt  pur- 
pose expenditures'  includes — 

"(i)  administrative  expenses  paid  or  incurred  for  pur- 
poses described  in  section  170(c)(2)(B),  and 
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"(ii)  amounts  paid  or  incurred  for  the  purpose  of 
influencing  legislation  (whether  or  not  for  purposes 
described  in  section  170 (c)  (2)  (B) ).  26  USC  170. 

"(C)  Certain  amounts  excluded. — The  term  'exempt  pur- 
pose expenditures'  does  not  include  amounts  paid  or  incurred 
to  or  for — 

"(i)  a  separate  fundraising  unit  of  such  organization, 

or 

"(ii)  one  or  more  other  organizations,  if  such  amounts 
are  paid  or  incurred  primarily  for  fundraising. 
"(2)  Legislation. — The  term  'legislation'  includes  action  with 
respect  to  Acts,  bills,  resolutions,  or  similar  items  by  the  Congress, 
any  State  legislature,  any  local  council,  or  similar  governing  body, 
or  by  the  public  in  a  referendum,  initiative,  constitutional  amend- 
ment, or  similar  procedure. 

"(3)  Action. — The  term  'action'  is  limited  to  the  introduction, 
amendment,  enactment,  defeat,  or  repeal  of  Acts,  bills,  resolutions, 
or  similar  items. 

"(4)  Depreciation,  etc.,  treated  as  expenditures. — In  com- 
puting expenditures  paid  or  incurred  for  the  purpose  of  influ- 
encing legislation  (within  the  meaning  of  subsection  (b)  (1)  or 
(b)(2))  or  exempt  purpose  expenditures  (as  defined  in  para- 
graph (1) ) ,  amounts  properly  chargeable  to  capital  account  shall 
not  be  taken  into  account.  There  shall  be  taken  into  account  a  rea- 
sonable allowance  for  exhaustion,  wear  and  tear,  obsolescence,  or 
amortization.  Such  allowance  shall  be  computed  only  on  the  basis 
of  the  straight-line  method  of  depreciation.  For  purposes  of  this 
section,  a  determination  of  whether  an  amount  is  properly  charge- 
able to  capital  account  shall  be  made  on  the  basis  of  the  principles 
that  apply  under  subtitle  A  to  amounts  which  are  paid  or  incurred  26  USC  1. 
in  a  trade  or  business. 
"(f)  Affiliated  Organizations. — 

"(1)  In  general. — Except  as  otherwise  provided  in  paragraph 
(4),  if  for  a  taxable  year  two  or  more  organizations  described 
in  section  501(c)  (3)  are  members  of  an  affiliated  group  of  orga- 
nizations as  defined  in  paragraph  (2),  and  an  election  under  sec- 
tion 501(h)  is  effective  for  at  least  one  such  organization  for  Ante,  p.  1720. 
such  year,  then — 

"(A)  the  determination  as  to  whether  excess  lobbying 
expenditures  have  been  made  and  the  determination  as  to 
whether  the  expenditure  limits  of  section  501(h)(1)  have 
been  exceeded  shall  be  made  as  though  such  affiliated  group 
is  one  organization, 

"(B)  if  such  group  has  excess  lobbying  expenditures, 
each  such  organization  as  to  which  an  election  under  section 
501(h)  is  effective  for  such  year  shall  be  treated  as  an  orga- 
nization which  has  excess  lobbying  expenditures  in  an  amount 
which  equals  such  organization's  proportionate  share  of  such 
group's  excess  lobbying  expenditures, 

"(C)  if  the  expenditure  limits  of  section  501(h)(1)  are 
exceeded,  each  such  organization  as  to  which  an  election 
under  section  501  (h)  is  effective  for  such  year  shall  be  treated 
as  an  organization  which  is  not  described  in  section  501(c) 
(3)  by  reason  of  the  application  of  501  (h) ,  and 

"(D)  subparagraphs  (C)  and  (D)  of  subsection  (d)(2), 
paragraph  (3)  of  subsection  (d),  and  clause  (i)  of  subsec- 
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Regulations. 


Ante,  p.  1720. 


26  use  170. 


tion  (e)  (1)  (C)  shall  be  applied  as  if  such  affiliated  group 
were  one  organization. 
"(2)  Definition  of  affiliation. — For  purposes  of  paragraph 
(1),  two  organizations  are  members  of  an  affiliated  group  of 
organizations  but  only  if — 

"(A)  the  governing  instrument  of  one  such  organization 
requires  it  to  be  bound  by  decisions  of  the  other  organization 


"(B)  the  governing  board  of  one  such  organization 
includes  persons  who — 

"(i)  are  specifically  designated  representatives  of 
another  such  organization  or  are  members  of  the 
governing  board,  officers,  or  paid  executive  staff  members 
of  such  other  organization,  and 

"(ii)  by  aggregating  their  votes,  have  sufficient  voting 
power  to  cause  or  prevent  action  on  legislative  issues  by 
the  first  such  organization. 
"(3)  Different  taxable  years. — If  members  of  an  affiliated 
group  of  organizations  have  different  taxable  years,  their  expend- 
itures shall  be  computed  for  purposes  of  this  section  in  a  manner 
to  be  prescribed  by  regulations  promulgated  by  the  Secretary. 

"(4)  Limited  control. — If  two  or  more  organizations  are 
members  of  an  affiliated  group  of  organizations  (as  defined  in 
paragraph  (2)  without  regard  to  subparagraph  (B)  thereof),  no 
two  members  of  such  affiliated  group  are  affiliated  (as  defined  in 
paragraph  (2)  without  regard  to  subparagraph  (A)  thereof), 
and  the  governing  instrument  of  no  such  organization  requires  it 
to  be  bound  by  decisions  of  any  of  the  other  such  organizations  on 
legislative  issues  other  than  as  to  action  with  respect  to  Acts,  bills, 
resolutions,  or  similar  items  by  the  Congress,  then — 

"(A)  in  the  case  of  any  organization  whose  decisions  bind 
one  or  more  members  of  such  affiliated  group,  directly  or 
indirectly,  the  determination  as  to  whether  such  organization 
has  paid  or  incurred  excess  lobbying  expenditures  and  the 
determination  as  to  whether  such  organization  has  exceeded 
the  expenditure  limits  of  section  501(h)  (1)  shall  be  made  as 
though  such  organization  has  paid  or  incurred  those  amounts 
paid  or  incurred  by  such  members  of  such  affiliated  group  to 
influence  legislation  with  respect  to  Acts,  bills,  resolutions,  or 
similar  items  by  the  Congress,  and 

"(B)  in  the  case  of  any  organization  to  which  subpara- 
graph (A)  does  not  apply,  but  which  is  a  member  of  such 
affiliated  group,  the  determination  as  to  whether  such  organi- 
zation has  paid  or  incurred  excess  lobbying  expenditures  and 
the  determination  as  to  whether  such  organization  has 
exceeded  the  expenditure  limits  of  section  501(h)  (1)  shall  be 
made  as  though  such  organization  is  not  a  member  of  such 
affiliated  group.", 
(c)  Disallowing  of  Deduction  for  Contribution  To  Influence 
Legislation. — Section  170(f)  (relating  to  disallowance  of  charitable 
contribution  deductions  in  certain  cases)  is  amended  by  striking  out 
paragraph  (6)  and  inserting  in  lieu  thereof  the  following: 

"  ( 6 )  Deductions  for  ouT;or-pocKET  expenditures. — No  deduc- 
tion shall  be  allowed  under  this  section  for  an  out-of-pocket 
expenditure  made  by  any  person  on  behalf  of  an  organization 
described  in  subsection  (c)  (other  than  an  organization  described 
in  section  501(h)  (5)  (relating  to  churches,  etc.) )  if  the  expendi- 
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ture  is  made  for  the  purpose  of  influencing  legislation  (within  the 
meaning  of  section  501  (c)(3)).-'. 
(d)  Techxical  Amendmexts. — 

(1)  Amendments  coxformixg  to  xew  secttox  501(h). —         Ante,  p.  1720. 

(A)  Section  501  (c)  (3)  is  amended  by  striking  out  "no  sub-   26  USC  501. 
stantial  part  of  the  activities  of  which  is  carrying  on  propa- 
ganda, or  otherwise  attempting,  to  influence  legislation,"  and 
inserting  in  lieu  thereof  ''no  substantial  part  of  the  activities 

of  which  is  carrying  on  propaganda,  or  otherwise  attempting, 
to  influence  legislation  (except  as  otherwise  provided  in  sub- 
section (h) ),". 

(B)  The  following  sections  are  amended  b}-  striking  out 
"no  substantial  part  of  the  activities  of  which  is  carrying  on 
propaganda,  or  otherwise  attempting,  to  influence  legisla- 
tion," each  place  it  appears  and  inserting  in  lieu  thereof  in 
each  such  place  "which  is  not  disqualified  for  tax  exemption 
under  section  501(c)  (3)  by  reason  of  attempting  to  influence 
legislation,'' : 

(i)  section  170(c)(2)(D)  (relating  to  the  definition  of  26  USC  170. 
charitable  contributions)  ; 

(ii)  section  2055  (a)  (2)  (relating  to  transfers  for  pub-   26  USC  2055. 
lie,  charitable,  and  religious  uses) ; 

(iii)  section2106(a)  (2)  (A)  (ii)  (relating  to  transfers  26  USC  2106. 
for  public,  charitable,  and  religious  uses)  ; 

(iv)  section  2522(a)(2)   (relating  to  charitable  and  26  USC  2522. 
similar  gifts  of  citizens  or  residents)  ;  and 

(v)  section  2522(b)(2)   (relating  to  charitable  and 
similar  gifts  of  nonresidents) . 

(C)  Sections  2055(a)  (3)  and  2106(a)  (2)  (A)  (iii)  (relat-   26  USC  2055, 
ing  to  transfers  for  public,  charitable,  and  religious  uses)  are  2106. 
amended  by  striking  out  "no  substantial  part  of  the  activities 

of  such  trustee  or  trustees,  or  of  such  fraternal  society,  order, 
or  association,  is  carrying  on  propaganda,  or  otherwise 
attempting,  to  influence  legislation,"  each  place  it  appears  and 
inserting  in  lieu  thereof  in  each  such  place  "such  trust,  fra- 
ternal society,  order,  or  association  would  not  be  disqualified 
for  tax  exemption  under  section  501(c)(3)  by  reason  of 
attempting  to  influence  legislation,". 

(2)   AmEXDMEXTS  COXFORMIXG  to  xew  chapter  41. — 

(A)  Paragraph  (6)  of  section  275(a)  (denying  deductions 
for  certain  taxes) ,  as  amended  by  this  Act,  is  amended  to  read 
as  follows : 

"(6)  Taxes  imposed  by  chapters  41,  42,  43,  and  44." 

(B)  Section  6104(c)(1)(B)  (relating  to  notification  of 
state  officers  regarding  taxes  imposed  on  certain  exempt  orga- 
nizations), is  amended  by  striking  out  "chapter  42"  and 
inserting  in  lieu  thereof  "chapter  41  or  42". 

(C)  Section  6161(b)  (relating  to  extensions  of  time  for 
paying  tax)  is  amended — 

(i)  in  paragraph  (1)  by  striking  out  "12"  and  insert- 
ing in  lieu  thereof  "12,  41";  and 

(ii)  in  the  second  sentence  by  striking  out  "42,"  and 
inserting  in  lieu  thereof  "41,  42,". 

(D)  Section  6201(d)   (relating  to  assessment  authority)   26  USC  6201. 
is  amended  by  striking  out  "chapter  42,  and  chapter  43  taxes" 

and  inserting  in  lieu  thereof  "and  certain  excise  taxes". 


26  USC  275. 

26  USC  4911, 
4940,  4971. 
Post,  p.  1754. 
26  USC  6104. 

26  USC  6161. 
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26  use  6211.  (E)  Section  6211(a)  (defining  deficiency)  is  amended  by 

striking  out  "chapters  42"  and  inserting  in  lieu  thereof 
"chapters  41,  42,". 

(F)  The  following  sections  are  amended  by  striking  out 
"chapter  42"  each  place  it  appears  and  inserting  in  lieu 
thereof  in  each  such  place  "chapter  41, 42," ; 

(i)  subsections  (a)  and  (b)  (2)  of  section  6211  (defin- 
ing deficiency)  ; 

26  use  6212.  (ii)  section  6212(a)  (relating  to  notice  of  deficiency) ; 

26  use  6213.  (iii)  section  6213(a)  (relating  to  restrictions  appli- 

cable to  deficiencies  and  petitions  to  Tax  Court) ; 

26  use  6214.  (iv)  subsections  (c)  and  (d)  of  section  6214  (relating 

to  determinations  by  Tax  Court)  ; 

26  use  6344.  (v)  section  6344(a)  (1)  (relating  to  cross  references)  ; 

26  use  6501.  (vi)  section  6501(e)(3)   (relating  to  limitations  on 

assessment  and  collection)  ; 

26  use  6512.  (vii)  subsections  (a)  and  (b)  (1)  of  section  6512  (relat- 

ing to  limitations  in  case  of  petition  to  Tax  Court) ;  and 

26  use  7422.  (viii)  section  7422(e)   (relating  to  civil  actions  for 

refund) . 

26  use  6212.  (G)  Section  6212  (relating  to  notice  of  deficiency)  is 

amended — 

(i)  in  subsection  (b)  (1)  by  striking  out  "chapter  42" 
each  place  it  appears  and  inserting  in  lieu  thereof  in  each 
place  "chapter  41,  chapter  42" ;  and 

(ii)  in  subsection  (c)  (1)  by  striking  out  "of  chapter 
43  tax  for  the  same  taxable  years,"  and  inserting  in  lieu 
thereof  "of  chapter  41  tax  for  the  same  taxable  year,  of 
chapter  43  tax  for  the  same  taxable  year,". 

(H)  The  headings  of  section  6214(c)  (relating  to  determi- 
nations by  Tax  Court)  and  6601(c)  (relating  to  interest  on 
underpayments,  etc.)  are  amended  by  striking  out  "Chapter 
42"  and  inserting  in  lieu  thereof  in  each  such  place  "Chapter 
41,  42.". 

(3)  Amendments  to  tables  of  chapters  and  sections. — 
(A)  The  table  of  chapters  for  subtitle  D  is  amended  by 
inserting  before  the  item  relating  to  chapter  42  the  following : 

"Chapter  41.  Public  charities." 

;    ,   ,  (B)  The  table  of  sections  for  part  I  of  subchapter  F  of 

chapter  1  is  amended  by  adding  at  the  end  thereof  the  fol- 
lowing : 

"Sec.  504.  Status  after  organization  ceases  to  qualify  for  exemp- 
tion under  section  501(c)(3)  because  of  substantial 
lobbying." 

26  use  501  (e)  Effective  Date. — The  amendments  made  by  this  section  shall 

note.  apply — 

(1)  except  as  otherwise  specified  in  paragraph  (2) ,  in  the  case  of 
26  use  1.                amendments  to  subtitle  A,  to  taxable  years  beginning  after  Decem- 
ber 31, 1976; 

(2)  in  the  case  of  the  amendments  made  by  subsection  (a)  (2), 
to  activities  occurring  after  the  date  of  the  enactment  of  this  Act ; 

26  use  2001.  (3)  in  the  case  of  amendments  to  chapter  11,  to  the  estates  of 

decedents  dying  after  December  31, 1976 ; 
26  use  2501.  (4)  in  the  case  of  amendments  to  chapter  12,  to  gifts  in  calendar 

years  beginning  after  December  31, 1976 ; 
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(5)  in  the  case  of  amendments  to  subtitle  D,  to  taxable  years  26  USC  4001. 
beginning  after  December  31, 1976 ;  and 

(6)  in  the  case  of  amendments  to  subtitle  F,  on  and  after  the  26  USC  6001. 
date  of  the  enactment  of  this  Act. 

SEC.  1308.  TAX   LIENS,    ETC.,    NOT   TO    CONSTITUTE  ACQUISITION 
INDEBTEDNESS. 

(a)  General  Ruije. — Section  514(c)(2)    (relating  to  property  26  USC  514. 
acquired  subject  to  mortgages,  etc.)  is  amended  by  adding  at  the  end 

thereof  the  following  new  subparagraph : 

''(C)  Liens  for  taxes  or  assessments. — ^Where  State  law 
provides  that — 

"  (i)  a  lien  for  taxes,  or 

"  (ii)  a  lien  for  assessments, 
made  by  a  State  or  a  political  subdivision  thereof  attaches  to 
property  prior  to  the  time  when  such  taxes  or  assessments 
jbecome  due  and  payable,  then  such  lien  shall  be  treated  as 
similar  to  a  mortgage  (within  the  meaning  of  subparagraph 
(A))  but  only  after  such  taxes  or  assessments  become  due 
and  payable  and  the  organization  has  had  an  opportunity  to 
pay  such  taxes  or  assessments  in  accordance  with  State  law.". 

(b)  Effective  Date. — The  amendment  made  by  this  section  shall   26  USC  514 
apply  to  taxable  years  ending  after  December  31, 1969.  note. 

SEC.  1309.  EXTENSION  OF  SELF-DEALING  TRANSITION  RULES  FOR 
PRIVATE  FOUNT)ATIONS. 

(a)  Extension  of  Eule. — Section  101  (1)  (2)  (B)  of  the  Tax  Reform  26  USC  4940 
Act  of  1969  is  amended  by  striking  out  "January  1,  1975"  and  insert-  note. 

iiig  in  lieu  thereof  "January  1,  1977". 

(b)  Effectr-e  Date. — The  amendment  made  by  this  section  shall 
^PPb'  to  dispositions  made  after  the  date  of  the  enactment  of  this 
Act. 

SEC.  1310.  IMPUTED  INTEREST. 

(a)  Ge  neral  Rule. — Section  4942(f)  (2)  (relating  to  income  modi-  26  USC  4942. 
fications)  is  amended — 

(1)  by  striking  out  "and"  at  the  end  of  subparagraph  (B), 

(2)  by  striking  out  the  period  at  the  end  of  subparagraph  (C) 
and  inserting  in  lieu  thereof  ";  and",  and 

(3)  by  adding  at  the  end  thereof  the  following  new  sub- 
paragraph : 

"(D)  section  483  (relating  to  imputed  interest)  shall  not 
apply  in  the  case  of  a  binding  contract  made  in  a  taxable 
year  beginning  before  January  1,  1970.". 

(b)  Effective  Date. — The  amendments  made  by  this  section  shall  26  USC  4942 
apply  to  taxable  years  ending  after  the  date  of  the  enactment  of  note. 

this  Act. 

SEC.  1311.  CERTAIN  HOSPITAL  SERVICES. 

(a)  In  General. — Section  513  (relating  to  unrelated  trade  or 
business)  is  amended  by  adding  at  the  end  thereof  the  following  new 
subsection : 

"(e)  Certain  Hospital  Services.— In  the  case  of  a  hospital 
described  m  section  170(b)  (1)  (A)  (iii),  the  term  'unrelated  trade  or 
busmess'  does  not  include  the  furnishing  of  one  or  more  of  the  services 
described  in  section  501(e)  (1)  (A)  to  one  or  more  hospitals  described 
m  section  170(b)  (1)  (A)  (iii)  if— 


26  USC  513. 
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"(1)  such  services  are  furnished  solely  to  such  hospitals  which 
have  facilities  to  serve  not  more  than  100  inpatients ; 

"(2)  such  services,  if  performed  on  its  own  behalf  by  the 
recipient  hospital,  would  constitute  activities  in  exercising  or 
performing  the  purpose  or  function  constituting  the  basis  for 
its  exemption ;  and 

"(3)  such  services  are  provided  at  a  fee  or  cost  which  does  not 
exceed  the  actual  cost  of  providing  such  services,  such  cost  includ- 
ing straight  line  depreciation  and  a  reasonable  amount  for  return 
on  capital  goods  used  to  provide  such  services." 
(b)  Effective  Date. — The  amendment  made  by  this  section  shall 
apply  to  all  taxable  years  to  which  the  Internal  Revenue  Code  of 
1954  applies. 

SEC.  1312.  CLINICAL  SERVICES  OF  COOPERATIVE  HOSPITALS. 

(a)  In  General. — Section  501(e)  (1)  (A)  (relating  to  cooperative 
hospital  service  organizations)  is  amended  by  inserting  "clinical," 
after  "food,". 

(b)  Effective  Date. — The  amendment  made  by  this  section  shall 
apply  to  taxable  years  ending  after  December  31,  1976. 

SEC.  1313.  EXEMPTION  OF  CERTAIN  AMATEUR  ATHLETIC  ORGANIZA- 
TIONS FROM  TAX. 

(a)  In  General. — Paragraph  (3)  of  section  501(c)  (relating  to 
exempt  religious,  charitable,  etc.,  organizations)  is  amended  by  insert- 
ing after  "or  educational  purposes,"  the  following:  "or  to  foster 
national  or  international  amateur  sports  competition  (but  only  if  no 
part  of  its  activities  involve  the  provision  of  athletic  facilities  or 
equipment) ,". 

(b)  Treatment  of  Gifts  to  Such  Organizations  for  Income, 
Estate  and  Gift  Tax  Purposes. — 

(1)  Subparagraph  (B)  of  section  170(c)  (2)  (relating  to  defi- 
nition of  charitable  contribution)  is  amended  by  inserting  after 
"or  educational  purposes"  the  following:  ",  or  to  foster  national 
or  international  amateur  sports  competition  (but  only  if  no  part 
of  its  activities  involve  the  provision  of  athletic  facilities  or 
equipment) ,". 

(2)  Paragraph  (2)  of  section  2055(a)  (relating  to  transfers 
for  public,  charitable,  and  religious  uses)  is  amended  by  inserting 
after  "the  encouragement  of  art"  the  following:  ",  or  to  foster 
national  or  international  amateur  sports  competition  (but  only 
if  no  part  of  its  activities  involve  the  provision  of  athletic  facili- 
ties or  equipment),". 

(3)  Paragraph  (2)  of  section  2522(a)  (relating  to  charitable 
and  similar  gifts)  is  amended  by  inserting  after  "or  educational 
purposes"  the  following:  ",  or  to  foster  national  or  international 
amateur  sports  competition  (but  only  if  no  part  of  its  activities 
involve  the  provision  of  athletic  facilities  or  equipment),". 

(c)  An  organization  which  (without  regard  to  the  amendments 
made  by  this  section)  is  an  organization  described  in  section  170(c)  (2) 
(B),  501(c)  (3),  2055(a)  (2),  or  2522(a)  (2)  of  the  Internal  Revenue 
Code  of  1954  shall  not  be  treated  as  an  organization  not  so  described  as 
a  result  of  the  amendments  made  by  this  section. 

(d)  Effective  Date. — The  amendments  made  by  this  section  shall 
apply  on  the  day  following  the  date  of  the  enactment  of  this  Act. 
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TITLE  XIV— TREATMENT  OF  CERTAIN 
CAPITAL  LOSSES;  HOLDING  PERIOD  FOR 
CAPITAL  GAINS  AND  LOSSES 

SEC.  1401.  INCREASE  IN  AMOUNT  OF  ORDINARY  INCOME  AGAINST 
WHICH  CAPITAL  LOSS  xMAY  BE  OFFSET. 

(a)  General  Eule.— Subparagraph  (B)  of  section  1211(b)(1)    26  USC1211. 
(relating  to  limitation  on  capital  losses  for  taxpayers  other  than  cor- 
porations) is  amended  by  striking  out  "$1,000"  and  inserting  in  lieu 

thereof  "the  applicable  amount''. 

(b)  Applicable  Amouxt  Defined. — Paragraph  (2)  of  section 
1211(b)  (relating  to  limitation  on  capital  losses  for  taxpayers  other 
than  corporations)  is  amended  to  read  as  follows : 

''(2)  Applicable  AMOUXT. — For  purposes  of  paragraph  (1)  (B), 
the  term  'applicable  amount'  means — 

"(A)  $2,000  in  the  case  of  any  taxable  year  beginning  in 
1977;  and 

(B)  $3,000  in  the  case  of  any  taxable  year  beginning  after 
1977. 

In  the  case  of  a  separate  return  by  a  husband  or  wife,  the  appli- 
cable amount  shall  be  one-half  of  the  amount  determined  under 
the  preceding  sentence."   

(c)  Effecti\'e  Date. — The  amendments  made  by  this  section  shall   26  USC  1211 
apply  to  taxable  years  beginning  after  December  31,  1976.  note. 

SEC.  1402.  INCREASE  IN  HOLDING  PERIOD  REQUIRED  FOR  CAPITAL 
GAIN  OR  LOSS  TO  BE  LONG  TERM. 

(a)  IxcREASE  IX  Two  Steps  From  6  Moxths  to  1  Year. — 

(1)  Taxable  years  begixxixg  ix  1977. — Effective  with  respect 

to  taxable  years  beginning  in  1977,  paragraphs  (1),  (2),  (3),  and  

(-1)  of  section  1222  (relating  to  other  terms  relating  to  capital   26  USC  1222. 
gains  and  losses)  are  each  amended  by  striking  out  "6  months'' 
and  inserting  in  lieu  thereof  "9  months"'. 

(2)  Taxable  years  begixxixg  after  1977. — Effective  with 
respect  to  taxable  years  beginning  after  December  31,  1977,  para- 
graphs (1),  (2),  (3),  and  (4)  of  section  1222  are  each  amended 
by  striking  out  ''9  months''  and  inserting  in  lieu  thereof  "1  year". 

(b)  Coxformixg  Amexdmexts. — 

(1)  Taxable  years  begixxixg  ix  1977. — Effective  with  respect 
to  taxable  years  beginning  in  1977,  the  following  provisions  are 
each  amended  by  striking  out  "6  months"  each  place  it  appears 
and  inserting  in  lieu  thereof  "9  months"  : 

(A)  Paragraph  (1)  (B)  of  section  166(d)  (relating  to  non-  26  USC  166. 
business  debts).   

(B)  Subsection  (a)  of  section  341  (relating  to  treatment  26  USC  341. 
of  gain  to  shareholders  in  the  case  of  collapsible  corpora- 
tions). 

(C)  Paragraph  (2)  of  subsection  (a)  of  section  402  (relat-   26  USC  402. 
ing  to  capital  gains  treatment  for  certain  distributions  in  the 

case  of  a  beneficiary  of  an  exempt  employees'  trust)  and  sub- 
paragraph (L)  of  paragraph  (4)  of  section  402(e)  (relating 
to  election  to  treat  pre-1974  participation  as  post-1973  par- 
ticipation).  ' 

(D)  Subparagraph  (A)  of  section  403(a)  (2)  (relating  to   26  USC  403. 
capital  gains  treatment  for  certain  distributions  in  the  case  of 

a  beneficiary  under  a  qualified  annuity  plan) . 
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26  use  423.  (E)  Paragraph  (1)  of  section  423(a)  (relating  to  employee 

stock  purchase  plans). 

(F)  Paragraph  (1)  of  subsection  (a)  and  paragraphs  (1) 
26  use  424.  and  (2)  of  subsection  (c)  of  section  424  (relating  to  restricted 

stock  options). 

26  use  582.  (G)  Paragraph  (2)  of  section  582(c)  (relating  to  capital 

gains  of  banks). 

26  use  584.  (H)  Subparagraphs  (A)  and  (B)  of  section  584(c)(1) 

(relating  to  inclusions  in  taxable  income  of  participants  in 

common  trust  funds). 
26  use  631.  (I)  Section  631  (relating  to  gain  or  loss  in  the  case  of 

timber,  coal,  or  domestic  iron  ore) . 
26  use  642.  (J)  Paragraphs  (3)  and  (4)  of  section  642(c)  (relating 

to  charitable  deductions  for  certain  trusts) . 
26  use  644.  (K)  Section  644  (relating  to  special  holding  period  rules 

for  gain  on  property  transferred  to  trust  at  less  than  fair 

market  value). 

26  use  702.  (L)  Paragraphs  (1)  and  (2)  of  section  702(a)  (relating  to 
  income  and  credits  of  partner) . 

26  use  817.  (M)  Subparagraph  (A)  of  section  817(a)  (1)  (relating  to 

certain  gains  and  losses  in  the  case  of  life  insurance 
companies). 

(N)  Subparagraph  (B)  of  paragraph  (3).  and  paragraph 
26  use  852.  (4) ,  of  section  852  (b)  (relating  to  taxation  oi  shareholders  of 

regulated  investment  companies). 
26  use  856.  (O)  Subparagraph  (A)  of  section  856(c)  (4)  (relating  to 

definition  of  real  estate  investment  trust). 

(P)  Subparagraph  (B)  of  paragraph  (3),  and  paragraph 
26  use  857.  (5),  of  section  857 (b)  (relating  to  taxation  of  shareholders 

of  real  estate  investment  trusts) . 
26  use  1223.  (Q)  Paragraph  (11)  of  section  1223  (relating  to  holding 

period  of  property) . 
26  use  1231.  (R)  Section  1231  (relating  to  property  used  in  the  trade  or 

business  and  involuntary  conversions). 
26  use  1232.  (S)  Paragraph  (2)  of  section  1232(a)  (relating  to  sale 

or  exchange  in  the  case  of  bonds  and  other  evidences  of 

indebtedness). 

26  use  1233.  ^   (T)  Subsections  (b),  (d),  and  (e)  of  section  1233  (relat- 

ing to  gains  and  losses  from  short  sales) . 

Post,  p.  1929.  (U)  Paragraph  (1)  of  section  1234(b)  (relating  to  special 

rule  for  gain  on  lapse  of  an  option  granted  as  part  of  a 
straddle) ,  as  amended  by  this  Act. 

26  use  1235.  (V)  Subsection  (a)  of  section  1235  (relating  to  sale  or 

exchange  of  patents). 

26  use  1246.  (W)  Paragraph  (4)  of  section  1246(a)  (relating  to  hold- 

ing period  in  the  case  of  gain  on  foreign  investment  company 
stock). 

26  use  1247.  (X)  Subsection  (i)  of  section  1247  (relating  to  loss  on  sale 

or  exchange  of  certain  stock  in  the  case  of  foreign  investment 
companies  electing  to  distribute  income  currently) . 

(Y)  Subsection  (b),  and  subparagraph  (C)  of  subsection 
26  use  1248.  (f)  (3),  of  section  1248  (relating  to  gain  from  certain  sales 

  or  exchanges  of  stock  in  certain  foreign  corporations). 

26  use  1251.  ^Z)  Paragraph  (1)  of  section  1251(e)   (defining  farm 

recapture  property). 
(2)  Taxable  years  beginning  after  1977. — Effective  with 
respect  to  taxable  years  beginning  after  December  31,  1977,  each 
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provision  referred  to  in  paragraph  (1)  is  amended  by  striking  out  Ante,  p.  1731. 
"9  months"  each  place  it  appears  and  inserting  in  lieu  thereof 
year''. 

(3)  Techxical  ainiexdmext. — Effective  with  respect  to  taxable 
years  beginning  after  December  31,  1976,  section  631(a)  (relating  26  USC  631. 
to  gain  or  loss  in  the  case  of  timber)  is  amended  by  striking  out 
''before  the  beginning  of  such  year". 

(c)  Traxsitioxal  Kuee  for  Certaix  Ixstallmext  Obligatioxs. —  26  USC  453 
In  the  case  of  amounts  received  from  sales  or  other  dispositions  of  note, 
capital  assets  pursuant  to  binding  contracts,  including  sales  or  other 
dispositions  the  income  from  which  is  returned  on  the  basis  and  in  the 

manner  prescribed  in  section  453(a)  (1)  of  the  Internal  Kevenue  Code 
of  1954,  if  the  gain  or  loss  was  treated  as  long-term  for  the  taxable  year 
for  which  the  amount  was  realized,  such  gain  or  loss  shall  be  treated 
as  long-term  for  the  taxable  year  for  which  the  gain  or  loss  is  returned 
or  otherwise  recognized. 

(d)  Retextiox  of  6-Moxth  Period  for  Futures  Traxsactioxs 

IX  Commodities. — Section  1222  (relating  to  other  terms  relating  to  26  USC  1222. 
capital  gains  and  losses)  is  amended  by  adding  at  the  end  thereof  the 
following  new  sentence : 

"For  purposes  of  this  subtitle,  in  the  case  of  futures  transactions 
in  any  commodity  subject  to  the  rules  of  a  board  of  trade  or  com- 
modity exchange,  the  length  of  the  holding  period  taken  into  account 
under  this  section  or  under  any  other  section  amended  by  section  1402 
of  the  Tax  Keform  Act  of  1976  shall  be  determined  without  regard  to 
the  amendments  made  bv  subsections  (a)  and  (b)  of  such  section 
1402." 

SEC.  1403.  ALLOWANCE  OF  8-YEAR  CAPITAL  LOSS  CARRYOVER  IN 
CASE  OF  REGULATED  INVESTMENT  COMPANIES. 

(a)  GexeralEule. — Paragraph  (1)  of  section  1212(a)  (relating  to  26  USC  1212. 
capital  loss  carrybacks  and  carryovers  for  corporations)  is  amended 

by  striking  out  "and"  at  the  end  of  subparagraph  (A)  and  by  striking 
out  subparagraph  (B)  and  inserting  in  lieu  thereof  the  following: 

"(B)  except  as  provided  in  subparagraph  (C),  a  capital 
loss  carr\'over  to  each  of  the  5  taxable  years  succeeding  the 
loss  year;  and 

"(C)  a  capital  loss  carryover — 

"(i)  in  the  case  of  a  regulated  investment  company  (as 
defined  in  section  851)  to  each  of  the  8  taxable  years 
succeeding  the  loss  year,  and 

"  (ii)  to  the  extent  such  loss  is  attributable  to  a  foreign 
expropriation  capital  loss,  to  each  of  the  10  taxable  years 
exceeding  the  loss  year." 

(b)  Effecti\t:  Date. — The  amendments  made  by  this  section  shall  26  USC  1212 
apply  to  loss  years  (within  the  meaning  of  section  1212(a)  (1)  of  the  note. 
Internal  Revenue  Code  of  1954)  ending  on  or  after  January  1,  1970. 

SEC.  1404.  SALE  OF  RESIDENCE  BY  ELDERLY. 

(a)  Ix  Gexeral. — Section  121(b)  (1)  (relating  to  gain  from  sale  26  USC  121. 
or  exchange  of  residence  of  individual  who  has  attained  age  65)  is 
amended  by  striking  out  "$20,000"  each  place  it  appears  therein  and 
inserting  in  lieu  thereof  "$35,000". 

(b)  Effectrt:  Date. — The  amendment  made  by  subsection  (a)  26  USC  121 
shall  apply  to  taxable  years  beginning  after  December  eSl,  1976.  note. 
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TITLE  XV— PENSION  AND  INSURANCE 
TAXATION 

SEC.  1501.  RETIREMENT  SAVINGS  FOR  CERTAIN  MARRIED  INDIVID- 
UALS. 

(a)  Allowance  of  Deduction. — Part  VII  of  subchapter  B  of  chap- 
ter 1  (relating  to  additional  itemized  deductions  for  individuals)  is 
amended  by  redesignating  section  220  as  221  and  by  inserting  alter 
section  219  the  following  new  section  : 
26  use  220.         «SEC.  220.  RETIREMENT  SAVINGS  FOR  CERTAIN  MARRIED  INDIVID- 
UALS. 

"(a)  Deduction  Allowed. — In  the  case  of  an  individual,  there  is 
allowed  as  a  deduction  amounts  paid  in  cash  for  a  taxable  year  by  or 
on  behalf  of  such  individual  for  the  benefit  of  himself  and  his  spouse — 
"(1)  to  an  individual  retirement  account  described  in  section 
408(a), 

'  "(2)  for  an  individual  retirement  annuity  described  in  section 

408(b), or 

"(3)  for  a  retirement  bond  described  in  section  409  (but  only 
if  the  bond  is  not  redeemed  within  12  months  of  the  date  of  its 
issuance). 

For  purposes  of  this  title,  any  amount  paid  by  an  employer  to  such  a 
retirement  account  or  for  such  a  retirement  annuity  or  retirement  bond 
constitutes  payment  of  compensation  to  the  employee  (other  than  a 
self-employed  individual  who  is  an  employee  within  the  meaning  of 
section  401(c)  (1))  includible  in  his  gross  income,  whether  or  not  a 
deduction  for  such  payment  is  allowable  under  this  section  to  the 
employee  after  the  application  of  subsection  (b). 
.  "(b)  Limitations  and  Eestrictions. — 

"(1)  Maximum  DEDUCTION. — The  amount  allowable  as  a  deduc- 
tion under  subsection  (a)  to  an  individual  for  any  taxable  year 
may  not  exceed — 

"  ( A)  twice  the  amount  paid  to  the  account  or  annuity,  or 
for  the  bond,  established  for  the  individual  or  for  his  spouse 
to  or  for  which  the  lesser  amount  was  paid  for  the  taxable 
year, 

"(B)  an  amount  equal  to  15  percent  of  the  compensation 
includible  in  the  individual's  gross  income  for  the  taxable 
year,  or 
"(C)  $1,750, 
whichever  is  the  smallest  amount. 

"(2)  Alternative  deduction. — No  deduction  is  allowed  under 
subsection  (a)  for  the  taxable  year  if  the  individual  claims  the 
deduction  allowed  by  section  219  for  the  taxable  year. 

"(3)  Coverage  under  certain  other  plans. — No  deduction  is 
allowed  under  subsection  (a)  for  an  individual  for  the  taxable 
year  if  for  any  part  of  such  year — 

"  (A)  he  or  his  spouse  was  an  active  participant  in — 

"(i)  a  plan  described  in  section  401(a)  which  includes 
a  trust  exempt  from  tax  under  section  501(a), 
"  (ii)  an  annuity  plan  described  in  section  403  (a) , 
"(lii)  a  qualified  bond  purchase  plan  described  in  sec- 
tion 405(a),  or 
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"  (iv)  a  plan  established  for  its  employees  by  the  United 
States,  by  a  State  or  political  subdivision  thereof,  or  by 
an  agency  or  instrumentality  of  any  of  the  foregoing,  or 
"(B)  amounts  were  contributed  by  his  employer,  or  his 
spouse's  employer,  for  an  annuity  contract  described  in  sec- 
tion 403  (b)  (whether  or  not  his,  or  his  spouse's,  rights  in  such   26  USC  403. 
contract  are  nonforfeitable). 
"(4)  CoxTRrBunoxs  after  age  70^2. — Xo  deduction  is  allowed 
under  subsection  (a)  with  respect  to  any  payment  which  is  made 
for  a  taxable  year  of  an  individual  if  either  the  individual  or  his 
spouse  has  attained  age  70i/^  before  the  close  of  such  taxable  year. 

(5)  Recoxtributed  amoux'^ts. — No  deduction  is  allowed  under 
this  section  with  respect  to  a  rollover  contribution  described  in 
section  402(a)(5),  403(a)(4),  408(d)(3),  or  409(b)(3)(C). 

"(6)  AmOUXTS  COXTRIBUTED  tJXDER  exdowmext  coxtract. — In 
the  case  of  an  endowment  contract  described  in  section  408(b) ,  no 
deduction  is  allowed  under  subsection  (a)  for  that  portion  of  the 
amounts  paid  under  the  contract  for  the  taxable  year  properly 
allocable,  under  regulations  prescribed  by  the  Secretary,  to  the 
cost  of  life  insurance. 

"(7)  Employed  spouses. — Xo  deduction  is  allowed  under  sub- 
section (a)  with  respect  to  a  payment  described  in  subsection  (a) 
made  for  any  taxable  year  of  the  individual  if  the  spouse  of  the 
individual  has  any  compensation  (determined  without  regard  to 
section  911)  for  the  taxable  year  of  such  spouse  ending  with  or 
within  such  taxable  year. 
"(c)  Defixitioxs  axd  Special  Rules. — 

"(1)  CoMPExsATiox. — For  purposes  of  this  section,  the  term 
'compensation'  includes  earned  income  as  defined  in  section  401 

"  ( 2 )  Married  ixdividuals. — This  section  shall  be  applied  with- 
out regard  to  any  community  property  laws. 

"  (3 )  Determixatiox'  of  marital  status. — The  determination  of 
whether  an  individual  is  married  for  purposes  of  this  section  shall 
be  made  in  accordance  with  the  provisions  of  section  143(a). 

"  (4)  TiivLE  WHEX  contributioxs  deemed  made. — For  purposes  of 
this  section,  a  taxpayer  shall  be  deemed  to  have  made  a  contribu- 
tion on  the  last  day  of  the  preceding  taxable  year  if  the  contri- 
bution is  made  on  account  of  such  taxable  year  and  is  made  not 
later  than  45  days  after  the  end  of  such  taxable  year. 

"(5)  Participatiox  ix  gov'erxmextal  plaxs  by  certaix  ixdi- 
viduals.— A  member  of  a  reserve  component  of  the  armed  forces 
or  a  volunteer  firefighter  is  not  considered  to  be  an  active  par- 
ticipant in  a  plan  described  in  subsection  (b)  (3)  (A)  (iv)  if, 
under  section  219(c)(4),  he  is  not  considered  to  be  an  active 
participant  in  such  a  plan." 

(b)  CoXFORMIXG  A]MEXDiIEXTS.  

(1)  Paragraph  (10)  of  section  62  (relating  to  retirement  sav-   26  USC  62. 
ings)  is  amended  by  inserting  before  the  period  the  following: 

"and  the  deduction  allowed  by  section  220  (relating  to  retirement 
savings  for  certain  married  individuals) 

(2)  Paragraph  (2)  of  section  408(c)  is  amended  by  inserting   26  USC  408. 
"(or  spouse  of  an  employee  or  member)"  after  "member". 

(3)  Subsection  (a)  of  section  415  (relating  to  limitations  on   26  USC  415. 
benefits  and  contributions  under  qualified  plans)  is  amended — 

(A)  by  striking  out  "In  the  case"  in  paragraph  (2)  and 
inserting  in  lieu  thereof  "Except  as  provided  in  paragraph 
(3) ,  in  the  case",  and 
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(B)  by  adding  at  the  end  thereof  the  following  new  para- 
graph : 

"(3)  Accounts,  etc.,  established  for  non-employed  spouse. — 
Paragraph  (2)  shall  not  apply  for  any  year  to  an  account, 
annuity,  or  bond  described  in  section  408(a),  408(b),  or  409, 
respectively,  established  for  the  benefit  of  the  spouse  of  the  indi- 
vidual contributing  to  such  account,  or  for  such  annuity  or  bond, 

Ante,  p.  1734.  if  a  deduction  is  allowed  under  section  220  to  such  individual 
with  respect  to  such  contribution  for  such  year.". 

26  use  219.  (4)  Section  219  (relating  to  retirement  savings)  is  amended — 

(A)  by  striking  out  "during"  in  subsection  (a)  and 
inserting  in  lieu  thereof  "for", 

(B)  by  adding  at  the  end  of  subsection  (b)  the  following 
new  paragraph : 

"(6)  Alternative  deduction. — No  deduction  is  allowed  under 
subsection  (a)  for  the  taxable  year  if  the  individual  claims  the 
deduction  allowed  by  section  220  for  the  taxable  year.", 

(C)  by  adding  at  the  end  of  subsection  (c)  (2)  the  follow- 
ing new  sentence :  "For  purposes  of  this  section,  the  deter- 
mination of  whether  an  individual  is  married  shall  be  made 
in  accordance  with  the  provisions  of  section  143(a).",  and 

(D)  by  adding  at  the  end  of  subsection  (c)  the  following 
new  paragraph : 

"(3)  Time  when  contributions  deemed  made. — For  purposes 
of  this  section,  a  taxpayer  shall  be  'deemed  to  have  made  a  contri- 
bution on  the  last  day  of  the  preceding  taxable  year  if  the  contri- 
bution is  made  on  account  of  such  taxable  year  and  is  made  not 
later  than  45  days  after  the  end  of  such  taxable  year." 
26  use  408.  (5)  Paragraph  (4)  of  section  408(d)  (relating  to  excess  con- 

tributions returned  before  due  date  of  return)  is  amended — 

(A)  by  inserting  "or  220"  after  "219",  and 

(B)  by  striking  out  the  last  sentence  and  inserting  in  lieu 
thereof  the  following :  "In  the  case  of  such  a  distribution,  for 
purposes  of  section  61,  any  net  income  described  in  subpara- 
graph (C)  shall  be  deemed  to  have  been  earned  and  receiv- 
able in  the  taxable  yesir  in  which  such  excess  contribution  is 
made." 

26  use  409.  (6)  Paragraph  (4)  of  section  409(a)  (relating  to  retirement 

bonds)  is  amended  by  striking  out  "in  any  taxable  year"  and 
inserting  in  lieu  thereof  "for  any  taxable  year". 

26  use  3401.  (7)  Paragraph  (12)  of  section  3401(a)  (relating  to  definition 

of  wages)  is  amended  by  inserting  "or  220(a)"  after  "219(a)". 

26  use  4973.  (8)  Section  4973  (relating  to  tax  on  excess  contributions  to 

individual  retirement  accounts,  etc.)  is  amended — 

(A)  by  striking  out  "such  individual"  in  the  last  sentence 
of  subsection  (a)  and  inserting  in  lieu  thereof  the  following: 
"the  individual  to  whom  a  deduction  is  alloAved  for  the  tax- 
able year  under  section  219  (determined  without  regard  to 
subsection  (b)  (1)  thereof)  or  section  220  (determined  with- 
out regard  to  subsection  (b)  (1)  thereof) ,  whichever  is  appro- 
priate" ; 

(B)  by  inserting  "or  220"  after  "219"  in  subsection  (b)  (1) 
(B) ; and 

(C)  by  striking  out  paragraph  (2)  of  subsection  (b)  and 
inserting  in  lieu  thereof  the  following : 

"(2)  the  amount  determined  under  this  subsection  for  the 
preceding  taxable  year,  reduced  by  the  excess  (if  any)  of  the 
maximum  amount  allowable  as  a  deduction  under  section  219 
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or  220  for  the  taxable  year  over  the  amount  contributed  to  the  Ante,  p.  1734. 
accounts  or  for  the  annuities  or  bonds  for  the  taxable  year  and 
reduced  by  the  sum  of  the  distributions  out  of  the  account  (for 
the  taxable  year  and  all  prior  taxable  years)  which  were  included 
in  the  gross  income  of  the  payee  under  section  408(d)  (1). 
For  purposes  of  this  subsection,  any  contribution  which  is  distributed 
from  the  individual  retirement  account,  individual  retirement  annu- 
ity, or  bond  in  a  distribution  to  which  section  408(d)(4)  applies 
shall  be  treated  as  an  amount  not  contributed  if  such  distribution  con- 
sists of  an  excess  contribution  solely  because  of  employer  contributions 
to  a  plan  or  contract  described  m  section  219(b)  (2)  or  by  reason  of 
the  application  of  section  219(b)  (1)  (without  regard  to  the  $1,500 
limitation)  or  section  220(b)  (1)  (without  regard  to  the  $1,750  limi- 
tation) and  only  if  such  distribution  does  not  exceed  the  excess  of 
$1,500  or  $1,750  if  applicable,  over  the  amount  described  in  paragraph 
(1)(B)." 

(9)  Subsection  (d)  of  section  6047  (relating  to  other  pro-   26  USC  6047. 
grams)  is  amended  by  inserting  ''or  220(a)"  after  "219(a)". 

(10)  Paragraph  (1)  of  section  408(d)  (relating  to  tax  treat-  26  USC  408. 
ment  of  distributions)  is  amended  by  striking  out  the  second  sen- 
tence and  inserting  in  lieu  thereof  the  following :  ''Xotwithstand- 

ing  any  other  provision  of  this  title  (including  chapters  11  and 
12),  the  basis  any  person  in  such  an  account  or  annuity  is  zero.". 

(c)  Clerical  Amendment. — The  table  of  sections  for  part  VII  of 
subchapter  B  of  chapter  1  is  amended  by  striking  out  the  item  relat- 
ing to  section  220  and  inserting  in  lieu  thereof  the  following: 

"Sec.  220.  Retirement  savings  for  certain  married  individuals. 
"Sec.  221.  Cross  references.". 

(d)  Effecti\'e  Date. — The  amendments  made  by  this  section,  other   26  USC  220 
than  the  amendment  made  by  subsection  (b)  (3),  shall  apply  to  taxa-  note. 

ble  years  beginning  after  December  31,  1976.  The  amendment  made 
by  subsection  (b)  (3)  shall  apply  to  vears  beginning  after  December  31, 
1976. 

SEC.  1502.  LIMITATION  ON  CONTRIBUTIONS  TO  CERTAIN  PENSION, 
ETC  PLANS. 

(a)  In  General. — 

(1)  Limit  on  coNTRXBunoNS. — Section  415  (c)  (relating  to  limi-   26  USC  415. 
tation  for  defined  contribution  plans)  is  amended  by  adding  at 

the  end  thereof  the  following  new  paragraph : 

"(5)  Application  w^th  section  404(e)  (4). — In  the  case  of  a 
plan  which  provides  contributions  or  benefits  for  employees  some 
or  all  of  whom  are  employees  within  the  meaning  of  section  401 
(c)(1),  the  amount  determined  under  paragraph  (1)  (B)  with 
respect  to  any  participant  shall  not  be  less  than  the  amount  deduct- 
ible under  section  404(e)  with  respect  to  any  individual  who  is 
an  employee  within  the  meaning  of  section  401(c)(1)." 

(2)  Minimum  deduction  limitation. — Section  404(e)(4)  of  26  USC  404. 
such  Code  (relating  to  minimum  deductible  amount  for  pension 

plan  contributions  by  self-employed  individuals)  is  amended  by 
adding  after  subparagraph  (B)  the  following:  "This  paragraph 
does  not  apply  for  any  taxable  year  to  any  employee  whose 
adjusted  gross  income  for  such  taxable  year  (determined  sepa- 
rately for  each  individual,  without  regard  to  any  community 
property  laws,  and  without  regard  to  the  deduction  allowable 
under  subsection  (a))  exceeds  $15,000." 
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26  use  415  (b)  Effecttvt:  Date. — The  amendment  made  by  subsection  (a)  (1) 

note.  shall  apply  to  years  beginning  after  December  31,  1075.  The  amend- 

ment made  by  subsection  (a)(2)  shall  apply  to  taxable  years  beginning 
after  December  31,  1975. 

SEC.  1503.  PARTICIPATION  BY  MEMBERS  OF  RESERVES  OR  NATIONAL 
GUARD,  AND  VOLUNTEER  FIREFIGHTERS  IN  INDIVIDUAL 
RETIREMENT  ACCOUNTS,  ETC. 
26  use  219.  (a)  General.  Rule. — Section  219(c)  (relating  to  definitions  and 

special  rules  for  retirement  savings  deduction)  is  amended  by  adding 
at  the  end  thereof  the  following  new  paragraph : 

"(4)  Participation   in   governmental  plans   by  certain 
individuals. — 

"(A)  Members  of  reserve  components. — A  member  of  a 
reserve  component  of  the  armed  forces  (as  defined  in  section 
261  (a)  of  title  10)  is  not  considered  to  be  an  active  participant 
in  a  plan  described  in  subsection  (b)(3)(A)(iv)  for  a  taxable 
year  solely  because  he  is  a  member  of  a  reserve  component 
unless  he  has  served  in  excess  of  90  days  on  active  duty  (other 
than  active  duty  for  training)  during  the  year. 

"(B)  Volunteer  firefighters. — An  individual  whose 
participation  in  a  plan  described  in  subsection  (b)  (3)  (A) 
(iv)  is  based  solely  upon  his  activity  as  a  volunteer  firefighter 
and  whose  accrued  benefit  as  of  the  beginning  of  the  taxable 
year  is  not  more  than  an  annual  benefit  of  $1,800  (when 
expressed  as  a  single  life  annuity  commencing  at  age  65)  is 
not  considered  to  be  an  active  participant  in  such  a  plan  for 
the  taxable  year." 

26  use  219  (b)  Effective  Date. — The  amendment  made  by  this  section  shall 

apply  to  taxable  years  beginning  after  December  31,  1975. 
SEC.  1504.  CERTAIN  INVESTMENTS  BY  ANNUITY  PLANS. 

26  use  403.  (a)  In  General. — Paragraph  (7)  of  section  403(b)  (relating  to 

custodial  accounts  for  regulated  investment  company  stock)  is 
amended  by  striking  out  and  which  issues  only  redeemable  stock"  in 
subparagraph  (C). 

26  use  403  (b)  Effective  Date. — The  amendment  made  by  this  section 

applies  to  taxable  ^^ears  beginning  after  December  31,  1975. 
SEC.  1505.  SEGREGATED  ASSET  ACCOUNTS. 

(a)  Segregated  Asset  Accounts  of  Life  Insurance  Companies. — 

26  use  801.        Paragraph  (1)  (B)  of  section  801  (g)  is  amended— 

(1)  by  striking  out  clause  (ii)  and  inserting  in  lieu  thereof  the 
following : 

"(ii)  which  is  described  in  subparagraph  (A),  (B), 
(C),  (D),or  (E)  of  section  805(d)(1)  (other  than  a  life, 
health  or  accident,  property,  casualty,  or  liability  insur- 
ance contract)  or  which  provides  for  the  payment  of 
annuities,  and",  and 

(2)  by  striking  out  "as  annuities"  in  clause  (iii)  and  inserting  in 
lieu  thereof  "out". 

26  use  401.  (b)  Conforming  Amendment. — Section  401  (relating  to  qualified 

pension,  etc.  plans)  is  amended  by  striking  out  subsection  (f)  and 
inserting  in  lieu  thereof  the  following : 

"(f)  Certain  Custodial  Accounts  and  Contracts. — For  purposes 
of  this  title,  a  custodial  account,  an  annuity  contract,  or  a  contract 
(other  than  a  life,  health  or  accident,  property,  casualty,  or  liability 
insurance  contract)  issued  by  an  insurance  company  qualified  to  do 
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business  in  a  State  shall  be  treated  as  a  qualified  trust  under  this 
section  if — 

"(1)  the  custodial  aceount  or  contract  would,  except  for  the 
fact  that  it  is  not  a  trust,  constitute  a  qualified  trust  under  this 
section,  and 

"(2)  in  the  case  of  a  custodial  account  the  assets  thereof  are 
held  by  a  bank  (as  defined  in  subsection  (d)(1))  or  another  per- 
son who  demonstrates,  to  the  satisfaction  of  the  Secretary,  that 
the  manner  in  which  he  will  hold  the  assets  will  be  consistent  with 
the  requirements  of  this  section. 
For  purposes  of  this  title,  in  the  case  of  a  custodial  account  or  contract 
treated  as  a  qualified  trust  under  this  section  by  reason  of  this  subsec- 
tion, the  person  holding  the  assets  of  such  account  or  holding  such 
contract  shall  be  treated  as  the  trustee  thereof.". 

(c)  EFFECxm:  Date. — The  amendments  made  by  this  section  apply    26  USC  801 
for  taxable  years  beginning  after  December  31,  1975.  note. 

SEC.  1506.  STUDY  OF  SALARY  REDUCTION  PENSION  PLANS. 

Section  2006  of  the  Employee  Retirement  Income  Security  Act  of 
1974  is  amended—  26  USC  401 

(1)  by  striking  out  "January  1,  1977"  each  place  it  appeal^  and  note, 
inserting  in  lieu  thereof  ''Januarys  1,  1978",  and 

(2)  by  striking  out  "December  31,  1976"  in  subsection  (d)  and 
inserting  in  lieu  thereof  "December  31,  1977". 

SEC.  1507.  CONSOLIDATED  RETURNS  FOR  LIFE  AND  OTHER  INSUR- 
ANCE COMPANIES. 

(a)  In  General. — Section  lo04(c)  (relating  to  the  definition  of  26  USC  1504. 
includible  insurance  companies)  is  amended  to  read  as  follows : 

"(c)  Inxludible  Ixsuraxce  Compaxies. — Notwithstanding  the  pro- 
visions of  paragraph  (2)  of  subsection  (b)  — 

"(1)  Two  or  more  domestic  insurance  companies  each  of  which 
is  subject  to  tax  under  section  802  shall  be  treated  as  includible 
corporations  for  purposes  of  applying  subsection  (a)  to  such 
insurance  companies  alone. 

"(2)  (A)  If  an  affiliated  group  (determined  without  regard  to 
subsection  (b)  (2)  includes  one  or  more  domestic  insurance  com- 
panies taxed  under  section  802  or  821,  the  common  parent  of  such 
group  may  elect  (pursuant  to  regulations  prescribed  by  the  Sec- 
retary) to  treat  all  such  companies  as  includible  corporations  for 
purposes  of  applying  subsection  (a)  except  that  no  such  company 
shall  be  so  treated  until  it  has  been  a  member  of  the  affiliated 
group  for  the  5  taxable  years  immediately  preceding  the  taxable 
year  for  which  the  consolidated  return  is  filed. 

"(B)  If  an  election  under  this  paragraph  is  in  effect  for  a 
taxable  year — 

"(i)  section  243(b)  (6)  and  the  exception  provided  under 
section  243(b)  (5)  with  respect  to  subsections  (b)  (2)  and  (c) 
of  this  section, 
"(ii)  section  542(b)  (5),  and 

"(iii)  subsection  (a)(4)  and  (b)(2)(D)  of  section  1563, 
and  the  reference  to  section  1563(b)  (2)  (D)  contained  in  sec- 
tion 1563(b)(3)(C), 
shall  not  be  effective  for  such  taxable  year. 

(b)  Special  Rules  and  Coxforming  AMExoikiENTS. — 

(1)  Section  821  (relating  to  tax  on  mutual  insurance  companies   26  USC  821. 
to  which  part  II  applies,  as  amended  by  section  1901(a)  (104)  (C) 
of  this  Act,)  is  amended  by  redesignating  subsection  (e)  as  sub-   Post,  p.  1764. 


90  STAT.  1740 


PUBLIC  LAW  94-455— OCT.  4,  1976 


section  (f),  and  by  adding  after  subsection  (d)  the  following 
new  subsection: 

"(e)  Tax  Applicable  to  Member  of  Group  Filing  Consolidated 
Keturn. — Notwithstanding  any  other  provision  of  this  section,  if  a 
mutual  insurance  company  to  which  this  section  applies  joins  in  the 
filing  of  a  consolidated  return  (or  is  required  to  so  file),  the  applicable 
tax  shall  consist  of  a  normal  tax  and  a  surtax  computed  as  provided 
Ante,  p.  1606«  section  11  as  though  the  mutual  insurance  company  taxable  income 

 of  such  company  were  the  taxable  income  referred  to  in  section  11.". 

26  use  843.  (2)  KSection  843   (relating  to  annual  accounting  period)  is 

amended  by  adding  at  the  end  thereof  the  following  sentence: 
"Under  regulations  prescribed  by  the  Secretary,  an  insurance 
company  which  joins  in  the  filing  of  a  consolidated  return  (or 
is  required  to  so  file)  may  adopt  the  taxable  year  of  the  common 
parent  corporation  even  though  such  year  is  not  a  calendar  year." 
26  use  1503.  (3)  Section  1503  (relating  to  computation  and  payment  of  tax) 

is  amended  by  adding  the  following  new  subsection : 
"(c)  Special  Rule  for  Application  of  Certain  Losses  Against 
Income  of  Insurance  Companies  Taxed  Under  Section  802. — 

"(1)  In  general. — If  an  election  under  section  1504(c)(2)  is 
in  effect  for  the  taxable  year  and  the  consolidated  taxable  income 
of  the  members  of  the  group  not  taxed  under  section  802  results 
in  a  consolidated  net  operating  loss  for  such  taxable  year,  then 
under  regulations  prescribed  by  the  Secretary,  the  amount  of  such 
loss  which  cannot  be  absorbed  in  the  applicable  carryback  periods 
against  the  taxable  income  of  such  members  not  taxed  under  sec- 
'  '  tion  802  shall  be  taken  into  account  in  determining  the  consoli- 

dated taxable  income  of  the  affiliated  group  for  such  taxable  year 
to  the  extent  of  35  percent  of  such  loss  or  35  percent  of  the  taxable 
income  of  the  members  taxed  under  section  802,  whichever  is  less. 
The  unused  portion  of  such  loss  shall  be  available  as  a  carryover, 
subject  to  the  same  limitations  (applicable  to  the  sum  of  the  loss 
for  the  carryover  year  and  the  loss  (or  losses)  carried  over  to  such 
year) ,  in  applicable  carryover  years.  For  purposes  of  this  subsec- 
tion, in  determining  the  taxable  income  of  each  insurance  com- 
pany subject  to  tax  under  section  802,  section  802(b)  (3)  shall  not 
be  taken  into  account.  For  taxable  years  ending  with  or  within 
calendar  year  1981,  '25  percent'  shall  be  substituted  for  '35  per- 
cent' each  place  it  apj^ears  in  the  first  sentence  of  this  subsection. 
For  taxable  years  ending  with  or  within  calendar  year  1982,  '30 
percent'  shall  be  substituted  for  '35  percent'  each  place  it  appears 
in  that  sentence. 

"(2)  Losses  of  recent  nonlife  affiliates. — Notwithstanding 
the  provisions  of  paragraph  (1) ,  a  net  operating  loss  for  a  taxable 
year  of  a  member  of  the  group  not  taxed  under  section  802  shall 
not  be  taken  into  account  in  determining  the  taxable  income  of  a 
member  taxed  under  section  802  (either  for  the  taxable  year  or  as 
a  carryover  or  carryback)  if  such  taxable  year  precedes  the  sixth 
taxable  year  such  members  have  been  members  of  the  same  affili- 
ated group  (determined  without  regard  to  section  1504(b)  (2) )." 
26  use  1504  (c)  Effective  Date  and  Transitional  Rules. — 

note.  (1)  Effective  date. — The  amendments  made  by  subsections 

(a)  and  (b)  shall  apply  to  taxable  years  beginning  after  Decem- 
ber 31,  1980. 

(2)  Transition  rules  with  respect  to  carryovers  or  carry- 
backs relating  to  pre-election  taxable  years  and  nontermina- 
tion  of  group.  
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(A)  LiMITATIOXS  ON  CARRYOVERS  OR  CARRYBACKS  FOR  GROUPS 

ELECTING  UNDER  SECTION  1504(C)  (2). — If  ail  affiliated  group 
elects  to  file  a  consolidated  return  pursuant  to  section  1504 
(c)  (2)  of  the  Internal  Revenue  Code  of  1954,  a  carryover  of 
a  loss  or  credit  from  a  taxable  year  ending  before  January  1, 
1981,  and  losses  or  credits  which  may  be  carried  back  to  tax- 
able years  ending  before  such  date,  shall  be  taken  into  account 
as  if  this  section  had  not  been  enacted. 

(B)  XoNTERMiNATiON  OF  AFFILIATED  GROUP. — The  mere 
election  to  file  a  consolidated  return  pursuant  to  such  sec- 
tion 1504(c)  (2)  shall  not  cause  the  termination  of  an  affiliated 
group  filing  consolidated  returns. 

SEC.  1508.  TREATMENT  OF  CERTAIN  LIFE  INSURANCE  CONTRACTS 
GUARANTEED  RENEWABLE. 

(a)  In  General. — Paragraph  (d)  (5)  of  section  809  (relating  to 
certain  nonparticipating  contracts)  is  amended  by  adding  at  the  end 
thereof  the  following  sentence :  "For  purposes  of  this  paragraph,  the 
period  for  which  any  contract  is  issued  or  renewed  includes  the  period 
for  which  such  contract  is  guaranteed  renewable." 

(b)  Effective  Date. — The  amendment  made  by  subsection  (a) 
shall  apply  to  taxable  years  beginning  after  December  31,  1957. 

SEC.  1509.  STUDY   OF   EXPANDED   PARTICIPATION   IN  INDIVIDUAL 
RETIREMENT  ACCOUNTS. 

The  Joint  Committee  on  Taxation  shall  carry  out  a  study  with 
respect  to  broadening  the  class  of  individuals  who  are  eligible  to  claim 
a  deduction  for  retirement  savings  under  section  219  or  220  of  the 
Internal  Revenue  Code  of  1954  to  include  individuals  who  are  partici- 
pants in  pension  plans  described  in  section  401(a)  of  such  Code 
(relating  to  qualified  pension,  profit-sharing,  and  stock  bonus  plans) 
or  similar  plans  established  for  its  employees  by  the  United  States, 
by  a  State  or  political  division  thereof,  or  by  an  agency  or  instru- 
mentality of  the  United  States  or  a  State  or  political  division  thereof. 
The  Joint  Committee  shall  report  its  findings  to  the  Committee  on 
Ways  and  Means  of  the  House  of  Representatives  and  to  the  Commit- 
tee on  Finance  of  the  Senate. 

SEC.  1510.  TAXABLE    STATUS    OF    PENSION    BENEFIT  GUARANTY 
CORPORATION. 

(a)  In  General. — Section  4002(g)  (1)  of  the  Employee  Retirement 
Income  Security  xVct  of  1974  (29  U.S.C.  1302(f)  (1))  is  amended  by 
inserting  ''by  the  United  States  (other  than  taxes  imposed  under 
chapter  21  of  the  Internal  Revenue  Code  of  1954,  relating  to  Federal 
Insurance  Contributions  Act,  and  chapter  23  of  such  Code,  relating  to 
Federal  Unemployment  Tax  Act),  or"  immediately  after  "imposed". 

(b)  Effectr-e  Date. — The  amendment  made  by  subsection  (a)  slial] 
take  effect  on  September  2, 1974. 

SEC.  1511.  LEVEL  PREMIUM  PLANS  COVERING  OWNER-EMPLOYEES. 

(a)  In  General. — Section  415  (c)  (relating  to  limitation  for  defined 
contribution  plans)  is  amended  by  adding  after  paragraph  (6)  the 
following  new  paragraph : 

"(7)  Certain  level  premium  annuity  contracts  under  plans 
benefiting  ow^ner-employees. — Paragraph  (1)  (B)  shall  not 
apply  to  a  contribution  described  in  section  401(e)  which  is  made 
on  behalf  of  a  participant  for  a  year  to  a  plan  which  benefits  an 
owner-employee  (within  the  meaning  of  section  401(c)  (3) ),  if — • 
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"(A)  the  annual  addition  determined  under  this  section 
with  respect  to  the  participant  for  such  year  consists  solely 
of  such  contribution,  and 

"(B)  the  participant  is  not  an  active  participant  at  any 
time  during  such  year  in  a  defined  benefit  plan  maintained 
by  the  employer. 

26  use  401.  For  purposes  of  this  section  and  section  401  (e) ,  in  the  case  of  a 

plan  which  provides  contributions  or  benefits  for  employees  who 
are  not  owner-employees,  such  plan  will  not  be  treated  as  failing 
to  satisfy  section  401(a)(4)  merely  because  contributions  made 
on  behalf  of  employees  who  are  not  owner-employees  are  not 
permitted  to  exceed  the  limitations  of  paragraph  (1)  (B)." 
26  use  415  (b)  Effective  Date. — The  amendment  made  by  this  section  shall 

note.  apply  for  years  beginning  after  December  31,  1975. 

SEC.  1512.  LUMP-SUM   DISTRIBUTIONS  FROM   QUALIFIED  PENSION, 
ETC.,  PLANS. 

26  use  402.  (a)  In  General. — Section  402(e)(4)  (relating  to  definitions  and 

special  rules)  is  amended  by  adding  at  the  end  thereof  the  following 
new  subparagraph: 

"(L)  Election  to  treat  pre-i974  participation  as  post- 
H  1973  PARTICIPATION. — For  purposes  of  subparagraph  (E), 

subsection  (a)(2),  and  section  403 (a)  (2) ,  if  a  taxpayer  elects 
(at  the  time  and  in  the  manner  provided  under  regulations 
prescribed  by  the  Secretary) ,  all  calendar  years  of  an  employ- 
'  ee's  active  participation  in  all  plans  in  which  the  employee 

has  been  an  active  participant  shall  be  considered  years  of 
active  participation  by  such  employee  after  December  31, 
1973.  An  election  made  under  this  subparagraph,  once  made, 
■  '^'^  '  shall  be  irrevocable  and  shall  apply  to  all  lump-sum  distri- 

butions received  by  the  taxpayer  with  respect  to  the  employee. 
■  This  subparagraph  shall  not  apply  if  the  taxpayer  received 

a  lump-sum  distribution  in  a  previous  taxable  year  of  the 
employee  beginning  after  December  31,  1975,  unless  no  por- 
tion of  such  lump-sum  distribution  was  treated  under  sub- 
section (a)  (2)  or  section  403(a)  (2)  as  gain  from  the  sale  or 
exchange  of  a  capital  asset  held  for  more  than  6  months." 
26  use  402  (^)  Effective  Date. — The  amendment  made  by  this  section  shall 

note.  ^PPty  to  distributions  and  payments  made  after  December  31, 1975,  in 

taxable  years  beginning  after  such  date. 

TITLE  XVI— REAL  ESTATE  INVESTMENT 

TRUSTS 


SEC.  1601.  DEFICIENCY  DIVIDEND  PROCEDURE. 

(a)  In  General. — 

(1)  Part  II  of  subchapter  M  of  chapter  1  (relating  to  real 
estate  investment  trusts)  is  amended  by  adding  at  the  end  thereof 
the  f  ollow^ing  new  section : 
26  use  859.         "SEC.  859.  DEDUCTION  FOR  DEFICIENCY  DIVIDENDS. 

"(a)  General  Rule. — If  a  determination  (as  defined  in  subsec- 
tion (c) )  with  respect  to  a  real  estate  investment  trust  results  in  any 
adjustment  (as  defined  in  subsection  (b)(1))  for  any  taxable  year, 
a  deduction  shall  be  allowed  to  such  trust  for  the  amount  of  deficiency 
dividends  (as  defined  in  subsection  (d))  for  purposes  of  determining 
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the  deduction  for  dividends  paid  (for  purposes  of  section  857)  for  26  USC  857. 
such  year. 

"  (b)  KrLES  FOR  Application  of  Section. — 

"(1)  Adjustment. — For  purposes  of  this  section,  the  term  "Adjustment." 
'adjustment'  means — 

"  ( A)  any  increase  in  the  sum  of — 

"(i)  the  real  estate  investment  trust  taxable  income 
of  the  real  estate  investment  trust  (determined  without 
regard  to  the  deduction  for  dividends  paid  (as  defined 
in  section  561)  and  by  excluding  any  net  capital  gain), 
and 

''(ii)  the  excess  of  the  net  income  from  foreclosure 
property  (as  defined  in  section  857(b)  (4)  (B) )  over  the 
tax  on  such  income  imposed  by  section  857(b)(4)(A), 
'•(B)  any  increase  in  the  amount  of  the  excess  described 
in  section  857(b)  (3)  (A)  (ii)  (relating  to  the  excess  of  the  Post,  p.  1756. 
net  capital  gain  over  the  deduction  for  capital  gains  dividends 
paid),  and 

"(C)  any  decrease  in  the  deduction  for  dividends  paid  (as 
defined  in  section  561)  determined  without  regard  to  capital 
gains  dividends. 
"(2)    Interest  and  additions  to  tax  determined  with 
respect  to  the  amount  of  deficiency  dividend  deduction 
ALLOWED. — For  purposes  of  determining  interest,  additions  to  tax, 
and  additional  amounts — 

"(A)  the  tax  imposed  by  this  chapter  (after  taking  into 
account  the  deduction  allowed  by  subsection  (a) )  on  the  real 
estate  investment  trust  for  the  taxable  year  with  respect  to 
which  the  determination  is  made  shall  be  deemed  to  be 
increased  by  an  amount  equal  to  the  deduction  allowed  by 
subsection  (a)  with  respect  to  such  taxable  year, 

"(B)  the  last  date  prescribed  for  payment  of  such  increase 
in  tax  shall  be  deemed  to  have  been  the  last  date  prescribed 
for  the  payment  of  tax  (determined  in  the  manner  provided 
by  section  6601  (c) )  for  the  taxable  year  with  respect  to  which 
the  determination  is  made,  and 

"(C)  such  increase  in  tax  shall  be  deemed  to  be  paid  as 
of  the  date  the  claim  for  the  deficiency  dividend  deduction 
is  filed. 

"(3)  Credit  or  refund. — If  the  allowance  of  a  deficiency 
dividend  deduction  results  in  an  overpayment  of  tax  for  any  tax- 
able year,  credit  or  refund  with  respect  to  such  overpayment  shall 
be  made  as  if  on  the  date  of  the  determination  2  years  remained 
before  the  expiration  of  the  period  of  limitations  on  the  filing  of 
claim  for  refund  for  the  taxable  year  to  which  the  overpayment 
relates. 

"(c)  Determination. — For  purposes  of  this  section,  the  term  "Determina- 
'determination'  means —  tion." 
"(1)  a  decision  by  the  Tax  Court,  or  a  judgment,  decree,  or 
other  order  by  any  court  of  competent  jurisdiction,  which  has 
become  final ; 

"  (2)  a  closing  agreement  made  imder  section  7121 ;  or 

"(3)  under  regulations  prescribed  by  the  Secretary,  an  agree-  Regulations, 
ment  signed  by  the  Secretary  and  by,  or  on  behalf  of,  the  real 
estate  investment  trust  relating  to  the  liability  of  such  trust  for 
tax. 
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"(d)  Deficiency  Dividends. — 

"(1)  Definition. — For  purposes  of  this  s'ection,  the  term 
^deficiency  dividends'  means  a  distribution  of  property  made  by 
the  real  estate  investment  trust  on  or  after  the  date  of  the  determi- 
nation and  before  filing  claim  under  subsection  (e),  which  would 
have  been  includible  in  the  computation  of  the  deduction  for  divi- 
26  use  561.  dends  paid  under  section  561  for  the  taxable  year  with  respect  to 

which  the  liability  for  tax  resulting  from  the  determination  exists, 
if  distributed  during  such  taxable  year.  No  distribution  of  prop- 
erty shall  be  considered  as  deficiency  dividends  for  purposes  of 
subsection  (a)  unless  distributed  within  90  days  after  the  deter- 
mination, and  unless  a  claim  for  a  deficiency  dividend  deduction 
with  respect  to  such  distribution  is  filed  pursuant  to  subsection 
(e). 

"(2)  Limitations. — 

"(A)   Ordinary  dividends. — The  amount  of  deficiency 
'         dividends  (other  than  deficiency  dividends  qualifying  as 
capital  gain  dividends)  paid  by  a  real  estate  investment  trust 
for  the  taxable  year  with  respect  to  which  the  liability  for 
'  ■  tax  resulting  from  the  determination  exists  shall  not  exceed 

the  sum  of — 

,  i  "(i)  the  excess  of  the  amount  of  increase  referred  to 

in  subparagraph  (A)  of  subsection  (b)(1)  over  the 
amount  of  any  increase  in  the  deduction  for  dividends 
paid  (computed  without  regard  to  capital  gain  divi- 
dends)  for  such  taxable  year  which  results  from  such 
i  determination,  and 
'  "(ii)  the  amount  of  decrease  referred  to  in  subpara- 

graph  (C)  of  subsection  (b)  (1). 
"(B)  Capital  gain  dividends. — The  amount  of  deficiency 
dividends  qualifying  as  capital  gain  dividends  paid  by  a  real 
estate  investment  trust  for  the  taxable  year  with  respect  to 
'     which  the  liability  for  tax  resulting  from  the  determination 
■       '      exists  shall  not  exceed  the  amount  by  which  (i)  the  increase 
referred  to  in  subparagraph  (B)  of  subsection  (b)  (1)  exceeds 
(ii)  the  amount  of  anj^  dividends  paid  during  such  taxable 
-  year  which  are  designated  as  capital  gain  dividends  after  such 

determination. 
"  (3)  Effect  on  dividends  paid  deduction. — 

"(A)  For  taxable  year  in  which  paid. — Deficiency 
dividends  paid  in  any  taxable  year  shall  not  be  included  in 
the  amount  of  dividends  paid  for  such  year  for  purposes  of 
computing  the  dividends  paid  deduction  for  such  year. 

"(B)  For  prior  TAXABLE  YEAR. — Deficiency  dividends  paid 
in  any  taxable  year  shall  not  be  allowed  for  purposes  of 
section  858  ( a )  in  the  computation  of  the  dividends  paid  deduc- 
tion for  the  taxable  year  preceding  the  taxable  year  in  which 
paid. 

"(e)  Claim  Required. — No  deficiency  dividend  deduction  shall  be 
allowed  under  subsection  (a)  unless  (under  regulations  prescribed  by 
the  Secretary)  claim  therefor  is  filed  within  120  days  after  the  date  of 
the  determination. 

"(f)  Suspension  of  Statute  of  Limitations  and  Stay  of  Col- 
lection.— 

"(1)  Suspension  of  running  of  statute. — If  the  real  estate 
investment  trust  files  a  claim  as  provided  in  subsection  (e),  the 
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running  of  the  statute  of  limitations  provided  in  section  6501  on 
the  making  of  assessments,  and  the  bringing  of  distraint  or  a 
proceeding  in  court  for  collection,  in  respect  of  the  deficiency 
established  by  a  determination  under  this  section,  and  all  interest, 
additions  to  tax,  additional  amounts,  or  assessable  penalties  in 
respect  thereof,  shall  be  suspended  for  a  period  of  2  years  after 
the  date  of  the  determination. 

"(2)  Stat  of  collectiox. — In  the  case  of  any  deficiency  estab- 
lished by  a  determination  under  this  section — 

''(A)  the  collection  of  the  deficiency,  and  all  interest,  addi- 
tions to  tax,  additional  amounts,  and  assessable  penalties  in 
respect  thereof,  shall,  except  in  cases  of  jeopardy,  be  stayed 
until  the  expiration  of  120  days  after  the  date  of  the  deter- 
mination, and 

"(B)  if  claim  for  a  deficiency  dividend  deduction  is  filed 
under  subsection  (e),  the  collection  of  such  part  of  the 
deficiency  as  is  not  reduced  by  the  deduction  for  deficiency 
dividends  provided  in  subsection  (a)  shall  be  stayed  until 
the  date  the  claim  is  disallowed  (in  whole  or  in  part) ,  and  if 
disallowed  in  part  collection  shall  be  made  only  with  respect 
to  the  part  disallowed. 
No  distraint  or  proceeding  in  court  shall  be  begun  for  the 
collection  of  an  amount  the  collection  of  which  is  stayed  under 
subparagraph  (A)  or  (B)  during  the  period  for  which  the 
collection  of  such  amount  is  stayed. 
"(g)  Deductiox  Denied  ix  Case  of  Fraud. — deficiency  dividend 
deduction  shall  be  allowed  under  subsection  (a)  if  the  determination 
contains  a  finding  that  any  part  of  any  deficiency  attributable  to  an 
adjustment  with  respect  to  the  taxable  year  is  due  to  fraud  with  intent 
to  evade  tax  or  to  willful  failure  to  file  an  income  tax  return  within 
the  time  prescribed  by  law  or  prescribed  by  the  Secretary  in  pursuance 
of  law. 

"(h)  Pexalty.— 

"For  assessable  penalty  with  respect  to  liability  for  tax  of  real  estate 
investment  trust  which  is  allowed  a  deduction  under  subsection  (a),  see 
section  6697." 

(2)  The  table  of  sections  for  such  part  II  is  amended  by  adding 
at  the  end  thereof  the  following  new^  item : 

"Sec.  859.  Deduction  for  deficiency  dividends." 
(b)  Pexalty. — 

(1)  Subchapter  B  of  chapter  68  (relating  to  assessable  penal- 
ties) is  amended  by  adding  at  the  end  thereof  the  following  new 
section : 

"SEC.  6697.  ASSESSABLE  PENALTIES  WITH  RESPECT  TO  LIABILITY  FOR    26  USC  6697. 
TAX  OF  REAL  ESTATE  INVESTMENT  TRUSTS. 

"(a)  Civil  Penalty. — In  addition  to  any  other  penalty  provided  by 
law.  any  real  estate  investment  trust  whose  tax  liability  for  any  tax- 
able year  is  deemed  to  be  increased  pursuant  to  section  859(b)  (2)  (A)  Ante,  p.  1742. 
(relating  to  interest  and  additions  to  tax  determined  with  respect 
to  the  amount  of  the  deduction  for  deficiency  dividends  allowed) 
shall  pay  a  penalty  in  an  amount  equal  to  the  amount  of  interest  for 
which  such  trust  is  liable  that  is  attributable  solely  to  such  increase. 

"(b)  50-Percext  Limitation. — The  penalty  payable  under  this 
section  with  respect  to  any  determination  shall  not  exceed  one-half 
of  the  amount  of  the  deduction  allowed  by  section  859(a)  for  such 
taxable  year. 


90  STAT.  1746 


PUBLIC  LAW  94-455— OCT.  4,  1976 


"(c)  DEriciENCY  Procedures  Not  To  Apply. — Subchapter  B  of 
26  use  6211.      chapter  63  (relating  to  deficiency  procedure  for  income,  estate,  gift, 
and  certain  excise  taxes)  shall  not  apply  in  respect  of  the  assessment 
or  collection  of  any  penalty  imposed  by  subsection  (a)." 

(2)  The  table  of  sections  for  such  subchapter  B  is  amended  by 
adding  at  the  end  thereof  the  following: 

"Sec.  6697.  Assessable  penalties  with  respect  to  liability  for  tax  of  real 
estate  investment  trusts." 

(c)  Late  Designation  and  Payment  of  Capital  Gain  Dividend. — 
26  use  857.  The  first  sentence  of  subparagraph  (C)  of  section  857(b)  (3)  (defin- 
ing capital  gain  dividend)  is  amended  by  inserting  before  the  period 
at  the  end  thereof  the  following :  " ;  except  that,  if  there  is  an  increase 
in  the  excess  described  in  subparagraph  (A)  (ii)  of  this  paragraph 
for  such  year  which  results  from  a  determination  (as  defined  in  sec- 
tion 859(c)),  such  designation  may  be  made  with  respect  to  such 
increase  at  any  time  before  the  expiration  of  120  days  after  the  date 
of  such  determination". 
26  use  316.  (d)   Definition  of  Dividend. — Subsection   (b)   of  section  316 

(relating  to  the  definition  of  dividend)  is  amended  by  adding  a  new 
paragraph  (3)  at  the  end  thereof,  to  read  as  follows: 

"(3)  Deficiency  dividend  distributions  by  a  real  estate 
INVESTMENT  TRUST. — The  tcim  'dividend'  also  means  any  distribu- 
tion of  property  (whether  or  not  a  dividend  as  defined  in 
subsection  (a) )  which  constitutes  a 'deficiency  dividend' as  defined 
in  section  859(d)." 

26  use  381.  (e)  Carryover  of  Deficiency  Dividend. — Section  381(c)  (relating 

to  carryovers  in  certain  corporate  acquisitions)  is  amended  by  adding 
a  new  paragraph  (25)  at  the  end  thereof,  to  read  as  follows: 

"(25)  Deficiency  dividend  OF  real  estate  investment  TRUST. — 
If  the  acquiring  corporation  pays  a  deficiency  dividend  (as 
Ante,  p.  1742.  defined  in  section  859(d) )  with  respect  to  the  distributor  or  trans- 

feror corporation,  such  distributor  or  transferor  corporation  shall, 
with  respect  to  such  payments,  be  entitled  to  the  deficiency  divi- 
dend deduction  provided  in  section  859." 
(f )  Technical  Amendments. — 
26  use  6422.  (1)   Section  6422  (relating  to  certain  cross  references)  is 

amended  by  adding  a  new  paragraph  (14)  at  the  end  thereof  to 
read  as  follows : 

"(14)  for  credit  or  refund  in  case  of  deficiency  dividends  paid  by  a 
real  estate  investment  trust,  see  section  859." 

26  use  6503.  (2)  Section  6503 (i)  (relating  to  certain  cross  references)  is 

amended  by  adding  a  new  paragraph  (5)  at  the  end  thereof,  to 
read  as  follows : 

"(5)  Deficiency  dividends  of  a  real  estate  investment  trust,  see  section 
859(0.** 

26  use  6515.  (3)   Section  6515   (relating  to  certain  cross  references)  is 

amended  by  adding  a  new  paragraph  (8)  at  the  end  thereof,  to 
read  as  follows : 

"(8)  Deficiency  dividends  of  a  real  estate  investment  trust,  see  section 
859." 

SEC.  1602.  TRUST  NOT  DISQUALIFIED  IN  CERTAIN  CASES  WHERE 
INCOME  TESTS  WERE  NOT  MET. 

26  use  856.  (a)  Disqualification  Not  Applied. — Section  856(c)  (relating  to 

limitations)  is  amended  by  adding  at  the  end  thereof  the  following 
new  paragraph : 


PUBLIC  LAW  94-455— OCT.  4,  1976 


90  STAT.  1747 


"  (7)  A  corporation,  trust,  or  association  which  fails  to  meet  the 
requirements  of  paragraph  (2)  or  (3),  or  of  both  such  para- 
graphs, for  any  taxable  year  shall  nevertheless  be  considered  to 
have  satisfied  the  requirements  of  such  paragraphs  for  such  tax- 
able year  if — 

"(A)  the  nature  and  amount  of  each  item  of  its  gross 
income  described  in  such  paragraphs  is  set  forth  in  a  schedule 
attached  to  its  income  tax  return  for  such  taxable  year ; 

"(B)  the  inclusion  of  any  incorrect  information  in  the 
schedule  referred  to  in  subparagraph  (A)  is  not  due  to  fraud 
with  intent  to  evade  tax ;  and 

"(C)  the  failure  to  meet  the  requirements  of  paragraph 
(2)  or  (3),  or  of  both  such  paragraphs,  is  due  to  reasonable 
cause  and  not  due  to  willful  neglect.", 
(b)  Impositiox  of  Special  Taxes. — 

(1)  Section  857(b)   (relating  to  method  of  taxation  of  real   26  USC  857. 
estate  investment  trusts,  etc.)  is  amended  by  redesignating  para- 
graph (5)  as  paragraph  (7)  and  by  inserting  after  paragraph 

(4)  the  following  new  paragraph : 

"(5)  Impositiox  of  tax  ix  case  of  failure  to  meet  certaix 
REQUiREMEXTS. — If  section  856(c)(7)  applies  to  a  real  estate  Ante,  ^.  1742. 
investment  trust  for  any  taxable  year,  there  is  hereby  imposed  on 
such  trust  a  tax  in  an  amount  equal  to  the  greater  of — 
"(A)  the  excess  of — 

"  (i)  95  percent  (90  percent  in  the  case  of  taxable  years 
begimiing  before  January  1,  1980)  of  the  gross  income 
(excluding  gross  income  from  prohibited  transactions) 
of  the  real  estate  investment  trust,  over 

"  (ii)  the  amount  of  such  gross  income  which  is  derived 
from  sources  referred  to  in  section  856(c)  (2)  ;  or 
"(B)  the  excess  of — 

"(i)  75  percent  of  the  gross  income  (excluding  gross 
income  from  prohibited  transactions)  of  the  real  estate 
investment  trust,  over 

"  (ii)  the  amount  of  such  gross  income  which  is  derived 
from  sources  referred  to  in  section  856(c)  (3), 
multiplied  by  a  fraction  the  numerator  of  which  is  the  real 
estate  investment  trust  taxable  income  for  the  taxable  year 
(determined  without  regard  to  the  deductions  provided  in 
paragraphs  (2)  (B)  and  (2)  (E),  without  regard  to  any  net 
operating  loss  deduction,  and  by  excluding  any  net  capital 
gain)  and  the  denominator  of  which  is  the  gross  income  for 
the  taxable  year  (excluding  gross  income  from  prohibited 
transactions;  gross  income  and  gain  from  foreclosure  prop- 
erty (as  defined  in  section  856(e) ,  but  only  to  the  extent  such 
gross  income  and  gain  is  not  described  in  subparagraph  (A), 
(B),  (C),  (D),  (E),  or  (G)  of  section  856(c)(3));  long-   26  USC  856. 
term  capital  gain;  and  short-term  capital  gain  to  the  extent  Post,  p.  1750. 
of  any  short-term  capital  loss)." 

(2)  Section  857(b)  (2)  (relating  to  real  estate  investment  trust   26  USC  857. 
taxable  income)  is  amended  by  inserting  after  subparagraph  (D) 

(as  redesignated  by  section  1606(a)  of  this  Act)  the  following 
new  subparagraph : 

"(E)  There  shall  be  deducted  an  amount  equal  to  the  tax 
imposed  by  paragraph  (5)  for  the  taxable  year.". 
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SEC.  1603.  TREATMENT  OF  PROPERTY  HELD  FOR  SALE  TO  CUSTOMERS. 

(a)  Elimination  of  Holding  for  Sale  Rule  as  Qualification 
26  use  856.        Requirement. — Section  856 (a)  (defining  real  estate  investment  trust) 

is  amended  by  striking  out  paragraph  (4) . 

(b)  Tax  on  Income  From  Property  Described  in  Section  1221(1) 
26  use  857.        That  Is  Not  Foreclosure  Property. — Section  857 (b)  (relating  to 

method  of  taxation  of  real  estate  investment  trusts,  etc.)  is  amended 
by  inserting  after  paragraph  (5)  (as  added  by  section  1602(b)  (1)  of 
this  Act)  the  following  new  paragraph : 

"(6)  Income  from  PROHIBITED  TRANSACTIONS. — 

"(A)  Imposition  of  tax. — There  is  hereby  imposed  for 
each  taxable  year  of  every  real  estate  investment  trust  a  tax 
equal  to  100  percent  of  the  net  income  derived  from  pro- 
hibited transactions. 

"(B)  Definitions. — For  purposes  of  this  part — 
^  .  ;     .  :  i  "(i)         term  'net  income  derived  from  prohibited 

transactions'  means  the  excess  of  the  gain  from  prohib- 
j.      V  ited  transactions  over  the  deductions  allowed  by  this 

chapter  which  are  directly  connected  with  prohibited 
transactions; 

N     ,  "(ii)  the  term  'net  loss  derived  from  prohibited  trans- 

.  .  actions'  means  the  excess  of  the  deductions  allowed  by 
this  chapter  which  are  directly  connected  with  prohib- 
ited transactions  over  the  gain  from  prohibited  trans- 
actions; and 

"(iii)  the  term  'prohibited  transaction'  means  a  sale 
or  other  disposition  of  property  described  in  section 
1221  (1)  which  is  not  foreclosure  property." 

(c)  Technical  Amendments. — 

26  use  856.  (1)  So  much  of  paragraph  (3)  of  section  856(c)  (relating  to 

limitations)  as  precedes  subparagraph  (A)  thereof  is  amended  to 
read  as  follows: 

■  "(3)  at  least  75  percent  of  its  gross  income  (excluding  gross 
income  from  prohibited  transactions)  is  derived  from — ". 

(2)  Section  856(c)  (2)  (relating  to  limitations)  is  amended  by 
inserting  before  the  semicolon  in  subparagraph  (D)  thereof 

■  "which  is  not  property  described  in  section  1221(1)". 

(3)  Section  856(c)  (3)  (relating  to  limitations)  is  amended  by 
inserting  before  the  semicolon  in  subparagraph  (C)  thereof 

'    "which  is  not  property  described  in  section  1221(1)". 
■  1        (4)    Section  856(e)(1)    (defining  foreclosure  property)  is 
amended  by  adding  at  the  end  thereof  the  following  sentence: 

'  "Such  term  does  not  include  property  acquired  by  the  real  estate 
investment  trust  as  a  result  of  indebtedness  arising  from  the  sale 
or  other  disposition  of  property  of  the  trust  described  in  section 
1221(1)  which  was  not  originally  acquired  as  foreclosure 
property." 

26  use  857.  (5)  Section  857 (b)  (2)  (relating  to  real  estate  investment  trust 

taxable  income)  is  amended  by  adding  a  new  subparagraph  (F) 
immediately  after  subparagraph  (E)  (as  added  by  section  1602 
(b)(2)  of  this  Act) ,  to  read  as  follows : 

"(F)  There  shall  be  excluded  an  amount  equal  to  any  net 
income  derived  from  prohibited  transactions  and  there  shall 
be  included  an  amount  equal  to  any  net  loss  derived  from  pro- 
hibited transactions." 
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SEC.  1604.  OTHER  CHANGES  IN  LIMITATIONS  AND  REQUIREMENTS. 

(a)  I>XKEASE  IX  90-Percext  Gross  Ixcome  Eequiremext  to  95 
Percext. — Section  856(c)  (2)  (relating  to  limitations)  is  amended  by   26  USC  856. 
striking  out  "90  percent  of  its  gross  income"  and  inserting  in  lieu 

thereof  "95  percent  (90  percent  for  taxable  years  beginning  before 
January  1,  1980)  of  its  gross  income  (excluding  gross  income  from 
prohibited  transactions) 

(b)  Apportiox^iext  of  Eextal  Ixco:me  axd  Charges  for  Custom- 
ary Services  ;  Chaxge  ix  Defixitiox  of  Ixdepexdext  Coxtractor. — 
Subsection  (d)  of  section  856  (defining  rents  from  real  property)  is 
amended  to  read  as  follows : 

''(d)  Rexts  From  Eeal  Property  Defixed. — 

"  (1)  Amouxts  ixcLroED. — For  purposes  of  paragraphs  (2)  and 
(3)  of  subsection  (c) ,  the  term  'rents  from  real  property*  includes 
(subject  to  paragraph  (2) )  — 

"  ( A)  rents  from  interests  in  real  property, 
"(B)  charges  for  services  customarily  furnished  or  rendered 
in  connection  with  the  rental  of  real  property,  whether  or  not 
such  charges  are  separately  stated,  and 

"(C)  rent  attributable  to  personal  property  which  is  leased 
under,  or  in  connection  with,  a  lease  of  real  property,  but 
only  if  the  rent  attributable  to  such  personal  property  for 
the  taxable  year  does  not  exceed  15  percent  of  the  total  rent 
for  the  taxable  year  attributable  to  both  the  real  and  personal 
property  leased  under,  or  in  connection  with,  such  lease. 
For  puriX)ses  of  subparagraph  fC),  with  respect  to  each  lease  of 
real  property,  rent  attributable  to  personal  property  for  the  tax- 
able year  is  that  amount  which  bears  the  same  ratio  to  total  rent 
for  the  taxable  year  as  the  average  of  the  adjusted  bases  of  the 
personal  property  at  the  beginning  and  at  the  end  of  the  taxable 
year  beai-s  to  the  average  of  the  aggregate  adjusted  bases  of  both 
the  real  property  and  the  personal  property  at  the  beginning  and 
at  the  end  of  such  taxable  year. 

"(2)  Amounts  excluded. — For  purposes  of  paragraphs  (2)  and 
(3)  of  subsection  (c) ,  the  term  'rents  from  real  pro2:>erty'  does  not 
include — 

"(A)  except  as  provided  in  paragraph  (4),  any  amount 
received  or  accrued,  directly  or  indirectly,  with  respect  to  any 
real  or  personal  property,  if  the  determination  of  such  amount 
depends  in  whole  or  in  part  on  the  income  or  profits  derived 
by  any  person  from  such  property  (except  that  any  amount 
so  received  or  accrued  shall  not  be  excluded  from  the  term 
'rents  from  real  property'  solely  by  reason  of  being  based  on  a 
fixed  percentage  or  percentages  of  receipts  or  sales)  ; 

"(B)  any  amount  received  or  accrued  directly  or  indirectly 
from  any  person  if  the  real  estate  investment  trust  owns, 
di recti V  or  indirectly — 

^'(i)  in  the  case  of  any  person  which  is  a  corporation, 
stock  of  such  person  possessing  10  percent  or  more  of  the 
total  combined  voting  power  of  all  classes  of  stock 
entitled  to  vote,  or  10  percent  or  more  of  the  total  number 
of  shares  of  all  classes  of  stock  of  such  person;  or 

"(ii)  in  the  case  of  any  person  which  is  not  a  corpora- 
tion, an  interest  of  10  percent  or  more  in  the  assets  or  net 
profits  of  such  person ;  and 
"(C)  any  amount  received  or  accrued,  directly  or  indirectly, 
with  respect  to  any  real  or  personal  property  if  the  real 
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estate  investment  trust  furnishes  or  renders  services  to  the  ten- 
ants of  such  propert}^,  or  manages  or  operates  such  property, 
other  than  through  an  independent  contractor  from  whom  the 
trust  itself  does  not  derive  or  receive  any  income. 
"(3)  Independent  contractor  defined. — For  purposes  of  this 
subsection  and  subsection  (e),  the  term  'independent  contractor' 
means  any  person — 

"(A)  who  does  not  own,  directly  or  indirectly,  more  than 
35  percent  of  the  shares,  or  certificates  of  beneficial  interest, 
in  the  real  estate  investment  trust ;  and 

"(B)  if  such  person  is  a  corporation,  not  more  than  35  per- 
cent of  the  total  combined  voting  power  of  whose  stock  (or  35 
( ,         percent  of  the  total  shares  of  all  classes  of  whose  stock) ,  or,  if 
:     such  person  is  not  a  corporation,  not  more  than  35  percent  of 
the  interest  in  whose  assets  or  net  profits  is  owned,  directly  or 
indirectly,  by  one  or  more  persons  owning  35  percent  or  more 
of  the  shares  or  certificates  of  beneficial  interest  in  the  trust. 
"(4)  Special  rule  for  certain  contingent  rents. — ^Where  a 
real  estate  investment  trust  receives  or  accrues,  with  respect  to  real 
.  \   or  personal  property,  any  amount  which  would  be  excluded  from 
the  term  'rents  from  real  property'  solely  because  the  tenant  of  the 
real  estate  investment  trust  receives  or  accrues,  directly  or  indi- 
rectly, from  subtenants  any  amount  the  determination  of  which 
depends  in  whole  or  in  part  on  the  income  or  profits  derived  by 
any  person  from  such  property,  only  a  proportionate  part  (deter- 
■     mined  pursuant  to  regulations  prescribed  by  the  Secretary) 
of  the  amount  received  or  accrued  by  the  real  estate  investment 
/   trust  from  that  tenant  will  be  excluded  from  the  term  'rents  from 
; ;    real  property'. 

"(5)  Constructive  ownership  or  stock. — For  purposes  of  this 
;^    subsection,  the  rules  prescribed  by  section  318(a)  for  determining 
the  ownership  of  stock  shall  apply  in  determining  the  ownership 
of  stock,  assets,  or  net  profits  of  any  person ;  except  that  '10  per- 
cent' shall  be  substituted  for  '50  percent'  in  subparagraph  (C) 
^     of  section  318(a)  (2)  and  318(a)  (3)." 

(c)  Commptment  Fees. — 

26  use  856.  (1)  In  general. — Paragraphs  (2)  and  (3)  of  section  856(c) 

(relating  to  limitations)  are  each  amended  by  striking  out  "and" 
after  the  semicolon  at  the  end  of  subparagraph  (E),  by  inserting 
"and"  after  the  semicolon  at  the  end  of  subparagraph  (F),  and 
by  adding  at  the  end  thereof  the  following  new  subparagraph : 

"(G)  amounts  (other  than  amounts  the  determination  of 
which  depends  in  whole  or  in  part  on  the  income  or  profits  of 
any  person)  received  or  accrued  as  consideration  for  entering 
into  agreements  (i)  to  make  loans  secured  by  mortgages  on 
real  property  or  on  interests  in  real  property  or  (ii)  to  pur- 
chase or  lease  real  property  (including  interests  in  real  prop- 
erty and  interests  in  mortgages  on  real  property)  ;". 
26  use  857.  (2)  Conforming  amendment. — Section  857 (b)  (4)  (B)  (relat- 

ing to  net  income  from  foreclosure  property)  is  amended  by  strik- 
ing out  "(D),  or  (E)"  in  subdivision  (i)  and  inserting  in  lieu 
thereof"(D),(E),or  (G)". 

(d)  Income  From  Sale  of  Mortgages  Held  Less  Than  4  Years. — 
Section  856(c)(4)  (relating  to  limitations)  is  amended  to  read  as 
follows: 

"(4)  less  than  30  percent  of  its  gross  income  is  derived  from 
the  sale  or  other  disposition  of — 
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investment 
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"(A)  stock  or  securities  held  for  less  than  6  months; 
"(B)  section  1221(1)  property  (other  than  foreclosure 
property)  ;  and 

"(C)  real  property  (including  interests  in  real  property 
and  interests  m  mortgages  on  real  property)  held  for  less 
than  4  years  other  than — 

"(i)  property  compulsorily  or  involuntarily  converted 
within  the  meaning  of  section  1033,  and 

"(ii)  property  which  is  foreclosure  property  within 
the  definition  of  section  856  (e) ;  and". 

(e)  Optioxs  To  Purchase  Real  Property  Treated  as  Interests 

IX  Real  Property.— Section  856(c)  (6)  (C)  (relating  to  limitations)  is  26  USC  856. 

amended  to  read  as  follows :   

"  (C)  The  term  'interests  in  real  property'  includes  fee  own-   "Interests  in  real 
ership  and  co-ownership  of  land  or  improvements  thereon,  property." 
leaseholds  of  land  or  improvements  thereon,  options  to  acquire 
land  or  improvements  thereon,  and  options  to  acquire  lease- 
holds of  land  or  improvements  thereon,  but  does  not  include 
mineral,  oil,  or  gas  royalty  interests." 

(f )  Real  Estate  Ix\t:stmext  ^Trusts  May  Be  Ixcorporated. — 

(1)  Ix-  gexeral.— So  much  of  subsection  (a)  of  section  856 
(defining  real  estate  investment  trust)  as  precedes  paragraph  (3) 
thereof  is  amended  to  read  as  follows : 

"(a)  Ix  Gexeral. — For  purposes  of  this  title,  the  term  'real  estate 
investment  trust'  means  a  corporation,  trust,  or  association — 

"(1)  which  is  managed  by  one  or  more  trustees  or  directors; 
"(2)  the  beneficial  ownership  of  which  is  evidenced  by  trans- 
ferable shares,  or  by  transferable  certificates  of  beneficial 
interest;". 

(2 )  Exception  for  fixancial  institutions  and  insurance  com-  

PANiES. — Section  856(a)  (defining  real  estate  investment  trust)    Ante,  p.  1748. 
is  amended  by  inserting  after  paragraph  (3)  the  following  new 
paragraph : 

"(4)  which  is  neither  (A)  a  financial  institution  to  which  sec- 
tion 585,  586,  or  593  applies,  nor  (B)  an  insurance  company  to   

which  subchapter  L  applies ;".  26  USC  801. 

(3)  Conforming  AMENDMENTS. — 

(A)  So  much  of  section  856(c)  (relating  to  limitations)  as 
precedes  paragraph  (1)  thereof  is  amended  by  striking  out 
"A  trust  or  association"  and  inserting  in  lieu  thereof  "A  cor- 
poration, trust,  or  association''. 

(B)  The  second  sentence  of  section  857(d)   (relating  to   26  USC  857. 
earnings  and  profits)  is  amended  by  striking  out  "a  domestic 
unincorporated  trust"  and  inserting  in  lieu  thereof  "a  domes- 
tic corporation,  trust,". 

(g)  Interest. — Section  856  (relating  to  definition  of  real  estate 
investment  trust)  is  amended  by  adding  after  subsection  (e)  the 
following  new  subsection :   

"(f)  Interest. — For  purposes  of  paragraphs  (2)  (B)  and  (3)  (B)  of  "Interest." 
subsection  (c),  the  term  'interest'  does  not  include  any  amount  received 
or  accrued,  directly  or  indirectly,  if  the  determination  of  such  amount 
depends  in  whole  or  in  part  on  the  income  or  profits  of  any  person 
except  that : 

"(1)  any  amount  so  received  or  accrued  shall  not  be  excluded 
from  the  term  'interest'  solely  by  reason  of  being  based  on  a  fixed 
percentage  or  percentages  of  receipts  or  sales,  and 

"(2)  where  a  real  estate  investment  trust  receives  or  accrues 
any  amount  which  would  be  excluded  from  the  term  'interest' 
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solely  because  the  debtor  of  the  real  estate  investment  trust  receives 
or  accrues  any  amount  the  determination  of  which  depends  in 
whole  or  in  part  on  the  income  or  profits  of  any  person,  only  a 
proportionate  part  (determined  pursuant  to  regulations  pre- 
scribed by  the  Secretary)  of  the  amount  received  or  accrued  by 
the  real  estate  investment  trust  from  such  debtor  will  be  excluded 
from  the  term  'interest'. 
The  provisions  of  this  subsection  shall  apply  only  with  respect  to 
amounts  received  or  accrued  pursuant  to  loans  made  after  May  27, 
1976.  For  purposes  of  the  preceding  sentence,  a  loan  is  considered  to  be 
made  before  May  28,  1976,  if  such  loan  is  made  pursuant  to  a  binding 
commitment  entered  into  before  May  28, 1976." 
26  use  858.  (h)  Certain^  Dividends. — The  first  sentence  of  section  858  (a)  (relat- 

ing to  dividends  paid  by  real  estate  investment  trust  after  close  of 
taxable  year)  is  amended — 

(1)  by  inserting  "(and  specifies  in  dollar  amounts)"  after  "to 
the  extent  the  trust  elects  in  such  return",  and 

(2)  by  striking  out  "paid  during  such  taxable  year"  and  insert- 
ing in  lieu  thereof  "paid  only  during  such  taxable  year". 

(i)  Adoption  or  Annual  Accounting  Period. — 

(1)  Part  II  of  subchapter  M  of  chapter  1  (relating  to  real 
estate  investment  trusts)  is  amended  by  adding  at  the  end  thereof 
the  following  new  section : 

26  use  860.         "SEC.  860.  ADOPTION  OF  ANNUAL  ACCOUNTING  PERIOD. 

"For  purposes  of  this  subtitle,  a  real  estate  investment  trust  shall 
not  change  to  or  adopt  any  annual  accounting  period  other  than  the 
calendar  year." 

(2)  The  table  of  sections  for  such  part  II  is  amended  by  adding 
at  the  end  thereof  the  following: 

"Sec.  860.  Adoption  of  annual  accounting  period." 
26  use  857.  (j)  Change  in  Distribution  Requirements. — Section  857(a)(1) 

(relating  to  requirements  applicable  to  real  estate  investment  trusts) 
is  amended  to  read  as  follows : 

"(1)  the  deduction  for  dividends  paid  during  the  taxable  year 
(as  defined  in  section  561,  but  determined  without  regard  to  capi- 
tal gains  dividends)  equals  or  exceeds — 
^  "(A)  the  sum  of — 

"(i)  95  percent  (90  percent  for  taxable  years  begin- 
ning before  January  1, 1980)  of  the  real  estate  investment 
trust  taxable  income  for  the  taxable  year  (determined 
without  regard  to  the  deduction  for  dividends  paid  (as 
defined  in  section  561)  and  by  excluding  any  net  capital 
,{       gain)  ;  and 

"(ii)  95  percent  (90  percent  for  taxable  years  begin- 
ing  before  January  1,  1980)  of  the  excess  of  the  net 
income  from  foreclosure  property  over  the  tax  imposed 
on  such  income  by  subsection  (b)  (4)  (A) ;  minus 
"(B)  the  sum  of— 

"(i)  the  amount  of  any  penalty  imposed  on  the  real 
Ante,  p.  1745.  estate  investment  trust  by  section  6697  which  is  paid  by 

such  trust  during  the  taxable  year;  and 

"(ii)  the  net  loss  derived  from  prohibited  transactions, 
and". 

(k)  Manner  and  Effect  of  Termination  or  Revocation  of 
Election. — 
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(1)  In  gexeral. — Section  856  (relating  to  definition  of  real  26  USC  856. 
estate  investment  trust)  is  amended  by  adding  after  subsection 
(f )  (as  added  by  section  1604(g)  of  this  Act)  the  following  new 
subsection : 
"(g)  Tekmixatiox  or  Electiox. — 

"  (1)  Fallure  to  qualify. — An  election  under  subsection  (c)  (1) 
made  by  a  corporation,  trust,  or  association  shall  terminate  if 
the  corporation,  trust,  or  association  is  not  a  real  estate  invest- 
ment trust  to  which  the  provisions  of  this  part  apply  for  the  tax- 
able year  with  respect  to  which  the  election  is  made,  or  for  any 
succeeding  taxable  year.  Such  termination  shall  be  effective  for 
the  taxable  year  for  which  the  corporation,  trust,  or  association 
is  not  a  real  estate  investment  trust  to  which  the  provisions  of 
this  part  apply,  and  for  all  succeeding  taxable  years. 

"(2)  Kevocatiox.— An  election  under  subsection  (c)  (1)  made 
by  a  corporation,  trust,  or  association  may  be  revoked  by  it  for 
any  taxable  year  after  the  first  taxable  year  for  which  the  elec- 
tion is  effective.  A  revocation  under  this  paragraph  shall  be  effec- 
tive for  the  taxable  year  in  which  made  and  for  all  succeeding 
taxable  years.  Such  revocation  must  be  made  on  or  before  the  90tn 
day  after  the  first  day  of  the  first  taxable  year  for  which  the 
revocation  is  to  be  effective.  Such  revocation  shall  be  made  in  such  Regulations, 
manner  as  the  Secretary  shall  prescribe  by  regulations. 

"(3)  Electiox  after  termixatiox  or  revocatiox. — Except  as 
provided  in  paragraph  (4),  if  a  corporation,  trust,  or  association 
has  made  an  election  under  subsection  (c)  (1)  and  such  election 
has  been  terminated  or  revoked  under  paragraph  (1)  or  para- 
graph (2),  such  corporation,  trust,  or  association  (and  any  suc- 
cessor corporation,  trust,  or  association)  shall  not  be  eligible  to 
make  an  election  under  subsection  (c)  (1)  for  any  taxable  year 
prior  to  the  fifth  taxable  year  which  begins  after  the  first  taxable 
year  for  which  such  termination  or  revocation  is  effective. 

"(4)  Exceptiox. — If  the  election  of  a  corporation,  trust,  or 
association  has  been  terminated  under  paragraph  (1),  paragraph 
(3)  shall  not  apply  if — 

"(A)  the  corporation,  trust,  or  association  does  not  will- 
fully fail  to  file  within  the  time  prescribed  by  law  an  income 
tax  return  for  the  taxable  year  with  respect  to  which  the  ter- 
mination of  the  election  under  subsection  (c)  (1)  occurs; 

"(B)  the  inclusion  of  any  incorrect  information  in  the 
return  referred  to  in  subparagraph  (A)  is  not  due  to  fraud 
with  intent  to  evade  tax ;  and 

"(C)  the  corporation,  trust,  or  association  establishes  to 
the  satisfaction  of  the  Secretary  that  its  failure  to  qualify  as 
a  real  estate  investment  trust  to  which  the  provisions  of  this 
part  apply  is  due  to  reasonable  cause  and  not  due  to  willful 
neglect." 
(2)  CoxFOKMixG  Amendments. — 

(A)  Section  856(c)(1)  (relating  to  limitations)  is  amended 
by  striking  out  the  semicolon  at  the  end  and  inserting  in  lieu 
thereof  and  such  election  has  not  been  terminated  or  revoked 
under  subsection  (g)  ;". 

(B)  Section  857(a)  (relating  to  requirements  applicable  to  real   26  USC  857. 
estate  investment  trust)  is  amended  by  striking  out  "(other  than 
subsection  (d)  of  this  section)"  and  inserting  in  lieu  thereof 

"(other  than  subsection  (d)  of  this  section  and  subsection  (g)  of 
section  856)". 
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SEC.  1605.  EXCISE  TAX. 

(a)  Imposition  of  Tax, — Subtitle  D  (relating  to  miscellaneous  excise 
taxes)  is  amended  by  adding  at  the  end  thereof  the  following  new 
chapter : 

"CHAPTER  44— REAL  ESTATE  INVEST- 
MENT TRUSTS 

"Sec.  4981.  Excise  tax  based  on  certain  real  estate  investment  trust 
taxable  income  not  distributed  during  the  taxable  year. 

26  use  4981.  "SEC.  4981.  EXCISE  TAX  BASED  ON  CERTAIN  REAL  ESTATE  INVEST- 
MENT TRUST  TAXABLE  INCOME  NOT  DISTRIBUTED 
DURING  THE  TAXABLE  YEAR. 

"Effective  with  respect  to  taxable  years  beginning  after  Decem- 
ber 31,  1979,  there  is  hereby  imposed  on  each  real  estate  investment 
trust  for  the  taxable  year  a  tax  equal  to  3  percent  of  the  amount  (if 
any)  by  which  75  percent  of  the  real  estate  investment  trust  taxable 
income  (as  defined  in  section  857(b)(2),  but  determined  without 
regard  to  section  857(b)  (2)  (B) ,  and  by  excluding  any  net  capital  gain 
for  the  taxable  year)  exceeds  the  amount  of  the  dividends  paid  deduc- 
- '  tion  (as  defined  in  section  561,  but  computed  without  regard  to  capital 
gains  dividends  as  defined  in  section  857(b)(3)(C)  and  without 
regard  to  any  dividend  paid  after  the  close  of  the  taxable  year)  for  the 
taxable  year.  For  purposes  of  the  preceding  sentence,  the  determina- 
tion of  the  real  estate  investment  trust  taxable  income  shall  be  made  by 
taking  into  account  only  the  amount  and  character  of  the  items  of 
income  and  deduction  as  reported  by  such  trust  in  its  return  for  the 
taxable  year." 

(b)  Technical  Amendments. — 

26  use  275.  (1)  Paragraph  (6)  of  section  275(a)  (relating  to  denial  of 

deduction  for  certain  taxes)  is  amended  by  striking  out  "and 
chapter  43."  and  inserting  in  lieu  thereof  ",  chapter  43,  and  chap- 
ter 44." 

26  use  857.  (2)  Section  857  (relating  to  taxation  of  real  estate  investment 

trusts  and  their  beneficiaries)  is  amended  by  adding  at  the  end 
thereof  the  following  new  subsection : 
"(e)  Cross  Eeference. — 

"For  provisions  relating  to  excise  tax  based  on  certain  real  estate 
investment  trust  taxable  income  not  distributed  during  the  taxable 
year,  see  section  4981.** 

26  use  6161.  (3)  Section  6161(b)  (1)  relating  to  extensions  of  time  for  pay- 

ment of  tax),  as  amended  by  this  Act,  is  amended  by  striking 
out  "42  or  43"  and  inserting  in  lieu  thereof  "42,  43,  or  44".  The 
second  sentence  of  section  6161  (b)  is  amended  by  striking  out  "or 
chapter  43"  and  inserting  in  lieu  thereof  "43,  or  44". 

26  use  6211.  (4)  Section  6211  (defining  deficiency)  is  amended — 

(A)  by  striking  out  "and  43"  in  subsection  (a)  and  insert- 
ing in  lieu  thereof  "43,  and  44", 

(B)  by  striking  out  "or  43"  in  subsection  (a)  and  insert- 
ing in  lieu  thereof  "43,  or  44",  and 

(C)  by  striking  out  "or  43"  in  subsection  (b)(2)  and 
inserting  in  lieu  thereof  "43,  or  44". 

26  use  6212.  (5)  Section  6212  (relating  to  notice  of  deficiency)  is  amended — 

(A)  by  striking  out  "or  43"  in  subsection  (a)  and  insert- 
ing in  lieu  thereof  "43,  or  44", 
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(B)  by  striking  out  "or  chapter  43"  in  subsection  (b)  (1) 

and  inserting  in  lieu  thereof  "chapter  43,  or  chapter  44'',       26  USC  497L 

(C)  by  striking  out  "chapter  43,  and  this  chapter"  in  sub-         P-  l'^^^- 
section  (b)(1)  and  insertino-  in  lieu  thereof  "chapter  43,  chap- 
ter 44,  and  this  chapter",  and 

(D)  by  striking  out  "of  chapter  43  tax  for  the  same  tax- 
able yeare."  in  subsection  (c)  (1)  and  inserting  in  lieu  thereof 
"of  chapter  43  tax  for  the  same  taxable  years,  of  chapter  44 
tax  for  the  same  taxable  years,". 

(6)  Section  6213(a)  (relating  to  restrictions  applicable  to  defi-  26  USC  6213. 
ciencies  and  petition  to  Tax  Court)  is  amended  by  striking  out 

"or  43"  and  inserting  in  lieu  thereof  "43,  or  44". 

(7)  Section  6214  (relating  to  determinations  by  Tax  Court)  is  26  USC  6214. 
amended — 

(A)  by  striking  out  "or  43"  in  the  heading  of  subsection 
(c)   and  inserting  in  lieu  thereof  "43,  or  44",  and 

(B)  by  striking  out  "or  43"  each  place  it  appears  in  sub- 
section (c)  and  inserting  in  lieu  thereof  "43,  or  44",  and 

(C)  by  striking  out  "or  43"  in  subsection  (d)  and  insert- 
ing in  lieu  thereof  "43,  or  44". 

(8)  Section   6344(a)(1)    (relating  to  cross   references)    is  26  USC  6344. 
amended  by  striking  out  "or  43"  and  inserting  in  lieu  thereof  "43, 

or  44". 

(9)  Section  6512  (relating  to  limitations  in  case  of  petition  to  26  USC  6512. 
Tax  Court)  is  amended  by  striking  out  "or  43"  each  place  it 

appears  and  inserting  in  lieu  thereof  "43,  or  44". 

(10)  Section  6601(c)  (relating  to  suspension  of  interest  in  cer-  26  USC  6601. 
tain  income,  etc.  tax  cases)  is  amended  by  striking  out  in  the  head- 
ing thereof  "or  43"  and  inserting  in  lieu  thereof  "43,  or  44". 

(11)  Section  7422  (relating  to  civil  actions  for  refund)  is  26  USC  7422. 
amended  by  striking  out  "or  43"  in  subsection  (e)  and  inserting 

in  lieu  thereof  "43,  or  44". 
(c)  Clerical  AMEXD:\rEXT. — The  table  of  chapters  for  subtitle  D 
is  amended  by  adding  at  the  end  thereof  the  following : 

"Chapter  44.  Real  estate  investment  trusts." 
SEC.  1606.  ALLOWANCE  OF  NET  OPERATING  LOSS  CARRYOVER. 

(a)  Allowaxce  of  Deductiox. — Section  857(b)(2)  (relating  to  26  USC  857. 
real  estate  inyestment  trust  taxable  income)  is  amended  by  striking 

out  subparagraph  (E)  and  by  redesignating  subparagraph  (F)  as 
subparagraph  (D). 

(b)  Years  to  Which  Loss  May  Be  Carried.— Section  172(b)  (1)    26  USC  172. 
(relating  to  years  to  which  a  net  operating  loss  may  be  carried)  is 
amended  by  inserting  after  subparagraph  (D)  thereof  the  following: 

"(E)  In  the  case  of  a  taxpayer  which  has  a  net  operating 
loss  for  any  taxable  year  for  which  the  provisions  of  part  II 
of  subchapter  M  (relating  to  real  estate  investment  trusts) 
apply  to  such  taxpayer,  such  loss  shall  not  be  a  net  operating 
loss  carryback  to  any  taxable  year  preceding  the  taxable  year 
of  such  loss  and  shall  be  a  net  operating  loss  carryover  to 
each  of  the  8  taxable  years  following  the  taxable  year  of  such 
loss,  except,  in  the  case  of  a  net  operating  loss  for  a  taxable 
year  ending  before  January  1, 1976,  such  loss  shall  not  be  car- 
ried to  the  6th,  7th,  or  8th  taxable  year  following  the  taxable 
year  of  such  loss  unless  part  II  of  subchapter  M  applied  to  the  26  USC  856. 
taxpayer  for  the  taxable  year  to  which  the  loss  is  carried  and 
for  all  intervening  taxable  years  following  the  year  of  loss. 
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A  net  operating  loss  shall  not  be  carried  back  to  a  taxable 
26  use  856.  year  for  which  part  II  of  subchapter  M  applied  to  the 

taxpayer." 

(c)  Determination  of  the  Amount  or  the  Net  Operating  Loss 
26  use  172.        AND  THE  CARRYO\^ER. — Scction  172(d)  (relating  to  modifications  in 

computing  net  operating  loss)  is  amended  by  adding  a  new  paragraph 
(7)  at  the  end  thereof,  to  read  as  follows : 

"(7)  In  the  case  of  any  taxable  year  for  which  part  II  of  sub- 
chapter M  (relating  to  real  estate  investment  trusts)  applies  to 
the  taxpayer — 

"(A)  the  net  operating  loss  for  such  taxable  year  shall  be 
computed  by  taking  into  account  the  adjustments  described 
'  in  section  857(b)  (2)  (other  than  the  deduction  for  dividends 

paid  described  in  section  857(b)  (2)  (B) )  ;  and 

"(B)  where  such  taxable  year  is  a  'prior  taxable  year' 
referred  to  in  paragraph  (2)  of  subsection  (b),  the  term 
i.'i  r        'taxable  income'  in  such  paragraph  shall  mean  'real  estate 
investment  trust  taxable  income'  (as  defined  in  section  857 
(b)(2))." 

(d)  Conforming  Amendment. — Subparagraph  (B)  of  section  857 
26  use  857.         (b)  (2)  (relating  to  real  estate  investment  trust  taxable  income),  as 

redesignated  by  section  1607(b)  of  this  Act,  is  amended  by  striking 
out  "subparagraph  (F)"  and  inserting  in  lieu  thereof  "subparagraph 
.  :^      /  (D)". 

SEC.  1607.  ALTERNATIVE  TAX  IN  CASE  OF  CAPITAL  GAINS. 
26  use  857.  (a)  Alternative  Tax.— Section  857(b)  (3)  (A)  (relating  to  imposi- 

tion of  tax  on  capital  gain)  is  amended  to  read  as  follows : 

"(A)  Alternative  tax  in  case  of  capital  gains. — If  for 
any  taxable  year  a  real  estate  investment  trust  has  a  net 
■  "  capital  gain,  then,  in  lieu  of  the  tax  imposed  by  subsection 

(b)(1),  there  is  hereby  imposed  a  tax  (if  such  tax  is  less 
than  the  tax  imposed  by  such  subsection)  which  shall  con- 
sist of  the  sum  of — 

"(i)  a  tax,  computed  as  provided  in  subsection  (b)  (1), 
on  the  real  estate  investment  trust  taxable  income  (deter- 
mined by  excluding  such  net  capita^l  gain  and  by  com- 
,v  »         -  ,  -  ^         puting  the  deduction  for  dividends  paid  without  regard 
to  capital  gain  dividends) ,  and 
■  •  "  (ii)  a  tax  of  30  percent  of  the  excess  of  the  net  capital 

gain  over  the  deduction  for  dividends  paid  (as  defined 
■  i  \  i .  in  section  561)  determined  with  reference  to  capital  gains 

dividends  only." 
(b)  Conforming  Amendments. — 
;  (1)  (A)  Section  857 (b)  (2)  (relating  to  method  of  taxation 
of  real  estate  investment  trust  taxable  income)  is  amended  by 
deleting  subparagraph  (A)  and  redesignating  subparagraphs 
(B),  (C),  and  (D)  as  subparagraphs  (A),  (B),  and  (C),  respec- 
tively. 

26  use  46.   ,        ^         (B)  Subsection  (e)(2)  of  section  46  (relating  to  investment 
credit)  is  amended — 

(i)  by  striking  out  "857(b)  (2)  (C)"  in  subparagraph  (B) 
and  inserting  in  lieu  thereof  "857(b)  (2)  (B)'',  and 

(ii)  by  inserting  "determined  without  regard  to  any  deduc- 
tion for  capital  gains  dividends  (as  defined  in  section 
857(b)(3)(C))  and  by  excluding  any  net  capital  gain" 
immediately  before  the  period  at  the  end  of  the  last  sentence 
thereof. 
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(C)  Section  443  (e)  (5)  (relating  to  cross  references)  is  amended    26  USC  443. 
by  striking  out  "857(b)(2)(D)"  and  inserting  in  lieu  thereof 
''85T(b)(2)(C)". 

(2)  Subparagraph  (B)  of  section  85T(b)  (2)  (relating  to  real    26  USC  857. 
estate  investment  trust  taxable  income),  as  redesignated  by  para- 
graph (1)  of  this  subsection,  is  amended  by  striking  out  "shall 

be  computed  without  regard  to  capital  gains  dividends  and". 

(3)  Section  8.57(b)(3)(C)  (relating  to  definition  of  capital 
gain  dividend)  is  amended  by  inserting  after  the  second  sentence 
thereof  the  following:  "For  purposes  of  this  subparagraph,  the 
net  capital  gain  shall  be  deemed  not  to  exceed  the  real  estate 
investment  trust  taxable  income  (determined  without  regard  to 
the  deduction  for  dividends  paid  (as  defined  in  section  561)  for 
the  taxable  year) ." 

SEC.  1608.  EFFECTIVE  DATE  FOR  TITLE. 

(a)  Deficiexcy  Dividend  Procedures. — The  amendments  made  by    26  USC  859 
section  1601  shall  apply  with  respect  to  determinations  (as  defined  ^^^e. 

in  section  859(c)  of  the  Internal  Revenue  Code  of  1954)  occurring    Ante,  p.  1742. 
after  the  date  of  the  enactment  of  this  Act.  If  the  amendments  made 
by  section  1601  apply  to  a  taxable  year  ending  on  or  before  the  date  of 
enactment  of  this  Act : 

(1)  the  reference  to  section  857(b)  (3)  (A)  (ii)  in  sections 
857(b)(3)(C)  and  859(b)(1)(B)  of  such  Code,  as  amended,  shall 
be  considered  to  be  a  reference  to  section  857(b)  (3)  (A)  of  such 
Code,  as  in  effect  immediately  before  the  enactment  of  this  Act, 
and 

(2)  the  reference  to  section  857(b)(2)(B)  in  section  859(a) 
of  such  Code,  as  amended,  shall  be  considered  to  be  a  reference  to 
section  857(b)  (2)  (C)  of  such  Code,  as  in  effect  immediately  before 
the  enactment  of  this  Act. 

(b)  Trust  Xot  Disqualified  ix  Certain  Cases  Where  Income  26  USC  856 
Tests  Xot  ^Iet. — The  amendment  made  by  section  1602  shall  apply  to 

taxable  years  of  real  estate  investment  trusts  beginning  after  the  date 
of  the  enactment  of  this  Act.  In  addition,  the  amendments  made  by 
section  1602  shall  apply  to  a  taxable  year  of  a  real  estate  investment 
trust  beginning  before  the  date  of  the  enactment  of  this  Act  if,  as  the 
result  of  a  determination  (as  defined  in  section  859(c)  of  the  Internal 
Revenue  Code  of  1954)  with  respect  to  such  trust  occurring  after  the 
date  of  the  enactment  of  this  Act,  such  trust  for  such  taxable  years 
does  not  meet  the  requirements  of  section  856(c)(2)  or  section  856 
(c)  (3) ,  or  of  both  such  sections,  of  such  Code  as  in  effect  for  such  tax- 
able year.  In  any  case,  the  amendment  made  by  section  1602(a) 
requiring  a  schedule  to  be  attached  to  the  income  tax  return  of  certain 
real  estate  investment  trusts  shall  apply  only  to  taxable  years  of  such 
trusts  beginning  after  the  date  of  the  enactment  of  this  Act.  Jf  the 
amendments  made  by  section  1602  apply  to  a  taxable  year  ending  on 
or  before  the  date  of  enactment  of  this  Act,  the  reference  to  paragraph 
(2)  (B)  in  section  857(b)  (5)  of  such  Code,  as  amended,  shall  be  con-  Ante,  p.  1747 
sidered  to  be  a  reference  to  paragraph  (2)  (C)  of  section  857(b)  of 
such  Code,  as  in  effect  immediately  before  the  enactment  of  this  Act. 

(c)  Alterati\te  Tax  and  Xet  Operating  Loss. — The  amendments 
made  by  sections  1606  and  1607  shall  apply  to  taxable  years  ending 
after  the  date  of  the  enactment  of  this  Act,  except  that  in  the  case  of 
a  taxpayer  which  has  a  net  operating  loss  (as  defined  in  section  172(c) 
of  the  Internal  Revenue  Code  of  1954)  for  any  taxable  year  ending 
after  the  date  of  enactment  of  this  Act  for  which  the  provisions  of 


26  USC  857 
note. 
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26  use  856.  part  II  of  subchapter  M  of  chapter  1  of  subtitle  A  of  such  Code  apply 
to  such  taxpayer,  such  loss  shall  not  be  a  net  operating  loss  carryback 
under  section  172  of  such  Code  to  any  taxable  year  ending  on  or  before 
the  date  of  ena^^tment  of  this  Act. 

26  use  856  ((J)  Other  Amendments. — 

(1)  Except  as  provided  in  paragraphs  (2)  and  (3),  the  amend- 
ments made  by  sections  1603, 1604,  and  1605  shall  apply  to  taxable 
years  of  real  estate  investment  trusts  beginning  after  the  date  of 
the  enactment  of  this  Act. 

(2)  If,  as  a  result  of  a  determination  (as  defined  in  section 
Ante,  p.  1742.             859(c)  of  the  Internal  Revenue  Code  of  1954),  occurring  after 

the  date  of  enactment  of  this  Act,  with  respect  to  the  real  estate 
investment  trust,  such  trust  does  not  meet  the  requirement  of  sec- 
Ante,  p.  1751.  tion  856(a)  (4)  of  the  Internal  Revenue  Code  of  1954  (as  in  effect 

before  the  amendment  of  such  section  by  this  Act)  for  any  tax- 
able year  beginning  on  or  before  the  date  of  the  enactment  of  this 
Act,  such  trust  may  elect,  within  60  days  after  such  determina- 
tion in  the  manner  provided  in  regulations  prescribed  by  the  Sec- 
retary of  the  Treasury  or  his  delegate,  to  have  the  provisions  of 
section  1603  (other  than  paragraphs  (1),  (2),  (3),  and  (4)  of 
section  1603(c) )  apply  with  respect  to  such  taxable  year.  Where 
the  provisions  of  section  1603  apply  to  a  real  estate  investment 
trust  with  respect  to  any  taxable  year  beginning  on  or  before  the 
date  of  the  enactment  of  this  Act — 

(A)  credit  or  refund  of  any  overpayment  of  tax  which 
results  from  the  application  of  section  1603  to  such  taxable 
^  year  shall  be  made  as  if  on  the  date  of  the  determination  (as 

defined  in  section  859(c)  of  the  Internal  Revenue  Code  of 
; 1954)  2  years  remained  before  the  expiration  of  the  period  of 
limitation  prescribed  by  section  6511  of  such  Code  on  the 
.  >  J  filing  of  claim  for  refund  for  the  taxable  year  to  which  the 

overpayment  relates, 
:  (B)  the  running  of  the  statute  of  limitations  provided  in 

section  6501  of  such  Code  on  the  making  of  assessments,  and 
the  bringing  of  distraint  or  a  proceeding  in  court  for  collec- 
tion, in  respect  of  any  deficiency  (as  defined  in  section  6211 
:  of  such  Code)  established  by  such  a  determination,  and  all 

interest,  additions  to  tax,  additional  amounts,  or  assessable 
penalties  in  respect  thereof,  shall  be  suspended  for  a  period 
of  2  years  after  the  date  of  such  determination,  and 

(C)  the  collection  of  any  deficiency  (as  defined  in  section 
^  V      6211  of  such  Code)  established  by  such  determination  and  all 
interest,  additions  to  tax,  additional  amounts,  and  assessable 
penalties  in  respect  thereof  shall,  except  in  cases  of  jeopardy, 
be  stayed  until  the  expiration  of  60  days  after  the  date  of 
such  determination. 
No  distraint  or  proceeding  in  court  shall  be  begun  for  the  collec- 
tion of  an  amount  the  collection  of  which  is  stayed  under  sub- 
paragraph (C)  during  the  period  for  which  the  collection  of 
such  amount  is  stayed. 

(3)  Section  856(g)  (3)  of  the  Internal  Revenue  Code  of  1954, 
as  added  by  section  1604  of  this  Act,  shall  not  apply  with  respect 
to  a  termination  of  an  election,  filed  by  a  taxpayer  under  section 
856(c)  (1)  of  such  Code  on  or  before  the  date  of  the  enactment  of 
this  Act,  unless  the  provisions  of  part  II  of  subchapter  M  of  chap- 
ter 1  of  subtitle  A  of  such  Code  apply  to  such  taxpayer  for  a  tax- 
able year  ending  after  the  date  of  the  enactment  of  this  Act  for 
which  such  election  is  in  effect. 
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TITLE  XVII— RAILROAD  AND  AIRLINE 
PROVISIONS 

SEC.  1701.  CERTAIN  PROVISIONS  RELATING  TO  RAILROADS. 

(a)  TREATiiEXT  OF  Certain  Eailroad  Ties. — Section  263  (relating 
to  capital  expenditures)  is  amended  by  adding  at  the  end  thereof  the 
following  new  subsection : 

"(g)  Eailroad  Ties. — In  the  case  of  a  domestic  common  carrier  by 
rail  (including  a  railroad  switching  or  terminal  company)  which  uses 
the  retirement -replacement  method  of  accounting  for  depreciation  of 
its  railroad  track,  expenditures  for  acquiring  and  installing  replace- 
ment ties  of  any  material  (and  fastenings  related  to  such  ties)  shall  be 
accorded  the  same  tax  accounting  treatment  as  expenditures  for 
replacement  ties  of  wood  (and  fastenings  related  to  such  ties)." 

(b)  Increase  IX  50-Percext  Limitation . — Subsection  (a)  of  section 
16  (relating  to  determination  of  amount  of  investment  credit)  is 
amended  by  adding  at  the  end  thereof  the  following  new  paragraph : 

"(8)    Alterxati\t:   limitation   ix   the   case   of  certain 
railroads.  

"(A)  Ix  GEXERAL. — If.  foT  a  taxable  year  ending  after 
calendar  year  1976,  and  before  calendar  year  1983,  the  amount 
of  the  qualified  investment  of  the  taxpayer  which  is  attribut- 
able to  railroad  property  is  25  percent  or  more  of  his  aggre- 
gate qualified  investment,  then  subparagraph  (C)  of 
paragraph  (3)  of  this  subsection  shall  be  applied  by  sub- 
stituting for  50  percent  his  applicable  percentage  for  such 
year. 

''(B)  Applicable  percextage. — The  applicable  percentage 
of  any  taxpayer  for  any  taxable  year  under  this  paragraph 
is — 

"(i)  50  percent,  plus 

"(ii)  that  portion  of  the  tentative  percentage  for  the 
taxable  year  which  the  taxpayer's  amount  of  qualified 
investment  which  is  railroad  property  bears  to  his  aggre- 
gate qualified  investment. 
If  the  proportion  referred  to  in  clause  (ii)  is  75  percent  or 
more,  the  applicable  percentage  of  the  taxpayer  for  the  year 
shall  be  50  percent  plus  the  tentative  percentage  for  such 
year. 

"(C)  Tentative  percentage, — For  purposes  of  subpara- 
graph (B),  the  tentative  percentage  shall  be  determined 
under  the  following  table : 

"If  the  taxable                                                      The  tentative 
year  ends  in :                                                       percentage  is : 
1977  or  1978   50 

1979    40 

1980    30 

1981    20 

1982    10 

"(D)  Railroad  property  defined. — For  purposes  of  this 
paragraph,  the  t^rm  'railroad  property'  means  section  38 
property  used  by  the  taxpayer  directly  in  connection  with  the 
trade  or  business  carried  on  by  the  taxpayer  of  operating 
a  railroad  (including  a  railroad  switching  or  terminal 
company)." 


26  use  263. 


26  use  46. 
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SEC.  1702.  AMORTIZATION  OVER  50-YEAR  PERIOD  OF  RAILROAD  GRAD- 
ING AND  TUNNEL  BORES  PLACED  IN  SERVICE  BEFORE 
1969. 

26  use  185.  (a)  In  General. — Section  185  (relating  to  amortization  of  railroad 

grading  and  tunnel  bores)  is  amended  by  redesignating  subsections 
(d),  (e),  (f),  (g),and  (h)  as  subsections  (f),  (g),  (h),  (i),and  (j), 
respectively,  and  by  inserting  after  subsection  (c)  the  following  new 
subsections : 

"(d)  Election  With  Respect  to  Pre-1969  Property. — taxpayer 
may,  for  any  taxable  year  beginning  after  December  31, 1974,  elect  for 
purposes  of  this  section  to  treat  the  term  'qualified  railroad  grading 
and  tunnel  bores'  as  including  pre-1969  railroad  grading  and  tunnel 
Filing  bores.  An  election  under  this  subsection  shall  be  made  by  filing  with 

requirement.  ^y^q  Secretary,  in  such  manner,  in  such  form,  and  within  such  time,  as 
the  Secretary  may  by  regulations  prescribe,  a  statement  of  such  elec- 
tion. The  election  under  this  subsection  shall  remain  in  effect  for  all 
taxable  years,  after  the  first  year  for  which  it  is  effective,  for  which  an 
election  under  subsection  (c)  is  effective.  The  election  under  this  sub- 
section shall  apply  to  all  pre-1969  railroad  grading  and  tunnel  bores  of 
the  taxpayer,  unless,  on  application  by  the  taxpayer,  the  Secretary 
permits  him,  subject  to  such  conditions  as  the  Secretary  deems  neces- 
sary, to  revoke  such  election. 

"(e)  Adjusted  Basis  FOR  Pre-1969  Railroad  Grading  AND  Tunnel 
Bores. — 

"( 1 )  In  general. — The  adjusted  basis  of  any  pre-1969  railroad 
grading  and  tunnel  bore  shall  be  determined  under  this  subsection. 
"(2)  Property  acquired  or  constructed  after  February  2  8, 

1913. — 

"(A)  In  the  case  of  pre-1969  railroad  grading  and  tunnel 
^  bores— 

"  (i)  acquired  by  the  taxpayer  after  February  28, 1913, 

or 

.  =  ^  "(ii)        construction  of  which  was  completed  by  the 

;  taxpayer  after  February  28, 1913, 

the  adjusted  basis  of  such  property  shall  be  equal  to  the 
adjusted  basis  (for  determining  gain)  of  such  property  in 
the  hands  of  the  taxpayer. 
.   ,  "(B)  In  the  case  of  property  described  in  subparagraph 

''(i)  which  was  in  existence  on  Februaiy  28,  1913, 
"(ii)  for  which  the  taxpayer  has  a  substituted  basis, 
and 

"(iii)  such  substituted  basis  for  which  would,  but  for 
the  provisions  of  this  section,  be  determined  under  sec- 
tion 1053, 

then  the  adjusted  basis  of  such  property  shall  be  determined 
as  if  such  property  were  property  described  in  paragraph 

*'(3)  Property  acquired  or  constructed  before  march  i, 

1913. — 

"(A)  In  the  case  of  pre-1969  railroad  grading  and  tunnel 
bores — 

"(i)  acquired  by  the  taxpayer  before  March  1, 1913,  or 
"(ii)  the  construction  of  which  was  completed  by  the 
taxpayer  before  March  1,  1913, 
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the  adjusted  basis  of  such  property  shall  be  determined 
under  the  provisions  of  subparagraph  (B),  (C),  or  (D)  of 
this  paragraph. 

"(B)  In  the  case  of  any  property  valued  under  an  original 
valuation  made  by  the  Interstate  Commerce  Commission  pur- 
suant to  section  19a  of  part  I  of  the  Interstate  Commerce  Act 
(49  U.S.C.  19a),  the  adjusted  basis  of  such  property  shall  be 
equal  to  the  amount  ascertained  by  the  Interstate  Commerce 
Commission  as  of  the  date  of  such  valuation  to  be  such  prop- 
erty's cost  of  reproduction  new  (as  the  term  'cost  of  repro- 
duction new'  is  used  in  such  section  19a) . 

"(C)  In  the  case  of  property  which  was  not  valued  by  the 
Interstate  Commerce  Commission  in  the  manner  described  in 
subparagraph  (B),  but  which  was  valued  under  an  original 
valuation  made  by  a  comparable  State  regulatory  body,  the 
adjusted  basis  of  such  property  shall  be  equal  to  the  amount 
ascertained  by  such  State  regulatory  body  as  of  the  date  of 
its  original  valuation  to  be  such  property's  value. 

"(D)  If,  in  the  case  of  any  property  to  which  this  para- 
graph applies — 

"(i)  neither  subparagraph  (B)  nor  (C)  applies,  or 
"(ii)  notwithstanding  subparagraphs  (B)  and  (C), 
either  the  taxpayer  or  the  Secretary  can  establish  the 
adjusted  basis  (for  purposes  of  determining  gain)  of 
such  property  in  the  hands  of  the  taxpayer, 
then  the  adjusted  basis  of  such  property  shall  be  equal  to  its 
adjusted  basis  (for  purposes  of  determining  gain)  in  the 
hands  of  the  taxpayer." 
(b)   Defixftiox  of  Pre-1969  Railroad  Grading  and  Tunnel 
Bores. — Subsection  (f )  of  section  185  (as  redesignated  by  subsection    26  USC  185. 
(a)  of  this  section)  is  amended  by  adding  at  the  end  thereof  the 
following  new  paragraph: 

"(3)  Pre-1969  railroad  grading  and  tunnel  bores. — The 
term  'pre-1969  railroad  grading  and  tunnel  bores'  means  rail- 
road grading  and  tunnel  bores  the  original  use  of  which  com- 
mences before  January  1,  1969.". 

SEC.  1703.  CERTAIN  PROVISIONS  RELATING  TO  AIRLINES.   

Subsection  (a)  of  section  46  (relating  to  determination  of  amount    26  USC  46. 
of  investment  credit)  is  amended  by  adding  at  the  end  thereof  the 
following  new  paragraph : 

"(9)  Alternative  limitation  in  the  case  of  certain 
airlines.  

"(A)  In  general. — If,  for  a  taxable  year  ending  after 
calendar  year  1976  and  before  calendar  year  1983,  the  amount 
of  the  qualified  investment  of  the  taxpayer  which  is  attribut- 
able to  airline  property  is  25  percent  or  more  of  his  aggregate 
qualified  investment,  then  subparagraph  (C)  of  paragraph 
(3)  of  this  subsection  shall  be  applied  by  substituting  for  50 
percent  his  applicable  percentage  for  such  year. 

"(B)  Applicable  percentage. — The  applicable  percentage 
of  any  taxpayer  for  any  taxable  year  under  this  paragraph 
is — 

"(i)  50  percent,  plus 

"(ii)  that  portion  of  the  tentative  percentage  for  the 
taxable  year  which  the  taxpayer's  amount  of  qualified 
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investment  which  is  airline  property  bears  to  his  aggre- 
gate qualified  investment. 
If  the  proportion  referred  to  in  clause  (ii)  is  75  percent  or 
more,  the  applicable  percentage  of  the  taxpayer  for  the  year 
shall  be  50  percent  plus  the  tentative  percentage  for  such 
year. 

"(C)  TENTATrvE  PERCENTAGE. — For  purposcs  of  Subpara- 
graph (B),  the  tentative  percentage  shall  be  determined 
under  the  following  table : 

"If  the  taxable  The  tentative 

year  ends  in :  percentage  is : 

1977  or  1978   50 

1979    40 

\  1980   .   30 

1981    20 

1982    10 

"(D)  Airline  property  defined. — For  purposes  of  this 
paragraph,  the  term  'airline  property'  means  section  38  prop- 
erty used  by  the  taxpayer  directly  in  connection  with  the 
trade  or  business  carried  on  by  the  taxpayer  of  the  furnish- 
ing or  sale  of  transportation  as  a  common  carrier  by  air 
subject  to  the  jurisdiction  of  the  Civil  Aeronautics  Board  or 
/J      the  Federal  Aviation  Administration." 

TITLE  XVIII— INTERNATIONAL  TRADE 
AMENDMENTS 

SEC.  1801.  UNITED  STATES  INTERNATIONAL  TRADE  COMMISSION. 

(a)  Terms  or  OmcE. — ^^The  last  sentence  of  section  330(b)  of  the 
Tariff  Act  of  1930  (19  U.S.C.  1330(b) )  is  amended  to  read  as  follows: 
"The  term  of  office  of  each  commissioner  appointed  after  such  date 
shall  expire  9  years  from  the  date  of  the  expiration  of  the  term  for 
which  his  predecessor  was  appointed,  except  that — 

"(1)  any  commissioner  appointed  to  fill  a  vacancy  occurring 
prior  to  the  expiration  of  the  term  for  which  his  predecessor  was 
appointed  shall  be  appointed  for  the  remainder  of  such  term,  and 
"  (2)  any  commissioner  may  continue  to  serve  as  a  commissioner 
after  an  expiration  of  his  term  of  office  until  his  successor  is 
appointed  and  qualified." 
19  use  1330.  (b)  Voting  Procedures.— Section  330(d)  of  the  Tariff  Act  of  1930 

is  amended  by — 

(1)  redesignating  paragraph  (2)  as  paragraph  (5) ;  and 
'       (2)  striking  out  paragraph  (1)  and  inserting  in  lieu  thereof 
the  following  new  paragraphs : 

"(1)  In  a  proceeding  in  which  the  Commission  is  required  to 
determine — 

19  use  2251.  "(A)  under  section  201  of  the  Trade  Act  of  1974,  whether 

increased  imports  of  an  article  are  a  substantial  cause  of 
serious  injury,  or  the  threat  thereof,  as  described  in  sub- 
section (b)(1)  of  that  section  (hereafter  in  this  subsection 
referred  to  as  'serious  injury') ,  or 

19  use  2436.  "(B)  under  section  406  of  such  Act,  whether  market  dis- 

ruption exists, 

and  the  commissioners  voting  are  equally  divided  with  respect 
to  such  determination,  then  the  determination  agreed  upon  by 
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19  use  2251, 
2436. 


19  use  2252, 
2253. 


either  group  of  commissioners  may  be  considered  by  the  President 
as  the  determination  of  the  Commission. 

"(2)  If  under  section  201  or  406  of  the  Trade  Act  of  1974  there 
is  an  affirmative  determination  of  the  Commission,  or  a  determina- 
tion of  the  Commission  which  the  President  may  consider  an 
affirmative  determination  under  paragraph  (1),  that  serious 
injury  or  market  disruption  exists,  respectively,  and  a  majority  of 
the  commissioners  voting  are  unable  to  agree  on  a  finding  or  rec- 
ommendation described  in  section  201(d)  (1)  of  such  Act  or  the 
finding  described  in  section  406(a)  (3)  of  such  Act,  as  the  case  may 
be  (hereafter  in  this  subsection  referred  to  as  a  'remedy  finding') , 
then — 

"(A)  if  a  plurality  of  not  less  than  three  commissioners  so 
voting  agree  on  a  remedy  finding,  such  remedy  finding  shall, 
for  purposes  of  sections  202  and  203  of  such  Act,  be  treated  as 
the  remedy  finding  of  the  Commission,  or 

"(B)  if  two  groups,  both  of  which  include  not  less  than  3 
commissioners,  each  agree  upon  a  remedy  finding  and  the 
President  reports  under  section  203(b)  of  such  Act  that — 
"(i)  he  is  taking  the  action  agreed  upon  by  one  such 
group,  then  the  remedy  finding  agreed  upon  by  the  other 
group  shall,  for  purposes  of  sections  202  and  203  of 
such  Act,  be  treated  as  the  remedy  finding  of  the  Com- 
mission, or 

"(ii)  he  is  taking  action  which  differs  from  the  action 
agreed  upon  by  both  such  groups,  or  that  he  will  not 
take  any  action,  then  the  remedy  finding  agreed  upon 
by  either  such  group  may  be  considered  by  the  Congress 
as  the  remedy  finding  of  the  Commission  and  shall,  for 
purposes  of  sections  202  and  203  of  such  Act,  be  treated 
as  the  remedy  finding  of  the  Commission. 
"(3)  In  any  proceeding  to  which  paragraph  (1)  applies  in 
which  the  commissioners  voting  are  equally  divided  on  a  deter- 
mination that  serious  injury  exists,  or  that  market  disruption 
exists,  the  Commission  shall  report  to  the  President  the  deter- 
mination of  each  group  of  commissioners.  In  any  proceeding  to 
which  paragraph  (2)  applies,  the  Commission  shall  report  to  the 
President  the  remedy  finding  of  each  group  of  commissioners 
voting. 

"(4)  In  a  case  to  which  paragraph  (2)  (B)  (ii)  applies,  for 
purposes  of  section  203(c)  (1)  of  the  Trade  Act  of  1974,  notwith- 
standing section  152(a)(1)(A)  of  such  Act,  the  second  blank 
space  in  the  concurrent  resolution  described  in  such  section  152 
shall  be  filled  with  the  appropriate  date  and  the  following: 
'The  action  which  shall  take  effect  under  section  203(c)(1)  of 
the  Trade  Act  of  1974  is  the  finding  or  recommendation 

agreed  upon  by  Commissioners  ,  ,  and 

 .'  The  three  blank  spaces  shall  be  filled  with  the 

names  of  the  appropriate  Commissioners." 
(c)  Effective  Date. — The  amendments  made  by  subsection  (b) 
shall  apply  to  determinations,  findings,  and  recommendations  made 
under  sections  201  and  406  of  the  Trade  Act  of  1974  after  the  date 
of  the  enactment  of  this  Act. 
SEC.  1802.  TRADE  ACT  OF  1974  AMENDMENTS. 

Section  502(b)  of  the  Trade  Act  of  1974  (Public  Law  93-618;  88  19  USC  2462.' 
Stat.  1978)  is  amended— 

(1)  by  striking  out  "and"  at  the  end  of  paragraph  (5), 


Congressional 
consideration. 


Report  to 
President. 


19  USC  2253. 
19  USC  2192. 


19  USC  1330 
note. 
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26  use  2. 


26  use  35. 
26  use  39. 


26  use  46. 


26  use  48.  ' 


(2)  by  striking  out  the  period  at  the  end  of  paragraph  (6)  and 
inserting  in  lieu  thereof  " ;  and", 

(3)  by  inserting  immediately  after  paragraph  (6)  the  follow- 
ing new  paragraph : 

"(7)  if  such  country  aids  or  abets,  by  granting  sanctuary  from 
prosecution  to,  any  individual  or  group  which  has  committed  an 
act  of  international  terrorism."  ;  and 

(4)  by  striking  out  "and  (6)"  in  the  unnumbered  paragraph 


TITLE  XIX— REPEAL  AND  REVISION  OF 
OBSOLETE,  RARELY  USED,  ETC.,  PROVI- 
SIONS OF  INTERNAL  REVENUE  CODE 
OF  1954 

SUBTITLE  A— AMENDPvIENTS  OF  INTERNAL 
REVENUE  CODE  GENERALLY 


SEC.  1901.  AMENDMENTS  OF  SUBTITLE  A;  INCOME  TAXES. 

(a)  In"  General. — 

(1)  Amendment  of  section  2. — Subsection  (c)  of  section  2 
(relating  to  certain  married  individuals  living  apart)  is  amended 
to  read  as  follows : 

"(c)  Certain  Married  Individuals  Living  Apart. — For  purposes 
of  this  part,  an  individual  shall  be  treated  as  not  married  at  the  close 
of  the  taxable  year  if  such  individual  is  so  treated  under  the  provi- 
sions of  section  143  (b) ." 

(2)  Repeal  of  section  35. — Section  35  (relating  to  partially 
tax-exempt  interest  received  by  individuals)  is  repealed. 

(3)  Amendment  of  section  39. — Section  39  (relating  to  certain 
uses  of  gasoline,  special  fuels,  and  lubricating  oil)  is  amended 
by  striking  out  subsections  (b)  and  (c)  and  inserting  after  sub- 
section (a)  the  following  new  subsection: 

"(b)  Exception. — Credit  shall  not  be  allowed  under  subsection  (a) 
for  any  amount  payable  under  section  6421,  6424,  or  6427,  if  a  claim 
for  such  amount  is  timely  filed  and,  under  section  6421  (i) ,  6424 (f) ,  or 
6427(f),  is  payable  under  such  section." 

(4)  Amendments  of  section  4  6. — 


(A)  The  second  sentence  of  section  46(a)  (4),  as  redesig- 
nated by  this  Act,  is  amended  by  striking  out  "section  408  (e) " 


and  inserting  in  lieu  thereof  "section  408(f)". 

(B)  Clause  (iii)  of  section  46(c)  (3)  (B)  (relating  to  pub- 
lic utility  property)  is  am.ended  by  striking  out  "47  U.S.C., 
sec.  222(a)(5)"  and  inserting  in  lieu  thereof  "47  U.S.C. 
222(a)(5)". 
(5)  Amendments  of  section  4  8. — 

(A)  Section  48(a)  (2)  (B)  (vi)  (relating  to  section  38  prop- 
erty used  outside  the  United  States)  is  amended  by  striking 
out  " ;  43  U.S.C,  sec.  1331 ) "  and  inserting  in  lieu  thereof  "  (43 
U.S.C.  1331))". 

(B)  Section  48(a)  (2)  (B)  (viii)  is  anended  by  striking  o^it 
"47  U.S.C,  sec.  702"  and  inserting  in  lieu  thereof  "47  U.S.C 
702". 
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(6)  AMEXD3IEXT  OF  SECTiox  5 OA. — The  secoiid  sentence  of  sec- 
tion 50A(a)  (3)   (relating  to  liability  for  tax)  is  amended  by     26  USC  50A. 
striking  out  ''section  408  (e) "  and  inserting  in  lieu  thereof  "section 

408  (f)''. 

(7)  Repeai.  of  section  si. — Subchapter  A  of  chapter  1  is     26  USC  51. 
amended  by  striking  out  part  V  (relating  to  tax  surcharge). 

(8)  A:hexdmexts  of  sectiox  6  2. — ^^Section  62  (relating  to  defi-     26  USC  62. 
nition  of  adjusted  gross  income)  is  amended  by  redesignating 
paragraph  (11),  as  added  by  the  Act  of  October  26,  1974  (Public 

Law  93-483),  as  paragraph  (12). 

(9)  Aj)ditioxal  amexdmext  of  sectiox  6  2. — Section  62(12),  as 
redesignated  by  subparagraph  (A)  of  this  paragraph,  is  amended 
by  striking  out  "trade  or  business  to  the  extent"  and  inserting  in 
lieu  thereof  "trade  or  business,  to  the  extent". 

(10)  Defixitiox  of  ordixary  ixco^ie. — Part  I  of  subchapter  B 

of  chapter  1  (relating  to  definitions  of  gross  income,  adjusted     26  USC  61. 

gross  income,  and  taxable  income)  is  amended  by  adding  at  the 

end  thereof  the  f  ollo^Ying  new  section : 
"SEC.  64.  ORDINARY  INCOME  DEFINED.  26  USC  64. 

"For  purposes  of  this  subtitle,  the  term  'ordinary  income'  includes 
any  gain  from  the  sale  or  exchange  of  property  which  is  neither  a 
capital  asset  nor  property  described  in  section  1231(b).  Any  gain 
from  the  sale  or  exchange  of  property  which  is  treated  or  considered, 
under  other  provisions  of  this  subtitle,  as  'ordinary  income'  shall  be 
treated  as  gain  from  the  sale  or  exchange  of  property  which  is  neither 
a  capital  asset  nor  property  described  in  section  1231(b)." 

(11)  Defixitiox  of  ordixary  loss. — Part  I  of  subchapter  B  of 

chapter  1  (relating  to  definitions  of  gross  income,  adjusted  gross     26  USC  61. 

income,  and  taxable  income)  is  amended  by  adding  at  the  end 

thereof  the  following  new  section : 
**SEC.  65.  ORDINARY  LOSS  DEFINED.  26  USC  65. 

"For  purposes  of  this  subtitle,  the  term  'ordinary  loss'  includes  any 
loss  from  the  sale  or  exchange  of  property  which  is  not  a  capital  asset. 
Any  loss  from  the  sale  or  exchange  of  property  which  is  treated  or  con- 
sidered, under  other  provisions  of  this  subtitle,  as  'ordinary  loss'  shall 
be  treated  as  loss  from  the  sale  or  exchange  of  property  which  is  not  a 
capital  a'Fot." 

(12)  A]mexd:mext  of  sectiox  7  2. — Section  72(d)  (1)  (relating     26  USC  72. 
to  employees'  annuities)  is  amended  by  striking  out  "(whether 

or  not  before  January  1,  1954) "  and  by  striking  out  "(under  this 
paragraph  and  prior  income  tax  laws) ". 

(13)  Additioxal  amexdmext  of  sectiox  7  2. — Section  72 (m) 
(4)  (A)  (relating  to  assignments  or  pledges)  is  amended  by 
striking  out  "an  individual  retirement  amount"  and  inserting 

in  lieu  thereof  "an  individual  retirement  account".  26  uSC  76 

(14)  Repeal  of  sectiox  7  6. — Section  76  (relating  to  mortgages 
made  or  obligations  issued  by  joint  stock  land  banks)  is  repealed. 

(15)  Amexdmext  of  sectiox  83. — Section  83(b)  (2)  (relating     26  USC  83. 
to  election  to  include  the  value  of  restricted  property  in  gross 

income)  is  amended  b}^  striking  out  "(or,  if  later,  30  days  after  26  USC  1  note, 
the  date  of  the  enactment  of  the  Tax  Eeform  Act  of  1969) ".   

(16)  Amexdmext  of  sectiox  loi. — Section  101  is  amended  by     26  USC  101. 
striking  out  subsection  (f)  (relating  to  effective  date  of  section). 

(  17  )  AmEXDMEXTS  of  sectiox  10  3. — 

(A)  Section  103(a)  (relating  to  tax-exempt  interest),  as     26  USC  103. 
amended  by  this  Act,  is  amended  by  inserting  "and"  at  the 
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end  of  paragraph  (1),  by  striking  out  paragraphs  (2)  and 
(3),  and  by  redesignating  paragraph  (4)  as  paragraph  (2). 
26  use  103.  (B)  Section  103  is  amended  by  striking  out  subsection  (b) 

(relating  to  certain  exceptions)  and  by  redesignating  sub- 
■'  sections  (c),  (d),  (e),  (f),  and  (g)  (as  added  by  this  Act) 

.      ^  as  subsections  (b),  (c),  (d),  (e),  and  (f)  respectively. 

(C)  Section  103(b)(1)  (relating  to  industrial  develop- 
ment bonds),  as  redesignated  by  subparagraph  (B)  of  this 
paragraph,  is  amended  by  inserting  "or  (2)"  after  "(a)  (1)". 

(D)  Section  103(c)  (2)  (A)  (relating  to  definition  of  arbi- 
^            trage  bonds),  as  redesignated  by  subparagraph  (B)  of  this 

paragraph,  is  amended  by  inserting  "or  (2)"  after  "(a)  (1)". 

(E)  Section  103(e)  (relating  to  certain  cross  references) 
as  redesignated  by  subparagraph  (B)  of  this  paragraph, 
is  amended  to  read  as  follows : 

"(e)  Cross  References. — 

"For  provisions  relating  to  the  taxable  status  of — 

"(1)  Puerto  Rican  bonds,  see  section  3  of  the  Act  of  March  2,  1917,  as 
amended  (48  U.S.C.  745). 

"(2)  Virgin  Islands  insular  and  municipal  bonds,  see  section  1  of  the 
Act  of  October  27,  1919  (48  U.S.C.  1403). 

i     .        "(3)  Certain  obligations  issued  under  title  I  of  the  Housing  Act  of 
;  1949,  see  section  102(g)  of  title  I  of  such  Act  (42  U.S.C.  1452(g))." 

(18)  Amendments  of  section  io4. — 
26  use  104.  (A)  Section  104(a)(4)   (relating  to  exclusion  of  com- 

pensation for  injuries  or  sickness)  is  amended  by  striking  out 
:  .  ^  \        ";  60  Stat.  1021". 

r  (B)  Section  104(c)(2)  as  redesignated  by  section  505  of 

Ante,  p.  1567.  . ;        ^j^-g  ^^^^  -g  amended  to  read  as  follows : 

"(2)  For  exclusion  of  part  of  disability  retirement  pay  from  the 
application  of  subsection  (a)(4)  of  this  section,  see  section  1403  of  title 
10,  United  States  Code  (relating  to  career  compensation  laws).'* 

26  use  115.  (19)  Amendment  or  section  lis. — Section  115  (relating  to 

income  of  States,  municipalities,  etc.)  is  amended  to  read  as 
follows : 

"SEC.  115.  INCOME  OF  STATES,  MUNICIPALITIES,  ETC. 

"Gross  income  does  not  include — 
'  "(1)  income  derived  from  any  public  utility  or  the  exercise 

of  any  essential  governmental  function  and  accruing  to  a  State 
or  any  political  subdivision  thereof,  or  the  District  of  Columbia ; 
or 

"(2)  income  accruing  to  the  government  of  any  possession  of 
the  United  States,  or  any  political  subdivision  thereof." 

(20)  Amendment  of  section  iie. — Subsection  (a)  of  section 
116  (relating  to  partial  exclusion  of  dividends  received  by  indi- 
viduals) is  amended  by  striking  out  "Effective  with  respect  to 
•      any  taxable  year  ending  after  July  31,  1954,  gross  income"  and 
inserting  in  lieu  thereof  "Gross  income". 
26  use  124.  (21)  Amendment  of  section  124. — Section  124  (relating  to 

cross  references  to  other  Acts)  is  amended  to  read  as  follows : 

"SEC.  124.  CROSS  REFERENCES  TO  OTHER  ACTS, 
"(a)  For  exemption  of — 

"(1)  Adjustments  of  indebtedness  under  wage  earners*  plans,  see 
section  679  of  the  Bankruptcy  Act  (11  U.S.C.  1079). 

"(2)  Allowances  and  expenditures  to  meet  losses  sustained  by  per- 
sons serving  the  United  States  abroad,  due  to  appreciation  of  foreign 
currencies,  see  section  5943  of  title  5,  United  States  Code. 


26  use  116. 
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**(3)  Amounts  credited  to  the  Maritime  Administration  under  sec- 
tion 9(b)(6)  of  the  Merchant  Ship  Sales  Act  of  1946,  see  section 
9(c)(1)  of  that  Act  (50  U.S.C.  App.  1742). 

"(4)  Benefits  under  laws  administered  by  the  Veterans'  Admin- 
istration, see  section  3101  of  title  38,  United  States  Code. 

"(5)  Earnings  of  ship  contractors  deposited  in  special  reserve  funds, 
see  section  607(d)  of  the  Merchant  Marine  Act,  1936  (46  U.S.C.  1177). 

"(6)  Income  derived  from  Federal  Reserve  banks,  including  capital 
stock  and  surplus,  see  section  7  of  the  Federal  Reserve  Act  (12  U.S.C. 
531). 

**(7)  Railroad  retirement  annuities  and  pensions,  see  section  12  of 
the  Railroad  Retirement  Act  of  1935  (45  U.S.C.  2281). 

"(8)  Railroad  unemployment  benefits,  see  section  2(e)  of  the  Rail- 
road tjnemployment  Insurance  Act  (45  U.S.C.  352). 

"(9)  Special  pensions  of  persons  on  Army  and  Navy  medal  of  honor 
roll,  see  38  U.S.C.  562(a)-(c). 
"(b)  For  extension  of  military  income-tax-exemption  benefits  to  commis- 
sioned officers  of  Public  Health  Service  in  certain  circumstances,  see  section 
212  of  the  Public  Health  Service  Act  (42  U.S.C.  213)." 

(22)  A31EXDMENT  OF  SECTION  143. — Sectioii  143  (relating  to  26  USC  143. 
determination  of  marital  status)  is  amended  by  striking  out  "this 

part"  each  place  it  appears  and  inserting  in  lieu  thereof  "this  part 
and  part  V". 

(23)  A:mendment  OF  SECTION  151. — Section  151(e)  (4)  (defining  26  USC  151. 
student  and  educational  institution)  is  amended  to  read  as 

follows : 

"(4)  Student  defined. — For  purposes  of  paragraph  (1)  (B) 
(ii),  the  term  'student'  means  an  individual  who  during  each  of 
5  calendar  months  during  the  calendar  year  in  which  the  taxable 
year  of  the  taxpayer  begins — 

"(A)  is  a  full-time  student  at  an  educational  organization 
described  in  section  170(b)  (1)  (A)  (ii) ;  or 

"(B)  is  pursuing  a  fuU-time  course  of  institutional 
on- farm  training  under  the  supervision  of  an  accredited 
agent  of  an  educational  organization  described  in  section 
170(b)  (1)  (A)  (ii)  or  of  a  State  or  political  subdivision  of 
a  State." 

(24)  Amendments  of  section  152. — 

(A)  Section  152(a)  (defining  dependent)  is  amended —        26  USC  152. 

(i)  by  inserting  "or"  at  the  end  of  paragraph  (8), 

(ii)  by  striking  out  ",  or"  at  the  end  of  paragraph  (9) 
and  inserting  in  lieu  thereof  a  period,  and 

(iii)  by  striking  out  paragraph  (10). 

(B)  Section  152(b)  (3)  (relating  to  rules  concerning  the 
definition  of  dependent)  is  amended  to  read  as  follows: 

"(3)  The  term  'dependent*  does  not  include  any  individual  who  "Dependent.' 
is  not  a  citizen  or  national  of  the  United  States  unless  such 
individual  is  a  resident  of  the  United  States  or  of  a  country  con- 
tiguous to  the  United  States.  The  preceding  sentence  shall  not 
exclude  from  the  definition  of  'dependent'  any  child  of  the  tax- 
payer legally  adopted  by  him,  if,  for  the  taxable  year  of  the  tax- 
payer, the  child  has  as  his  principal  place  of  abode  the  home  of  the 
taxpayer  and  is  a  member  of  the  taxpayer's  household,  and  if  the 
taxpayer  is  a  citizen  or  national  of  the  United  States." 

(25)  Amendments  of  section  1 64.— Section  164(d)  (2)  (relat-  26  USC  164. 
ing  to  apportionment  of  taxes  on  real  property  between  the  seller 

and  purchaser)  is  amended  by  striking  out  subparagraphs  (B) 
and  (C),  and  by  redesignating  subparagraph  (D)  as  subpara- 
graph (B). 

(26)  A:vrENDMENTS  OF  section  165. — Section  165  (relating  to  26  USC  165. 
deduction  of  losses)  is  amended  by  striking  out  subsection  (i) 
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(relating  to  property  confiscated  by  Cuba) ,  and  by  redesignating 
subsection  (j)  as  subsection  (i). 

(27)  Amendments  of  section  167. — 

(A)  Section  167(d)  (relating  to  agreement  as  to  useful  life 
for  depreciation)  is  amended  by  striking  out  "after  the  date 
of  enactment  of  this  title"  and  inserting  in  lieu  thereof  "after 
August  16,  1954". 

(B)  Section  167(f)(2)  (defining  personal  property)  is 
amended  by  striking  out  "the  date  of  the  enactment  of  the 
Revenue  Act  of  1962"  and  inserting  in  lieu  thereof  "Octo- 
ber 16,  1962". 

(C)  Section  167(1)  (4)  (A)  (relating  to  election  as  to 
increased-capacity  property)  is  amended  by  striking  out 
"within  180  days  after  the  date  of  the  enactment  of  this 
subparagraph"  and  inserting  in  lieu  thereof  "before  June  29, 
1970,". 

(28)  Amendments  of  section  i7  0. — 

(A)  (i)  Section  170  (relating  to  charitable  deductions)  is 
amended  by  striking  out  subsections  (f)  (6)  and  (g)  (relating 
to  unlimited  charitable  deductions  allowed  for  taxable  years 
beginning  before  January  1, 1975) ,  and  by  redesignating  sub- 
sections (h),  (i),  and  (j)  as  subsections  (g),  (h),  and  (i), 
respectively. 

(ii)  Section  170(b)  (1)  (relating  to  percentage  limitations 
on  deductions  for  individuals)  is  amended  by  striking  out 
subparagraph  (C)  (relating  to  unlimited  deductions),  and 
by  redesignating  subparagraphs  (D),  (E),  and  (F)  as  sub- 
paragraphs (C),  (D),and  (E) ,  respectively. 

(iii)  Section  170(b)  (1)  (A)  (vii)  is  amended  by  striking 
out  "subparagraph  (E)"  and  inserting  in  lieu  thereof  "sub- 
paragraph (D)". 

(iv)  Section  170(b)  (1)  (B)  (ii)  is  amended  by  striking  out 
"subparagraph  (D)"  and  inserting  in  lieu  thereof  "subpara- 
graph (C)". 

(v)  Section  170(c)  (relating  to  definition  of  charitable 
contribution)  is  amended  by  striking  out  in  the  last  sentence 
"subsection  (h)"  and  inserting  in  lieu  thereof  "subsec- 
tion (g)". 

(vi)  Section  170(e)  (1)  (B)  (ii)  (relating  to  certain  con- 
tributions of  ordinary  income  and  capital  gain  property)  is 
amended  by  striking  out  "subsection  (b)  (1)  (E)"  and  insert- 
ing in  lieu  thereof  "subsection  (b)  (1)  (D) ". 

(B)  Section  170(d)  (1)  (A)  (relating  to  carryover  of  excess 
charitable  contributions)  is  amended  by  striking  out  "(30 
percent,  in  the  case  of  a  contribution  year  beginning  before 
January  1,1970)". 

(C)  Section  170(h)  (relating  to  disallowance  of  deduc- 
tions in  certain  cases),  as  redesignated  by  subparagraph 
(A)  (i)  of  this  paragraph,  is  amended  by  striking  out  "64 
Stat.  996;". 

(D)  Section  170 (i)  (relating  to  cross  references),  as 
redesignated  by  subparagraph  (A)  (i)  of  this  paragraph,  is 
amended  to  read  as  follows : 

(i)  Other  Cross  References. — 

"(1)  For  charitable  contributions  of  estates  and  trusts,  see  sec- 
tion 642(c). 
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"(2)  For  nondeductibility  of  contributions  by  common  trust  funds, 
see  section  584. 

**(3)  For  charitable  contributions  of  partners,  see  section  702. 
"(4)  For  charitable  contributions  of  nonresident  aliens,  see  sec- 
tion 873. 

**(5)  For  treatment  of  gifts  for  benefit  of  or  use  in  connection  with 
the  Naval  Academy  as  ^ts  to  or  for  use  of  the  United  States,  see 
section  6973  of  title  10,  United  States  Code. 

"(6)  For  treatment  of  gifts  accepted  by  the  Secretary  of  State  under 
the  Foreign  Service  Act  of  1946  as  gifts  to  or  for  the  use  of  the  United 
States,  see  section  1021(e)  of  that  Act  (22  U.S.C.  809(e)). 

**(7)  For  treatment  of  gifts  of  money  accepted  by  the  Attorney  Gen- 
eral for  credit  to  the  'Commissary  Funds,  Federal  Prisons*  as  gifts 
to  or  for  the  use  of  the  United  States,  see  section  2  of  the  Act  of  May  15, 
1952,  as  amended  by  the  Act  of  July  9,  1952  (31  U.S.C.  725s-4).*' 

(29)  Amendments  of  section  172. — 

(A)  (i)  Section  172(b)  (1)  (relating  to  years  to  which  loss    Ante,  p.  1755. 
may  be  carried)  is  amended  by  striking  out  subparagraph 

(E). 

(ii)  Section  172  (b)  (3)  is  amended  by  striking  out  subpara-    26  USC  172. 
graphs  (E)  and  (F). 

(B)  Section  172(c)  (relating  to  definition  of  net  operating 
loss)  is  amended  by  striking  out  "(for  any  taxable  year  end- 
ing after  December  31,  1953)". 

(C)  (i)  Section  172  (relating  to  net  operating  loss  deduc- 
tion) is  amended  by  striking  out  subsections  (f),  (g),  and 
(i),  and  by  redesignating  subsections  (h),  (j),  (k),  and  (1) 
as  subsections  (f),  (g),  (h),  and  (i),  respectively. 

(ii)  Section  172(b)  (1)  (C)  (relating  to  regulated  transpor- 
tation corporations)  is  amended  by  striking  out  "subsection 
(j)(l)"  and  "subsection  (j)",  and  inserting  in  lieu  thereof 
"subsection  (g)(1)"  and  "subsection  (g)",  respectively. 

(iii)  Paragraphs  (1)  (D)  and  (3)  (C)  (i)  of  section  172    Post,  p.  1920. 
(b)  (relating  to  net  operating  loss  carryovers  and  carry- 
backs) are  each  amended  by  striking  out  "subsection  (k) "  and 

inserting  in  lieu  thereof  "subsection  (h)". 

(iv)  Section  172(b)  (2)  (relating  to  amount  of  carrybacks 
and  carryovers)  is  amended  by  striking  out  "subsections  (i) 
and  (j)"  and  inserting  in  lieu  thereof  "subsection  (g)". 

(D)  Section  172(e)  (relating  to  law  applicable  to  compu- 
tations) is  amended  by  striking  out  the  last  sentence. 

(E)  Section  172(g)(2)  (relating  to  certain  regulated 
transportation  corporations),  as  redesignated  by  subpara- 
graph (C)  of  this  paragraph,  is  amended  by  striking  out 
paragraph  (4).  26  USC  174 

(30)  Amendments  of  sections  174  and  175. — Section  174  (a)  (2) 
(A)  (i)  (relating  to  research  and  development  expenditures) 
and  section  175(d)  (1)  (A)  (relating  to  soil  and  water  conserva- 
tion expenditures)  are  each  amended  by  striking  out  "the  date  on 
which  this  title  is  enacted,"  and  inserting  in  lieu  thereof 
"August  16,  1954,". 

(31)  Repeal  of  section  i87. — Section  187  (relating  to  rapid    26  USC  187. 
amortization  for  certain  coal  mine  safety  equipment)  is  repealed. 

(32)  Amendment  of  section  219. — Section  219(b)  (2)  (A)  (iv)     26  USC  219. 
(disqualifying  governmental  plan  participants  from  contributing 

to  individual  retirement  accounts,  etc.)  is  amended  by  striking  out 
"division"  and  inserting  in  lieu  thereof  "subdivision". 

(33)  Repeal  of  section  242. — Section  242  (relating  to  par-    26  USC  242. 
tially  tax-exempt  interest  received  by  corporations)  is  repealed. 

(34)  Amendments  of  section  243. — 
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(A)  Section  243(a)  (2)  (relating  to  the  dividends  received 
deduction)  is  amended  by  inserting  after  "Small  Business 
Investment  Act  of  1958"  the  following:  "(15  U.S.C.  661  and 
following) ". 

(B)  Section  243(b)  (2)  (A)  (relating  to  dividends  received 
by  a  member  of  an  affiliated  group)  is  amended  by  striking 
out  "(excej^t  that  in  the  case  of  a  taxable  year  of  a  mem- 
ber beginning  in  1963  and  ending  in  1964,  if  the  election 
is  effective  for  the  taxable  year  of  the  common  parent  cor- 
poration which  includes  the  last  day  of  such  taxable  year 
of  such  member,  such  election  shall  be  effective  for  such  tax- 
able year  of  such  member,  if  such  member  consents  to  such 
election  with  respect  to  such  taxable  year)". 

(35)  Amendment  of  section  247. — Section  247  (b)  (2)  (relating 
to  preferred  stock)  is  amended  to  read  as  follows: 

"(2)  Prefereed  stock. — 

"(A)  In  general. — The  term  'preferred  stock'  means  stock 
issued  before  October  1,  1942,  which  during  the  whole  of  the 
taxable  year  (or  the  part  of  the  taxable  year  after  its  issue) 
was  stock  the  dividends  in  respect  of  which  were  cumulative, 
limited  to  the  same  amount,  and  payable  in  preference  to 
the  payment  of  dividends  on  other  stock. 

"(B)  Certain  stock  issued  on  or  after  October  1,  1942. — 
Stock  issued  on  or  after  October  1,  1942,  shall  be  deemed  for 
purposes  of  this  paragraph  to  have  been  issued  before  Octo- 
ber 1,  1942,  if  it  was  issued  to  refund  or  replace  bonds  or 
debentures  issued  before  October  1,  1942,  or  to  refund  or 
replace  other  preferred  stock  (including  stock  which  is 
preferred  stock  by  reason  of  this  subparagraph  or  subpara- 
graph (D)),  but  only  to  the  extent  that  the  par  or  stated 
value  of  the  new  stock  does  not  exceed  the  par,  stated,  or  face 
value  of  the  bonds  or  debentures  issued  before  October  1, 1942, 
or  the  other  preferred  stock,  which  such  new  stock  is  issued 
to  refund  or  replace. 

"(C)  Determination  under  regulations. — The  determi- 
nation of  whether  stock  was  issued  to  ref  und  or  replace  bonds 
or  debentures  issued  before  October  1,  1942,  or  to  refund  or 
replace  other  preferred  stock,  shall  be  made  under  regula- 
tions prescribed  by  the  Secretary. 

"(D)  Issuance  of  stock. — For  purposes  of  subparagraph 
(B),  issuance  of  stock  includes  issuance  either  by  the  same 
or  another  corporation  in  a  transaction  which  is  a  reorganiza- 
tion (as  defined  in  section  368(a)),  a  transaction  to  which 
section  371  (relating  to  insolvency  reorganizations)  applies, 
or  a  transaction  subject  to  part  VI  of  subchapter  O  (relating 
to  exchanges  in  SEC  obedience  orders),  or  the  respectively 
corresponding  provisions  of  the  Internal  Kevenue  Code  of 
1939." 

(36)  Amendment  of  section  2  4  8. — Section  248(c)  (relating  to 
organizational  expenditures)  is  amended  by  striking  out  "the 
date  of  enactment  of  this  title"  and  inserting  in  lieu  thereof 
"August  16, 1954". 

(37)  Amendment  of  section  2  6  5. — Section  265(2)  (relating  to 
tax-exempt  interest)  is  amended  by  striking  out "  (other  than  obli- 
gations of  the  United  States  issued  after  September  24,  1917,  and 
originally  subscribed  for  by  the  taxpayer) ". 
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(38)  Ajviendment  of  section  269.— Section  269  (relating  to   26  USC  269. 
acquisitions  made  to  evade  or  avoid  income  tax)  is  amended  by 

striking  out  subsection  (c)  (relating  to  presumption  in  the  case 
of  disproportionate  purchase  price). 

(39)  A>rEXDMENT  OF  SEcmoN  275. — Scctiou  275(a)  (1)(C)    26  USC  275. 
relating  to  nondeductible  taxes)  is  amended  by  striking  out 

(",  and  corresponding  provisions  of  prior  revenue  laws". 

(40)  Amendments  of  section  2 si. — 

(A)  Section  281(d)  (1)  (A)  (relating  to  definition  of  ter-    26  USC  281. 
minal  railroad  corporation)  is  amended  by  inserting  after 
"Interstate  Commerce  Act"  the  following:  "(49  U.S.C.  1  and 
following) ". 

(B)  Section  281  (relating  to  terminal  railroad  corpora- 
tions and  their  shareholders)  is  amended  by  striking  out 
subsection  (e)  (relating  to  taxable  years  ending  before  Octo- 
ber 23, 1962)  and  by  redesignating  subsection  (f )  as  subsection 
(e). 

(41)  Amendment  of  section  3  0i. — Section  301  (relating  to  dis-   26  USC  301. 
tributions  of  property)   is  amended  by  striking  out  subsec- 
tion (e)  (relating  to  certain  distributions  by  personal  service 
corporations). 

( 42 )  Amend:ments  of  section  3 1 1 . — 

(A)  Section  311(d)  (1)  (relating  to  appreciated  property    26  USC  311. 
used  to  redeem  stock)  is  amended  by  striking  out  "then  again 

shall  be  recognized"  and  inserting  in  lieu  thereof  "then  a  gain 
shall  be  recognized". 

(B)  (i)  Section  311(d)(2)  (relating  to  exceptions  and 
limitations)  is  amended  by  striking  out  subparagraph  (C) 
(relating  to  certain  distributions  before  December  1,  1974) 
and  by  redesignating  subparagraphs  (D),  (E),  (F),and  (G) 
as  subparagraphs  (C),  (D),  (E),  and  (F),  respectively. 

(ii)  The  amendments  made  by  clause  (i)  shall  apply  only    26  USC  311 
with  respect  to  distributions  after  November  30,  1974. 

(C)  Section  311(d)(2)(C),  as  redesignated  by  subpara- 
graph (B)  of  this  paragraph,  is  amended  by  striking  out 
"26  Stat.  209 ;"  and  "38  Stat.  730 ;". 

(43)  Amendments  of  section  312. — 

(A)  Section  312(d)  (1)  (relating  to  certain  distributions    26  USC  312. 
of  stock  and  securities)  is  amended  by  striking  out  "this 

Code"  each  place  it  appears  and  inserting  in  lieu  thereof 
"this  title". 

(B)  Section  312  (relating  to  earnings  and  profits)  is 
amended  by  striking  out  subsection  (h)  (relating  to  per- 
sonal service  corporations)  and  by  redesignating  subsections 
(i)  and  (j)  as  subsections  (h)  and  (i) ,  respectively. 

(C)  Subsection  (i)  of  section  312  (relatin<2:  to  distribution 
of  proceeds  of  certain  loans),  as  redesignated  by  subpara- 
graph (B)  of  this  paragraph,  is  amended  to  read  as  follows: 

"(i)  Distribution  of  Proceeds  of  Loan  Insured  by  the  United 
States. — If  a  corporation  distributes  property  with  respect  to  its  stock 
and  if,  at  the  time  of  distribution — 

"(1)  there  is  outstanding  a  loan  to  such  corporation  which 
was  made,  guaranteed,  or  insured  by  the  United  States  (or  by  any 
agency  or  instrumentality  thereof) ,  and 

"(2)  the  amount  of  such  loan  so  outstanding  exceeds  the 
adjusted  basis  of  the  property  constituting  security  for  such  loan, 
then  the  earnings  and  profits  of  the  corporation  shall  be  increased  by 
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the  amount  of  such  excess,  and  (immediately  after  the  distribution) 
shall  be  decreased  by  the  amount  of  such  excess.  For  purposes  of  para- 
graph (2),  the  adjusted  basis  of  the  property  at  the  time  of  distribu- 
tion shall  be  determined  without  regard  to  any  adjustment  under 
section  1016(a)  (2)  (relating  to  adjustment  for  depreciation,  etc.).  For 
purposes  of  this  subsection,  a  commitment  to  make,  guarantee,  or 
insure  a  loan  shall  be  treated  as  the  making,  guaranteeing,  or  insuring 
of  a  loan." 

26  use  312.  (D)  Section  312(j)(3)   (relating  to  foreign  investment 

companies) ,  as  redesignated  by  subsection  (b)  (32)  (B)  (i) ,  is 
r-  amended  to  read  as  follows : 

"(3)  Partial  liquidations  and  redemptions. — If  a  foreign 
investment  company  (as  defined  in  section  1246)  distributes 
amounts  in  partial  liquidation  or  in  a  redemption  to  which  sec- 
tion 302(a)  or  303  applies,  the  part  of  such  distribution  Avhich  is 
properly  chargeable  to  earnings  and  profits  shall  be  an  amount 
which  is  not  in  excess  of  the  ratable  share  of  the  earnings  and 
profits  of  the  company  accumulated  after  February  28,  1913, 
attributable  to  the  stock  so  redeemed." 

26  use  333.  (44)  Amendment  of  section  333. — Section  333(a)  (1)  (relating 

to  election  as  to  recognition  of  gain  in  certain  liquidations)  is 
amended  by  striking  out  "on  or  after  June  22, 1954". 

26  use  334.  (45>l   Amendment  OF  section  334.— Section  334(b)(2)(A) 

(relating  to  liquidation  of  subsidiary)  is  amended  to  read  as 
follows: 

"(A)  the  distribution  is  pursuant  to  a  plan  of  liquidation 
r;        adopted  not  more  than  2  years  after  the  date  of  the  transac- 
tion described  in  subparagraph  (B)  (or,  in  the  case  of  a  series 
of  transactions,  the  date  of  the  last  such  transaction)  ;  and". 
(46)  Amendments  of  section  337. — 
26  use  337.  7;  (A)  Section  337(a)   (relating  to  nonrecognition  of  gain 

or  loss  on  certain  liquidations)  is  amended  to  read  as  follows : 
"(a)  General  Rule. — If,  within  the  12-month  period  beginning  on 
the  date  on  which  a  corporation  adopts  a  plan  of  complete  liquidation, 
all  of  the  assets  of  the  corporation  are  distributed  in  complete  liquida- 
tion, less  assets  retained  to  meet  claims,  then  no  gain  or  loss  shall  be 
recognized  to  such  corporation  from  the  sale  or  exchange  by  it  of 
property  within  such  12-month  period." 

(B)  The  first  sentence  of  section  337(d)  (relating  to  cer- 
tain minority  stockholders)  is  amended  by  striking  out  "on 
or  after  January  1, 1958". 
26  use  342.  (47)  Repeal  of  section  342. — Section  342  (relating  to  the 

liquidation  of  certain  foreign  personal  holding  companies)  is 
repealed. 

(48)  Amendments  of  section  351. — 
26  use  351  (A)  Section  351  (aj  (relating  to  transfer  to  corporation 

controlled  by  transieror)  is  amended  by  striking  out 
"(including,  in  the  case  of  transfers  made  on  or  before 
June  30,  1967,  an  investment  company)". 

(B)  Section  351(d)  (relating  to  application  of  June  30, 
1967,  date)  is  amended  to  read  as  follows : 
"(d)  Exception. — This  section  shall  not  apply  to  a  transfer  of 
property  to  an  investment  company." 
26  use  351  (C)  The  amendments  made  by  this  paragraph  shall  take 

note.  effect  with  respect  to  transfers  of  property  occurring  after 

the  date  of  the  enactment  of  this  Act. 


PUBLIC  LAW  94-455— OCT.  4,  1976 


90  STAT.  1773 


(49)  Repeal  of  section  3  63. — Section  363  (a  cross  reference  to    26  USC  363. 
other  sections)  is  repealed.  ~ 

(50)  Ajviexdments  OF  SECTION  3  71. — Section  371  (a)  (1)  (relat-    26  USC  371. 
ing  to  certain  reorganization  exchanges  by  corporations)  is 
amended — 

(A)  by  striking  out  "49  Stat.  922 and 

(B)  by  striking  out  "(52  Stat.  883-905;  11  U.S.C.,  chapter 
10)  or  the  corresponding  provisions  of  prior  law"  and 
inserting  in  lieu  thereof  "(11  U.S.C.  501  and  following)". 

(51)  Amendment  of  section  372. — Section  372(a)   (relating    26  USC  372. 
to  basis  in  connection  with  bankruptcy  proceedings)  is  amended 

by  striking  out  "54  Stat.  709 ;". 

(52)  Repeal  of  section  373. — Section  373  (relating  to  nonrec-    26  USC  373. 
ognition  of  loss  in  certain  railroad  reorganizations)  is  repealed. 

(53)  Amendment  of  section  374. — Section  374(a)  (1)  (relating  26  USC  374. 
to  nonrecognition  of  gain  or  loss  in  certain  railroad  reorganiza- 
tions) is  amended  by  striking  out  "49  Stat.  922;". 

(54)  Amendment  of  section  381. — Section  381(c)  (relating  to   26  USC  381. 
items  carried  over  in  certain  corporate  acquisitions)  is  amended 

by  striking  out  paragraph  (20) . 

(55)  Repeal  of  sections  391  through  395. — Subchapter  C  of    26  USC 
chapter  1  (relating  to  corporate  distributions  and  adjustments)  391-395. 
is  amended  by  striking  out  part  VII  (relating  to  effective  dates 

of  subchapter  C). 

(56)  Amendments  of  section  401. — 

(A)  Paragraphs  (12)  and  (13)  of  section  401(a)  (relat-   26  USC  401. 
ing  to  requirements  for  qualification)  are  each  amended  by 

striking  out  "the  date  of  the  enactment  of  the  Employee 
Retirement  Income  Security  Act  of  1974"  and  inserting  in  lieu 
thereof  "September  2, 1974". 

(B)  Paragraph  (15)  of  section  401(a)  is  amended  by 
striking  out  "the  date  of  the  enactment  of  the  Employee 
Retirement  Income  Security  Act  of  1974"  and  inserting  in  lieu  ^^^^ 
thereof  "September  2,  1974,". 

(C)  Paragraph  (19)  of  section  401(a)  is  amended  by 
striking  out  "enactment  of  the  Employee  Retirement  Income 
Security  Act  of  1974"  and  inserting  in  lieu  thereof  "Septem- 
ber 2, 1974". 

(D)  The  last  sentence  of  section  401  (a)  is  amended  to  read 
as  follows : 

"Paragraphs  (11),  (12),  (13),  (14),  (15),  (19),  and  (20)  shall  apply 
only  in  the  case  of  a  plan  to  which  section  411  (relating  to  minimum 
vesting  standards)  applies  without  regard  to  subsection  (e)  (2)  of  such 
section." 

(57)  Amendments  of  section  402. — 

(A)  Section  402(a)  (4)  (relating  to  distributions  made  to  26  USC  402. 
non-resident  alien  individuals)  is  amended  by  striking  out 

"basic  salary"  each  place  it  appears  therein  and  inserting  in 
lieu  thereof  "basic  pay",  and  by  amending  the  last  sentence  in 
such  paragraph  to  read  as  follows : 
"In  the  case  of  distributions  under  the  civil  service  retirement 
laws,  the  term  'basic  pay'  shall  have  the  meaning  provided  in 
section  8331(3)  of  title  5,  United  States  Code." 

(B)  Section  402  (relating  to  taxability  of  beneficiary  of 
employees'  trusts)  is  amended  by  striking  out  subsection  (d) 
(relating  to  certain  trust  agreements  made  before  October  21, 
1942). 
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26  use  402. 


26  use  402 
note. 


26  use  403. 


26  use  404. 


26  use  409. 


26  use  410. 


29  use  1001 
note. 


26  use  411. 


(C)  (i)  So  much  of  the  third  sentence  of  section  402(e)  (4) 
(A)  (relating  to  definition  of  lump  sum  distributions)  as  pre- 
cedes "a  distribution  of  an  annuity  contract"  is  amended  to 
read  as  follows:  "Except  for  purposes  of  subsection  (a)  (2) 
and  section  403(a)(2),". 

(ii)  The  amendment  made  by  clause  (i)  shall  apply  with 
respect  to  distributions  or  payments  made  after  December  31, 
1973,  in  taxable  years  beginning  after  such  date. 

(58)  Amendment  or  section  4  03. — The  last  two  sentences  of 
section  403(a)(4)  (relating  to  taxation  of  employee  annuities) 
are  amended  to  read  as  follows:  "For  purposes  of  this  title, 
a  transfer  described  in  subparagraph  (B)  (i)  shall  be  treated 
as  a  rollover  contribution  described  in  section  408(d)(3).  Sub- 
paragraph (B)  (ii)  does  not  apply  in  the  case  of  a  transfer  to  an 
employees'  trust,  or  annuity  plan  if  any  part  of  a  payment 
described  in  subparagraph  (A)  is  attributable  to  an  annuity  plan 
under  which  the  employee  was  an  employee  within  the  meaning 
of  section  401(c)  (1)  at  the  time  contributions  were  made  on  his 
behalf  under  the  plan." 

(59)  Amendment  of  section  4  04. — Section  404  (relating  to 
deduction  for  contributions  to  pension  plans,  etc.)  is  amended 
by  striking  out  subsection  (d)  (relating  to  carryover  of  pre-1954 
unused  deductions) . 

(60)  Amendment  or  section  409. — Section  409(b)(3)(C) 
(relating  to  tax-free  rollovers  of  individual  retirement  bonds) 
is  amended  by  striking  out  "section  403(d)(3)."  and  inserting 
in  lieu  thereof  "section  408  (d)  (3) ." 

(61)  Amendments  of  section  410. — - 

(A)  Subparagraphs  (C)  and  (D)  of  section  410(a)  (5) 
(relating  to  breaks  in  service)  are  each  amended  by  striking 
out  "purposes  of  subsection  (a)(1)"  and  inserting  in  lieu 
thereof  "purposes  of  paragraph  ( 1 ) ". 

(B)  Paragraph  (1)(C)  of  section  410(c)  (relating  to 
application  of  minimum  participation  standards)  is  amended 
by  striking  out  "the  date  of  the  enactment  of  the  Employee 
Eetirement  Income  Security  Act  of  1974"  and  inserting  in 
lieu  thereof  "September  2, 1974,". 

(C)  Paragraph  (2)  of  section  410(c)  is  amended  by  strik- 
,       ing  out  "the  day  before  the  date  of  the  enactment  of  this 

section"  and  inserting  in  lieu  thereof  "September  1,  1974". 

(62)  Amendments  of  section  411. — 

(A)  Subsection  (a)  of  section  411  (relating  to  minimum 
vesting  standards)  is  amended  by  striking  out  "subsection 
(a)  (8)"  and  inserting  in  lieu  thereof  "paragraph  (8)". 

(B)  Subsection  (a)  (3)  (D)  (iii)  of  section  411  is  amended — 
,;  (i)  by  striking  out  "the  date  of  the  enactment  of  the 

Employee  Retirement  Income  Security  Act  of  1974"  and 
"the  date  of  the  enactment  of  such  Act"  and  inserting 
in  lieu  thereof  in  both  such  places  "September  2,  1974", 
and 

(ii)  by  striking  out  "the  date  of  the  enactment  of  the 
Act"  and  inserting  in  lieu  thereof  "September  2,  1974,". 

(C)  The  heading  for  subparagraph  (C)  of  section  411 
(a)(7)  is  amended  to  read  as  follows : 

"(C)  Repayment  of  subparagraph  (b)  distributions. — " 

(D)  Subsection  (b)  (1)  (D)  (i)  and  (e)(1)(C)  of  section 
411  are  each  amended  by  striking  out  "the  date  of  the 
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enactment  of  the  Employee  Retirement  Income  Security  Act 

of  1974'-  and  inserting  in  lieu  thereof  "September  2,  1974".   29  USC  1001 

(E)  Subsection  (e)  (2)  of  section  411  is  amended  by  strik-  ^o^^. 
ing  out  "the  date  before  the  date  of  the  enactment  of  the 
Employee  Retirement  Income  Security  Act  of  1974"  and  ^li. 
inserting  in  lieu  thereof  "September  1,  1974": 

(63)  Amendments  of  section  412. — 

(A)  Subsection  (h)  of  section  412  (relating  to  minimum  26  USC  412. 
funding  standards)  is  amended  by  striking  out  "the  day 

before  the  date  of  the  enactment  of  the  Employee  Retirement 
Income  Security  Act  of  1974"  and  inserting  in  lieu  thereof 
"September  1, 1974". 

(B)  Subsection  (h)  (5)  of  section  412  is  amended  by  strik- 
ing out  "the  date  of  the  enactment  of  the  Employee  Retire- 
ment Income  Security  Act  of  1974"  and  inserting  in  lieu 
thereof  "September  2, 1974". 

(64)  Amendments  of  section  414. — 

(A)  The  heading  for  section  414(f)  (relating  to  multi-   26  USC  414. 
employer  plans)  is  amended  to  read  as  follows : 

"(f)  Multiemployer  Plan. — " 

(B)  Section  414(1)  (relating  to  mergers  and  consolidations 
of  plans  or  transfers  of  plan  assets)  is  amended  by  striking 
out  "the  date  of  the  enactment  of  the  Employee  Retirement 
Income  Security  Act  of  1974"  and  inserting  in  lieu  thereof 
"September  2, 1974". 

(65)  Amendments  of  section  415. — 

(A)  Section  415(b)(2)(A)  (relating  to  adjustments  for  26  USC  415. 
certain  forms  of  benefits)  is  amended  bv  striking  out  "and 

409(b)  (3)  (C)"  and  inserting  in  lieu  thereof  "and  409(b)  (3) 

(C))". 

(B)  Section  415(b)(2)(B)  is  amended  by  striking  out 
"(as  defined  in  s:Ttion  401  (a)  (11)  (II)  (iii) ) "  and  inserthig 
in  lieu  thereof  "(as  defined  in  section  401(a)  (11)  (G)  (iii) )". 

(66)  Amendments  of  section  453. — 

(A)  Section  453(c)  (3)  (relating  to  adjustment  in  tax  for  26  USC  453. 
amounts  previously  taxed)  is  amended  by  striking  out  "cor- 
respondinc:  provisioiis  of  the  Internal  Revenue  Code  of  1939" 

and  inserting  in  lieu  thereof  "corresponding  provisions  of  the 
Internal  Revenue  Code  of  1954". 

(B)  Section  453(d)(4)(B)  (relating  to  liquidations  to 
which  section  337  applies)  is  amended  by  striking  out  "or 
section  617(d)(1)"  and  inserting  in  lieu  thereof  ",  617(d) 

(67)  Amendment  of  section  455. — Section  455(c)(3)(B)    26  USC  455. 
(relating  to  prepaid  subscription  income)  is  amended  by  striking 

out  "for  his  first  taxable  year  (i)  which  begins  after  December  31, 
1957,  and  (ii)  in  which  he  receives  prepaid  subscription  income 
in  the  trade  or  business"  and  inserting  in  lieu  thereof  "for  his 
first  taxable  year  in  which  he  receives  prepaid  subscription  income 
in  the  trade  or  business". 

(68)  Amendment  of  section   456. — Section  456(c)(3)(B)    26  USC  456. 
(relating  to  election  without  consent  with  respect  to  treatment  of 

prepaid  dues)  is  amended  by  striking  out  "for  its  first  taxable 
year  (i)  which  begins  after  December  31,  1960,  and  (ii)"  and 
inserting  in  lieu  thereof  "for  its  first  taxable  year". 

(69)  Amendments  of  section  4  6i. — 
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(A)  Section  461(c)  (relating  to  accrual  of  real  property- 
taxes)  is  amended  by  striking  out  paragraph  (2)  and  by 
redesignating  paragraph  (3)  as  paragraph  (2). 

(B)  Section  461(c)  (2)  (relating  to  elections  without  con- 
sent), as  redesignated  by  subparagraph  (A),  is  amended  by 
striking  out  "his  first  taxable  year  which  begins  after  Decem- 
ber 31, 1953,  and  ends  after  the  date  of  enactment  of  this  title 
in  wliich  the  taxjiayer''  and  inserting  in  lieu  thereof  "his  first 
taxable  year  in  which  he". 

(70)  Amendments  of  section  48 1. — 

(A)  Section  481(b)  (relating  to  limitation  on  tax  where 
substantial  adjustments  are  required  by  a  change  in  account- 
ing method)  is  amended  by  striking  out  paragraphs  (4),  (5), 
and  (6)   (relating  to  pre-1954  adjustments). 

(B)  Section  481(b)  (1)  and  (2)  are  each  amended  by 
striking  out  other  than  the  amount  of  such  adjustments  to 
which  paragraph  (4)  or  (5)  applies,"  each  place  it  appears. 

(71)  Amendments  of  section  sos. — 

(A)  Subsections  (a)  and  (b)  of  section  508  (relating  to 
special  rules  relating  to  501(c)(3)  organizations)  are  each 
amended  by  striking  out  the  last  sentence  therein. 

(B)  Section  508(e)  (2)  (relating  to  special  rules  for  exist- 
ing private  foundations)  is  amended  by  striking  out  subpara- 
graph (A)  (relating  to  taxable  years  beginning  before  1972) , 
by  redesignating  subparagraphs  (B)  and  (C)  as  subpara- 
graphs (A)  and  (B),  respectively,  and  by  striking  out  "(B)" 
in  subparagraph  (B)  (as  so  redesignated)  and  inserting  in 
lieu  thereof  "(A)". 

(C)  Section  508(d)(2)(A)  (relating  to  disallowance  of 
deductions  for  certain  charitable  gifts  or  bequests)  is  amended 
by  striking  out  "(e)  (2)  (B)  and  (C)"  and  inserting  in  lieu 
thereof  "(e)(2)". 

(72)  Amendments  of  section  514. — 

(A)  Section  514(c)(1)  (relating  to  definition  of  acquisi- 
tion indebtedness)  is  amended  by  striking  out  the  comma  at 
the  end  of  subparagraph  (C)  and  all  that  follows,  and  insert- 
ing in  lieu  thereof  a  period. 

(B)  Section  514  (relating  to  unrelated  debt-financed 
income)  is  amended  by  striking  out  subsection  (f )  (relating 
to  definition  of  business  lease) ,  by  striking  out  subsection  (g) 
(relating  to  definition  of  business  lease  indebtedness),  and  by 
redesignating  subsection  (h)  as  subsection  (f). 

(C)  Section  514(b)  (3)  (C)  (iii)  (relating  to  definition  of 
debt-financed  property)  is  amended  to  read  as  follows: 

"(iii)  shall  not  apply  to  property  subject  to  a  lease 
which  is  a  business  lease  (as  defined  in  this  section 
immediately  before  the  enactment  of  the  Tax  Reform  Act 
of  1976)." 

(D)  Section  514(f)  (relating  to  personal  property  leased 
with  real  property),  as  redesignated  by  subparagraph  (B) 
of  this  paragraph,  is  amended  by  striking  out  "and  the  term 
^premises'  include"  and  inserting  in  lieu  thereof  "includes". 

(73)  Amendments  of  section  534. — 

(A)  Section  534(b)  (relating  to  mailing  notices  of 
deficiency)  is  amended  by  striking  out  the  last  sentence. 

(B)  Subsection  (e)  of  section  534  (relating  to  effective 
date  of  section)  is  repealed. 
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{74:)  Amendment  of  section  535.— Section  535(b)  (1)  (relating  26  USC  535. 
to  adjustments  in  computing  accumulated  taxable  income)  is 
amended  bv  striking  out  "(other  than  the  excess  profits  tax 
imposed  by*^  subchapter  E  of  chapter  2  of  the  Internal  Revenue 
Cmle  of  1939  for  taxable  years  beginning  after  December  31, 
1940)". 

(75)  Amendments  of  section  537. — 

(A)  Section  537(b)(2)   (relating  to  definition  of  excess   26  USC  537. 
business  holdings  redemption  needs)  is  amended  by  striking 

out     with  respect  to  taxable  years  of  the  corporation  ending 
after  May  26,  1969,''. 

(B)  Section  537(b)  (4)  (relating  to  inferences  as  to  prior 
years)  is  amended  by  striking  out  "or  (2) ". 

(76)  Amendments  of  section  542. — 

(A)  Section  542(a)  (2)  (relating  to  definition  of  personal   26  USC  542. 
holding  company)   is  amended  by  striking  out  the  last 
sentence. 

(B)  Section  542(b)(2)  (relating  to  ineligible  affiliated 
group)  is  amended  by  striking  out  ",  other  than  an  affiliated 
group  of  railroad  corporations  the  common  parent  of  which 
would  be  eligible  to  file  a  consolidated  return  under  section 
141  of  the  Internal  Revenue  Code  of  1939  prior  to  its  amend- 
ment by  the  Revenue  Act  of  1942,". 

(C)  Section  542(c)  (2)  (relating  to  financial  institutions) 
is  amended  by  striking  out  "without  regard  to  subparagraphs 
(D)  and  (E)  thereof". 

(D)  Section  542(c)  (8)  (relating  to  small  business  invest- 
ment companies)  is  amended  by  inserting  after  "Small  Busi- 
ness Investment  Act  of  1958"  the  following:  "(15  U.S.C.  661 
and  following) ". 

(77)  Amendments  of  section  545. — 

(A)  Section  545(b)  (1)  (relating  to  deduction  of  taxes  in    26  USC  545. 
computing  undistributed  personal  holding  company  income) 

is  amended — 

(i)  in  the  first  sentence,  by  striking  out  "(other  than 
the  excess  profits  tax  imposed  by  subchapter  E  of  chap- 
ter 2  of  the  Internal  Revenue  Code  of  1939  for  taxable 
years  beginning  after  December  31,  1940)";  and 

(ii)  by  striking  out  the  last  two  sentences  (relating 
to  deduction  of  taxes). 

(B)  Section  545(b)  (relating  to  adjustments  in  computing 
undistributed  personal  holding  company  income)  is  amended 
by  striking  out  paragraph  (7)  (relating  to  payment  of 
indebtedness  incurred  before  1934). 

(C)  Section  545(c)(2)(A)  (relating  to  corporations  to 
which  special  adjustment  applies)  is  amended  by  striking 
out  "the  date  of  enactment  of  this  subsection"  and  inserting 
in  lieu  thereof  "February  26,  1964". 

(78)  Amendment  of  section  547. — Section  547  (relating  to  the   26  USC  547. 
deduction  of  deficiency  dividends)  is  amended  by  striking  out 
subsection  (h)  (relating  to  the  effective  date). 

(79)  Amendment  of  section  Soi. — Section  551(c)  (relating  to   26  USC  551. 
foreign  personal  holding  company  income  tax  returns),  as 
redesignated  by  subsection  (b)  (1)  (F)  of  this  section,  is  amended 

by  striking  out  "taxable  income,  foreign  personal  holding  com- 
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pany,"  and  inserting  in  lieu  thereof  "taxable  income,  foreign  per- 
sonal holding  company  income,". 

(80)  Amendment  or  section  5  5  6. — The  first  sentence  of  section 
556(b)(1)  (relating  to  deduction  of  taxes  in  computing  undis- 
tributed foreign  personal  holding  company  income)  is  amended 
by  striking  out  "(other  than  the  excess  profits  tax  imposed  by 
subchapter  E  of  chapter  2  of  the  Internal  Kevenue  Code  of  1939 
for  taxable  years  beginning  after  December  1, 1940) ". 

(81)  Amendment  of  section  564. — Section  564  (relating  to 
dividend  carryovers)  is  amended  by  striking  out  subsection  (c) 
(relating  to  carryovers  from  pre-1954  years). 

(82)  Repeal  of  section  5  8  3. — Section  583  (relating  to  deduc- 
tion of  dividends  paid  on  certain  preferred  stock  by  banks  or 
trust  companies)  is  repealed. 

(83)  Repeal  of  section  592. — Section  592  (relating  to  the 
deduction  by  mutual  savings  banks  for  repayment  of  certain 
loans)  is  repealed. 

(84)  Amendments  of  section  593. — 

(A)  Section  593(b)  (2)  (relating  to  additions  to  bad  debt 
reserves  for  mutual  savings  banks,  etc.)  is  amended  by  strik- 
ing out,  in  the  table  in  subparagraph  ( A) ,  the  following : 


'1969    60  percent. 

1970    57  percent. 

1971    54  percent. 

1972    51  percent. 

1973    49  percent. 

1974    47  percent. 

1975    45  percent." 


(B)  Section  593(c)  (relating  to  reserves  for  mutual  sav- 
ings banks)  is  amended  by  striking  out  paragraphs  (2) ,  (3), 
(4),  and  (5),  by  redesignating  paragraph  (6)  as  paragraph 
(3),  and  by  inserting  immediately  after  paragraph  (1)  the 
following : 

"(2)  Certain  pre-1963  reserves. — Notwithstanding  the  second 
sentence  of  paragraph  (1),  any  amount  allocated  pursuant  to 
paragraph  (5)  (as  in  effect  immediately  before  the  enactment  of 
the  Tax  Reform  Act  of  1976)  during  a  taxable  year  beginning 
before  January  1, 1977,  to  the  reserve  for  losses  on  qualifying  real 
property  loans  out  of  the  surplus,  undivided  profits,  and  bad 
debt  reserves  (determined  as  of  December  31,  1962)  attributable 
to  the  period  before  the  first  taxable  year  beginning  after  Decem- 
ber 31, 1951,  shall  not  be  treated  as  a  reserve  for  bad  debts  for  any 
purpose  other  than  determining  the  amount  referred  to  in  subsec- 
tion (b)(1)(B),  and  for  such  purpose  such  amount  shall  be 
treated  as  remaining  in  such  reserve." 

(C)  Section  593  is  amended  by  striking  out  subsection  (d) 
(relating  to  taxable  years  beginning  in  1962  and  ending  in 
1963),  and  by  redesignating  subsections  (e)  and  (f)  as  sub- 
sections (d)  and  (e), respectively. 

(D)  Section  593(b)  (2)  (E)  (i)  is  amended  by  striking  out 
"subsection  (f)"  and  inserting  in  lieu  thereof  "subsection 
(e)» 

(85)  Repeal  of  section  601. — Subchapter  H  of  chapter  1  relat- 
ing to  banking  institutions)  is  amended  by  striking  out  part  III 
(relating  to  special  deduction  for  bank  affiliates). 
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(86)  Amendments  OF  SECTION  eisA. — 

(A)  Section  613A(b)  (1)  (C)  (relating  to  exemption  for 
certain  domestic  gas  wells)  is  amended  by  striking  out  "within 
the  meaning  of  section  613  (b)  (1)  (A)". 

(B)  Section  613A(c)  (6)  (i)  (relating  to  limitations  on 
percentage  depletion  in  case  of  oil  and  gas  wells)  is  amended 
by  striking  out  "determined  with"  and  inserting  in  lieu 
thereof  "determined  without". 

(87)  Amendments  of  section  614. — 

(A)  (i)  Section  614(c)  (relating  to  aggregation  of  mineral 
interests  in  mines)  is  amended  by  striking  out  paragraph  (4) 
(relating  to  special  rule  as  to  exploration  deductions  prior  to 
aggregation), 

(ii)  The  amendment  made  by  clause  (i)  shall  apply  with 
respect  to  elections  to  form  aggregations  of  operatnig  mhi- 
eral  interests  made  under  section  614(c)(1)  of  the  Internal 
Revenue  Code  of  1954  for  taxable  years  beginning  after 
December  31,  1976. 

(B)  The  third  sentence  of  section  614(c)  (2)  (relating  to 
election  to  treat  a  single  interest  as  more  than  one  property) 
is  amended  to  read  as  follows:  "A  separate  property  so 
formed  may,  under  regulations  prescribed  by  the  Secretary, 
be  included  as  a  part  of  an  aggregation  in  accordance  with 
paragraphs  (1)  and  (3)." 

(C)  Section  614(c)(3)  (relating  to  manner  and  scope  of 
election)  is  amended  to  read  as  follows : 

"(3)  Manner  and  scope  of  election. — The  elections  provided 
by  paragraphs  (1)  and  (2)  shall  be  made,  in  accordance  with 
regulations  prescribed  by  the  Secretary,  not  later  than  the  time 
pres(;ribed  for  tiling  the  return  (including  extensions  thereof)  for 
the  first  taxable  year — • 

"(A)  in  which,  in  the  case  of  an  election  under  paragraph 

(1)  ,  any  expenditure  for  develo[)ment  or  operation  in  respect 
of  the  separate  operating  mineral  interest  is  made  by  the 
taxpayer  after  the  acquisition  of  such  interest,  or 

"(B)  in  which,  in  the  case  of  an  election  under  paragraph 

(2)  ,  expenditures  for  development  or  operation  of  more  than 
one  mine  in  respect  of  a  property  are  made  by  the  taxpayer 
after  the  acquisition  of  the  property. 

An  election  made  under  paragraph  (1)  or  (2)  for  a  taxable  year 
shall  be  binding  upon  the  taxpayer  for  such  year  and  all  subse- 
quent taxable  years,  except  that  the  Secretary  may  consent  to  a 
different  treatment  of  any  interest  with  respect  to  which  an  elec- 
tion has  been  made." 

(88)  Repeal  of  seciton  gi5. — Section  615  (relating  to  deduc- 
tion of  pre-1970  exploration  expenses)  is  repealed. 

(89)  A^sikxdmknt  of  section  gi7. — Section  617(a)(2)(B) 
(relating  to  time  and  scope  of  electicm  to  deduct  certain  mining- 
exploration  ex})enditures)  is  amended  by  striking  out  "may  not  be 
revoked  after  the  last  day  of  the  third  month  following  the  month 
in  which  the  final  regulations  issued  under  the  authority  of  this 
subsection  are  published  in  the  Federal  Register,  unless"  and 
inserting  in  lieu  thereof  "may  not  be  revoked  unless". 

(90)  Rkpeal  of  section  6  3  2. — Section  632  (relating  to  tax  in 
case  of  sale  of  oil  and  gas  pi-operties)  is  repealed. 

(91)  Amendment  of  section  69i. — Section  691(c)(1)(B) 
(relating  to  deduction  for  estate  tax)  is  amended  by  striking  out 
the  last  sentence. 


26  use  613A. 


26  use  614. 


26  use  614 
note. 


26  use  615. 
26  use  617. 


26  use  632. 
26  use  691. 
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26  use  771. 


26  use  802. 


26  use  804. 


26  use  805. 


"Pension  plan 
reserves." 


(92)  Amendment  of  section  go 2. —The  heading  of  section  692 
(rehiting  to  income  taxes  of  members  of  Armed  Forces  who  die 
in  a  combat  zone)  is  amended  by  striking  out  "ON"  the  first  time 
it  appears  in  tlie  section  heading  and  inserting  in  lieu  thereof 
"OF". 

(93)  Amendment  or  SECTION  -si.— Section  751(c)  (relating  to 
inirealized  receivables)  is  amended  by  striking  out  "1254(a),  or 
1250(a),"  and  inserting  in  lieu  thereof  "1245(a),  1250(a),". 

(94)  Repeal  of  section  771.— Part  IV  of  subchapter  K  of 
chapter  1  (relating  to  effective  date  of  subchapter  K)  is  repealed. 

(95)  xVmendments  of  section  802. — 

(A)  Section  802(a)(1)  (relating  to  tax  imposed  on  life 
insurance  companies)  is  amended  by  striking  out  "beginning 
after  December  31,  1957,". 

(B)  Section  802(a)  (2)  (relating  to  alternative  tax  in  case 
of  capital  gains)  is  amended  by  striking  out  "beginning  after 
December  31, 1961,". 

(C)  Section  802(a)  is  amended  by  striking  out  paragraph 
(3)  (relating  to  special  rules  for  1959  and  1960). 

(96)  Amendments  of  section  804. — 

(A)  Section  804(a)  is  amended  by  striking  out  paragraph 
..i     .    (6)  (relating  to  certain  exceptions). 

-  .■  (B)  Section  804(b)(2)   (relating  to  short-term  capital 

gains)  is  amended  by  striking  out  "In  the  case  of  a  taxable 
'  year  beginning  after  December  31,  1958,  the"  and  inserting  in 

lieu  thereof  "The". 
J     ;    (97)  Amendments  of  section  805. — 

'  (A)  Section  805(b)(3)(B)  (relating  to  average  earnings 

w    ■      rate)  is  amended  to  read  as  follows: 

>  j  "(B)  Special  rule. — For  purposes  of  subparagraph  (A), 

the  current  earnings  rate  for  any  taxable  year  of  any  company 
which,  for  such  year,  is  an  insurance  company  (but  not  a  life 
insurance  company)  shall  be  determined  as  if  this  part 
applied  to  such  company  for  such  year." 

(B)  Section  805(b)  (4)  (B)  (relating  to  basis  of  assets)  is 
amended  by  striking  out  "  (determined  without  regard  to  fair 
market  value  on  December  31,  1958)". 

(C)  Section  805(d)  (relating  to  pension  plan  reserves)  is 
amended  to  read  as  follows: 

"(d)  Pension  Plan  Reserves. — For  purposes  of  this  part,  the 
teim  'pension  plan  reserves'  means  that  portion  of  the  life  insurance 
reserves  which  is  allocable  to  contracts — 

"(1)  purchased  under  contracts  entered  into  with  trusts  which 
(as  of  the  time  the  contracts  were  entered  into)  were  deemed  to  be 
(A)  trusts  described  in  section  401  (a)  and  exempt  from  tax  under 
section  501(a),  or  (B)  trusts  exempt  from  tax  under  section  165  of 
the  Internal  Revenue  Code  of  1939  or  the  corresponding  provi- 
sions of  prior  revenue  laws ; 

"(2)  purchased  under  contracts  entered  into  under  plans  which 
(as  of  the  time  the  contracts  were  entered  into)  were  deemed  to  be 
plans  described  in  section  403(a),  or  plans  meeting  the  require- 
ments of  paragraphs  (3),  (4),  (5),  and  (6)  of  section  165(a)  of 
the  Internal  Revenue  Code  of  1939 ; 

"(3)  provided  for  employees  of  the  life  insurance  company 
under  a  plan  which,  for  the  taxable  year,  meets  the  requirements 
of  paragraphs  (3),  (4),  (5),  (6),  (7),  (8),  (11),  (12),  (13), 
(14),  (15),  (16),  (10),  and  (20)  of  section  401(a) ; 
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"(4)  purchased  to  provide  retirement  annuities  for  its  employ- 
ees by  an  organization  which  (as  of  the  time  the  contracts  were 
purchased)  was  an  organization  described  in  section  501(c)(3) 
which  was  exempt  from  tax  under  section  501  (a)  or  was  an  orga- 
nization exempt  from  tax  under  section  101(6)  of  the  Internal 
Revenue  Code  of  1939  or  the  corresponding  provisions  of  prior 
revenue  laws,  or  purchased  to  provide  retirement  annuities  for 
employees  described  in  section  403(b)  (1)  (A)  (ii)  by  an  employer 
which  IS  a  State,  a  political  subdivision  of  a  State,  or  an  agency 
or  instrumentality  of  any  one  or  more  of  the  foregoing;  or 

"(5)  purchased  under  contracts  entered  into  with  trusts  which 
(at  the  time  the  contracts  were  entered  into)  were  individual 
retirement  accounts  described  in  section  408(a)  or  under  contracts 
entered  into  with  individual  retirement  annuities  described  in 
section  408(b)." 

(98)  AMENDiNrENTS  OF  SECTION  80  9.  

(A )  Section  809  (b)  (relating  to  definition  of  gain  and  loss   26  USC  809. 
from  operations)  is  amended  by  striking  out  paragraph  (4). 

(B)  (i)  Section  809(d)  (relating  to  life  insurance  company 
dcMhiclions)  is  amended  by  striking  out  paragraph  (11) 
relating  to  mutualization  distributions  before  1963),  and  by 
redesignating  paragraph  (12)  as  paragraph  (11). 

(ii)  Section  809(e)  is  amended  by  striking  out  "subsection 
(d)  (12)"  and  insei-ting  in  lieu  thereof  "subsection  (d)  (11)". 

(C)  Section  809  (relating  to  computation  of  gain  and  loss 
from  operations)  is  amended  by  striking  out  subsection  (g) 
(relating  to  deduction  for  certain  mutualization  distributions 
before  1963). 

(99)  Amendment  of  section  812.— Section  812(b)(1)  (relat-  26  USC  812. 
ing  to  years  to  which  operating  losses  of  an  insurance  company 

may  be  carried),  other  than  the  last  sentence  thereof,  as  added  by 
section  806(d)  (1)  (A)  of  this  Act,  is  amended  to  read  as  follows: 
"(1)  Years  to  which  loss  may  be  carried. — The  loss  from 
operations  for  any  taxable  year  (hereinafter  in  this  section 
referred  to  as  the  'loss  year')  shall  be — 

"(A)  an  operations  loss  carryback  to  each  of  the  3  taxable 
years  preceding  the  loss  year, 

"(B)  an  operations  loss  carryover  to  each  of  the  5  taxable 
years  following  the  loss  year,  and 

"(C)  subject  to  subsection  (e),  if  the  life  insurance  com- 
pany is  a  new  company  for  the  loss  year,  an  operations  loss 
carryover  to  each  of  the  3  taxable  years  following  the  5  tax- 
able years  described  in  subparagraph  (B)." 

(100)  Amendments  or  section  sit. — Section  817  (relating  to   26  USC  817. 
rules  applicable  to  certain  gains  and  losses)  is  amended  by  strik- 
ing out  subsection  (c)  (relating  to  treatment  of  pre-1959  capital 

losses)  and  subsection  (e)  (relating  to  certain  1958  reinsurance 
transactions ) 

(101)  Amendment  of  section  sis.— Section  818  (relating  to   26  USC  818. 
life  insurance  accounting  provisions)  is  amended  by  striking  out 
subsection  (e)   (relating  to  certain  rules  applicable  to  taxable 

years  1957,  1958,  and  1959),  and  by  redesignating  subsections  (f) 
and  (g)  as  subsections  (e)  and  (f) ,  respectively. 

(102)  Amendments  OF  SECTION  8 19. — 

(A)  The  first  sentence  of  section  819(a)  (2)  (A)  (relating   26  USC  819. 
to  definition  of  minimum  figure  for  foreign  life  insurance 
companies)  is  amended  to  read  as  follows:  "The  minimum 
figure  is  the  amount  determined  by  multiplying  the  tax- 
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payer's  total  insurance  liabilities  on  United  States  business 
by  a  percentage  for  the  taxable  year  to  be  determined  and 
proclaimed  by  the  Secretary.'' 

(B)  The  second  sentence  of  section  819(a)(2)(A)  is 
amended  by  striking  out  "under  clause  (ii)"  and  inserting  in 
lieu  thereof  "under  the  preceding  sentence". 

(C)  Clause  (i)  of  section  819(b)  (2)  (B)  (relating  to  dis- 
tributions pursuant  to  certain  mutualizations)  is  amended  to 
read  as  follows : 

"(i)  the  minimum  figure  for  1958  determined  under 
subsection  (a)(2)(A)  computed  by  using  a  percentage  of 
9  percent  in  lieu  of  the  percentage  determined  and  pro- 
claimed by  the  Secretary,  or". 

(103)  Amendments  of  section  8  20. — 

(A)  Section  820(c)  (relating  to  optional  treatment  of  cer- 
tain reinsured  policies)  is  amended  by  striking  out  paragraph 
(6)  (relating  to  reimbursement  for  1957  income  taxes),  and 
by  redesignating  paragraph  (7)  as  paragraph  (6). 

(B)  The  last  sentence  of  section  820(c)  is  amended  by 
striking  out  "(5),  and  (6)  and  the  rules  prescribed  under 
paragraph  (7)"  and  inserting  in  lieu  thereof  "and  (5)  and 
the  rules  prescribed  under  paragraph  (6)". 

(104)  Amendments  of  section  821. — 

(A)  Section  821(a)  (relating  to  imposition  of  tax  on  cer- 
tain mutual  insurance  companies)  is  amended  by  striking  out 
"beginning  after  December  31,  1903,". 

(B)  Section  821(c)(1)  (relating  to  alternative  tax  for 
certain  small  insurance  companies)  is  amended  by  striking 
out  "In  the  case  of  taxable  years  beginning  after  December  31, 
1963,  there  is''  and  inserting  in  lieu  thereof  "There  is". 

(C)  Section  821  (relating  to  tax  on  certain  mutual  insur- 
ance companies)  is  amended  by  striking  out  subsection  (e) 
(relating  to  1962  transitional  rules)  and  by  redesignating 
subsection  (f)  as  subsection  (e). 

..  (105)  Amendments  of  section  822. — 

(A)  Section  822(c)  (5)  (relating  to  deduction  of  interest) 
is  amended  by  striking  out  "(other  than  obligations  of  the 
United  States  issued  after  September  24, 1917,  and  originally 
subscribed  for  by  the  taxpayer) ". 

(B)  The  last  sentence  of  section  822(d)(2)  (relating  to 
amortization  of  premium  and  accrual  of  discount)  is  amended 
by  striking  out  "For  taxable  years  beginning  after  Decem- 
ber 31,  1962,  no  accrual"  and  inserting  in  lieu  thereof  "No 
accrual". 

(106)  Amendments  of  section  825.^ — Section  825(g)  (relating 
to  unused  loss  deduction  of  certain  insurance  conipanies)  is 
amended  by  striking  out  paragraph  (1)  and  by  redesignating 
paragraphs  (2)  and  (3)  as  paragraphs  (1)  and  (2) ,  respectively. 

(107)  Amendment  of  section  83 1. — Section  831(a)  (relating 
to  tax  on  certain  insurance  companies)  is  amended  by  striking  out 
"or  the  taxable  income"  and  inserting  in  lieu  thereof  "on  the  tax- 
able income." 

(108)  Amendments  of  SECTION  832. — Paragraphs  (1)  and  (6) 
of  section  832(b)  (definitions  relating  to  insurance  company  tax- 
able income)  are  each  amended  by  striking  out  "Convention''  and 
inserting  in  lieu  thereof  "Association". 
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26  use  852 
note. 


(109)  A3IEXDMEXTS  OF  SECTIOX  851.  

(A)  Section  851Ca)(l)   (relating  to  definition  of  regu-   26  USC  851. 
lated  investment  company)  is  amended  by  striking  out 

"54  Stat.  789 ;". 

(B)  Section  851(b)  (1)  (relating  to  regulated  investment 
companies)  is  amended  by  striking  out  "which  began  after 
December  31,  1941". 

(110)  Amendments  of  section  852. — 

(A)  Subparagraph  (C)  of  section  852(b)(3)   (relating  26  USC  852. 
to  method  of  taxation  of  regulated  investment  companies 

and  their  shareholders)  is  amended  by  striking  out  the  third 
sentence. 

(B)  (i)  Section  852(b)  (3)  (D)  (iii)  is  amended  by  strik- 
ing out  "by  75  percent  of  so  much  of  such  amounts  as  equals 
the  amount  subject  to  tax  in  accordance  with  section  1201 

(a)  (1)  (A)  and  by  70  percent  (72  percent  in  the  case  of  a  Post,  p.  1786. 
taxable  year  beginning  after  December  31,  1969,  and  before 
January  1,  1971)  of  so  much  of  such  amounts  as  equals  the 
amount  subject  to  tax  in  accordance  with  section  1201(a) 
(1)  (B)  or  (2)"'  and  inserting  in  lieu  thereof  "by  70  percent 
of  so  much  of  such  amounts  as  equals  the  amount  subject  to 
tax  in  accordance  with  section  1201(a)". 

(ii)  The  amendment  made  by  clause  (i)  shall  not  be  con- 
sidered to  affect  the  amount  of  any  increase  in  the  basis 
of  stock  under  the  provisions  of  section  852(b)  (3)  (D)  (iii) 
of  the  Internal  Revenue  Code  of  1954  which  is  based  upon 
amounts  subject  to  tax  under  section  1201  of  such  Code  in 
taxable  years  beginning  before  January  1,  1975. 

(C)  Section  852(d)  is  amended  by  inserting  after  "Invest- 
ment Company  Act  of  1940*"  the 'following:  "(15  U.S.C. 
80a-l  and  following)". 

(111)  Amendments  of  section  8  56. — 

(A)  Section  856(c)  (1)  (relating  to  real  estate  investment   26  USC  856. 
trusts)  is  amended  by  striking  out  "which  began  after 
December  31,  1960". 

(B)  Section  856(c)  (6)  (D)  (relating  to  definition  of  other 
terms)  is  amended  by  inserting  after  "Investment  Company 
Act  of  1940,  as  amended"  the  following:  "(15  U.S.C.  80a-l 
and  following)". 

(112)  Amendment  of  section  857.— Section  857(b)(3)(C)    26  USC  857. 
(relating  to  the  taxation  of  capital  gains  in  the  case  of  real  estate 
investment  trusts)  is  amended  by  striking  out  the  last  sentence. 

(113)  Amendments  of  section  8  64. — 

(A)  Subsection  (a)  of  section  864  (definitions  relating  to  26  USC  864. 
determinations  of  sources  of  income)  is  amended  to  read 

as  follows: 

"(a)  Produced. — For  purposes  of  this  part,  the  term  ^produced'  "Produced." 
includes  created,  fabricated,  manufactured,  extracted,  processed, 
cured,  or  aged." 

(B)  Clauses  (i)  and  (iii)  of  section  864(c)(4)(B)  and 
subparagraph  (C)  of  section  864(c)(5)  (relating  to  effec- 
tively connected  income)  are  each  amended  by  striking  out 
"sale"  each  place  it  appears  and  iuvserting  in  lieu  thereof  "sale 
or  exchange". 

(C)  Section  864(c)  (4)  (B)  (iii)  (relating  to  effectively 
connected  income)  is  amended  by  striking  out  "sold"  and 
inserting  in  lieu  thereof  "sold  or  exchanged". 
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26  use  905.  (114)  Amendment  OF  SECTION  9  0  5. — Section  905(b)  (relating 

to  proof  of  foreign  tax  credits)  is  amended  by  striking  out  the  last 
sentence  (relating  to  the  treatment  of  certain  royalty  payments). 

26  use  911.  (115)  Amendment  of  section  9ii. — Section  911(c)  (relating 

to  earned  income  from  sources  without  the  L^nited  States)  is 
amended  by  striking  out  paragraph  (7)  (relating  to  taxable  years 
ending  in  1963, 1964,  or  1965) . 

26  use  921.  (116)  Amendment  of  section  921. — Section  921  (relating  to 

definition  of  Western  Hemisphere  Trade  Corporation)  is  amended 
by  striking  out  the  last  sentence  (relating  to  taxable  years  before 
1954). 

26  use  931.  (ll'i^)  Amendments  of  section  931. — Section  931  (relating  to 

income  from  sources  within  possession)  is  amended  by  striking  out 
subsection  (h)  (relating  to  certain  persons  taken  as  prisoners  of 
war  while  working  in  a  possession),  and  by  redesignating  sub- 
section (i)  as  subsection  (h). 
26  use  934.  (118)  Amendment  OF  SECTION  934. — Section  934(b)  (relating 

to  gross  income  received  by  a  corporation  from  the  Virgin 
Islands)  is  amended  by  striking  out  the  last  sentence. 
26  use  951.  (119)  Amendment  OF  SECTION  9  51. — Section  951(a)  (1)  (relat- 

ing to  treatment  of  subpart  F  income)  is  amended  by  striking  out 
"beginning  after  December  31, 1962". 
26  use  972.  (120)  Repeal  of  section  972. — Section  972  (relating  to  con- 

solidation of  export  trade  corporations)  is  repealed. 
26  use  1001.  (121)  Amendment  of  section  1001. — Section  1001(c)  (relat- 

ing to  recognition  of  gain  or  loss)  is  amended  to  read  as  follows : 
"(c)  Recognition  of  Gain  or  Loss. — Except  as  otherwise  provided 
in  this  subtitle,  the  entire  amount  of  the  gain  or  loss,  determined  under 
this  section,  on  the  sale  or  exchange  of  property  shall  be  recognized." 
( 122 )  Amendments  of  section  1015. — 
26  use  1015.  (A)  Subparagraph  (A)  of  section  1015(d)(1)  (relating 

to  increased  basis  for  gift  tax  paid)  is  amended  by  striking 
out  "the  date  of  the  enactment  of  the  Technical  Amendments 
Act  of  1958"  and  inserting  in  lieu  thereof  "September  2, 
1958". 

(B)  Subparagraph  (B)  of  section  1015(d)  (1)  is  amended 
by  striking  out  "the  date  of  the  enactment  of  the  Technical 
Amendments  Act  of  1958"  and  inserting  in  lieu  thereof 
"September  2, 1958,". 

26  use  1016.  (123)  Amendment  of  section  1016. — Section  1016(a)  (relat- 

ing to  adjustments  to  basis)  is  amended  by  striking  out  paragraph 
(19). 

26  use  1018.  (124)  Amendment  of  section  101 8. — Section  1018  (relating  to 

adjustment  of  capital  structure  before  September  22,  1938)  is 
amended  by  striking  out  "54  Stat.  709 ;". 
26  use  1020.  (125)  Repeal  of  section  1020, — Section  1020  (relating  to  elec- 

tion in  respect  of  depreciation  allowed  before  1952)  is  repealed. 
( 126 )  Repeal  of  section  1022 . — 
26  use  1022.  (A)  Section  1022  (relating  to  the  basis  of  certain  foreign 

personal  holding  company  stock)  is  repealed. 
26  use  1022  (B)  Tlie  repeal  made  by  subparagraph  (A)  shall  apply 

with  respect  to  stock  or  securities  acquired  from  a  decedent 
dying  after  the  date  of  the  enactment  of  this  Act. 
26  use  1024.  (127)  Amendment  of  section  1024. — Section  1024  (containing 

cross  references)  is  amended  by  striking  out  paragraph  (4). 
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( 128 )  Amendments  of  sectiox  1033. — 

(A)  Section  1033(a)  (relating  to  involuntary  conversions)    26  USC  1033. 
is  amended  by  striking  out  paragraph  (2)  and  by  redesig- 
nating paragraph  (3)  as  paragi'aph  (2). 

(B)  Section  1033(a)(2)  (relating  to  conversion  into 
money),  as  redesignated  by  subparagi'aph  (A)  of  this  para- 
graph and  as  amended  by  this  Act,  is  amended — 

( i )  by  striking  out  "where  dispositiox  occtkred  after 
1950**  in  the  paragraph  heading; 

(ii)  by  striking  out  ''(g)'*  each  place  it  appears  and 
inserting  in  lieu  thereof   (h) " ; 

(iii)  by  striking  out  "and  the  disposition  of  the  con- 
verted j^roperty  (as  defined  in  paragraph  (2))  occurred 
after  December  31, 1950,'*  in  the  text;  and 

(iv)  by  adding  at  the  end  thereof  the  following  new 
subparagraph : 

"(E)  Definitions. — For  purposes  of  this  paragraph — 
"(i)  Control. — The  term  'control'  means  the  owner- 
ship of  stock  possessing  at  least  80  percent  of  the  total 
combined  voting  power  of  all  classes  of  stock  entitled  to 
vote  and  at  least  80  percent  of  the  total  number  of 
shares  of  all  other  classes  of  stock  of  the  corporation. 

"(ii)  Disposition  of  the  con^-erted  property, — The 
term  'disposition  of  the  converted  property'  means  the 
destruction,  theft,  seizure,  requisition,  or  condemnation 
of  the  converted  property,  or  the  sale  or  exchange  of 
such  property  under  threat  or  imminence  of  requisition 
or  condemnation." 

(C)  Section  1033  (relating  to  involuntary  conversions)  is 
amended  by  striking  out  subsection  (b)  (relating  to  certain 
conversions  occurring  before  1954)  and  by  redesignating  sub- 
sections (c),  (d)s  (e),  (f),  (g),  and  (h),  as  subsections  (b), 
(c),  (d),  (e),  (f),and  (g), respectively. 

(D)  The  first  sentence  of  section  1033(b)  (relating  to  basis 
of  a  property  acquired  through  involuntary  conversions),  as 
redesignated  by  subparagraph  (C)  of  this  paragraph,  is 
amended  bv  striking  out  "or  (2) "  and  inserting  in  lieu  thereof 
"or  section  112(f)  (2)  of  the  Internal  Revenue  Code  of  1939". 

(E)  Section  1033(f)  (2)  (relating  to  condemnation  of  real 
property),  as  redesignated  by  subparagraph  (C)  of  this  par- 
agraph, is  amended  to  read  as  follows : 

"(2)  Limitation. — Paragraph  (1)  shall  not  apply  to  the  pur- 
chase of  stock  in  the  acquisition  of  control  of  a  corporation 
described  in  subsection  (a)(2)(A).'* 

(F)  Section  1033(g)  (4)  (relating  to  condemnation  of  real 
property),  as  amended  by  section  2140(a)  of  this  Act,  is 
amended  by  striking  out  "(a)  (3)  (B)  (i)"  and  inserting  in 
lieuthereof  "(a)(2)  (B)(i)". 

( 129 )  A:mend:ments  of  section  1034 . — 

(A)  Section  1034(a)  (relating  to  gain  on  sale  of  residence)    26  USC  1034. 
is  amended  by  striking  out  "after  December  31,  1953,". 

(B)  Section  1034(b)  (defining  adjusted  sales  price)  is 
amended  by  striking  out  paragraph  (3)  (relating  to  effective 
date  of  subsection  (b) ) . 

(C)  Section  1034(d)  (relating  to  certain  limitations)  is 
amended  bv  striking  out  "or  section  112  (n)  of  the  Internal 
Revenue  Code  of  1939". 


90  STAT.  1786 


PUBLIC  LAW  94^55— OCT.  4,  1976 


26  use  1034.  (D)  Section  1034(1)  (relating  to  involuntary  convei-sions) 

is  amended  to  read  as  follows  : 
•*(ii)  Special  Rule  for  Coxdemxatiox. — In  the  case  of  the  seizure, 
requisition,  or  condemnation  of  a  residence,  or  the  sale  or  exchange  of 
a  residence  under  threat  or  imminence  thereof,  the  provisions  of  this 
section,  in  lieu  of  section  1033.  (relating  to  involuntary'  conversions), 
shall  be  applicable  if  the  taxpayer  so  elects.  If  such  election  is  made, 
such  seizure,  requisition,  or  condemnation  shall  be  treated  as  the  sale 
of  the  residence.  Such  election  shall  be  made  at  such  time  and  in  such 
manner  as  the  Secretary  shall  prescribe  by  regidations." 

(E)  Section  1034(j)  (relating  to  statute  of  limitations) 
is  amended  by  striking  out  ''after  December  31,  1950,". 
26  use  1037.  (130)    Amex-dmext  of  sectiox   io37.— Section  1037(b)(1) 

(relating  to  certain  exchanges  of  United  States  obligations)  is 
amended  bv  striking  out  "section  1232(a)  (2)  (A)"  and  inserting 
in  lieu  thereof  "section  1232(a)  (2)  (B)". 
26  use  1051.  (131)  Amexdmext  of  sectiox  losi. — Section  1051  (relating  to 

property  acquired  before  1929  during  affiliation)  is  amended  by 
striking  out  the  last  two  sentences. 

(132)  Amexdmexts  of  sectiox'  losi. — 

26  use  1081.  (A)  Subsection  (c)  of  section  1081  (relating  to  distribu- 

tions required  by  the  SEC)  is  amended  to  read  as  follows: 
"(c)  DiSTRiBUTiox-  OF  Stock  OR  SECURITIES  OxLY. — If  there  is  dis- 
tributed, in  obedience  to  an  order  of  the  Securities  and  Exchange 
Commission,  to  a  shareholder  in  a  corporation  which  is  a  registered 
holding  company  or  a  majority-owned  subsidiary  company,  stock  or 
securities  (other  than  stock  or  securities  which  are  nonexempt  prop- 
erty), without  the  surrender  by  such  shareholder  of  stock  or  securities 
in  such  corporation,  no  gain  to  the  distributee  from  the  receipt  of  the 
stock  or  securities  so  distributed  shall  be  recognized.'' 

(B)  Section  1081(f)  (relating  to  conditions  for  applica- 
,'            tion  of  section)  is  amended  by  striking  out  "Except  in  the  case 

of  a  distribution  described  in  subsection  (c)  (2),  the  provi- 
sions" and  inserting  in  lieu  thereof  "The  provisions",  and  by 
,       striking  out  "49  Stat.  820:". 

(C)  Section  1081(g)  (relating  to  applicability  of  other 
provisions)  is  amended  by  striking  out  "If  a  distribution 
described  in  subsection  (c)  (2).  or  an"  and  inserting  in  lieu 
thereof  "If  an'',  and  by  striking  out  the  comma  after  "Com- 
mission". 

(133)  Amexdmex'ts  of  sectiox  loss. — 

26  use  1083.  (A)  Section  1083(a)  is  amended  by  striking  out  "49  Stat. 

820;". 

(B)  Section  1083(b)  is  amended  by  striking  out  "49  Stat. 
804:". 

(C)  Section  1083(e)(4)  is  amended  by  striking  out  "49 
Stat.  820:". 

(134)  Kepeal  of  sectiox  iiii. — Part  IX  of  subchapter  O  of 
26  use  1111.             chapter  1  (relating  to  distributions  pursuant  to  orders  enforcing 

the  antitrust  laws)  is  repealed. 

(135)  AmEXDMEXTS  OF  sectiox  12  01. — 

26  use  1201.  (A)  Section  1201(a)  (relating  to  the  alternative  tax  on 

capital  gain)  is  amended  to  read  as  follows: 
"(a)  Corporatioxs. — If  for  any  taxable  year  a  corporation  has  a 
net  capital  gain,  then,  in  lieu  of  the  tax  imposed  by  sections  11,  511, 
821  (a)  or  (c)  and  831(a),  there  is  hereby  imposed  a  tax  (if  such  tax 
is  less  than  the  tax  imposed  by  such  sections)  which  shall  consist  of 
the  sum  of —  t 
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"(1)  a  tax  computed  on  the  taxable  income  reduced  by  the 
amount  of  the  net  capital  gain,  at  the  rates  and  in  the  manner  as 
if  this  subsection  had  not  been  enacted,  plus 

•'(2)  a  tax  of  30  percent  of  the  net  capital  gain." 

(B)  Section  1201(c)  (relating  to  computation  of  alterna-    26  USC  1201. 
tive  tax)  is  amended  to  read  as  follows: 

"  (c)  CoMPUTATiox  OF  Tax  "\Yhere  Capital  Gaix  Exceeds  $50,000. — 
The  tax  computed  for  purposes  of  subsection  (b)  (3)  shall  be  the 
amount  by  which  a  tax  determined  under  section  1  or  511  on  an  amount 
equal  to  the  taxable  income  (but  not  less  than  50  percent  of  the  net 
capital  gain)  for  the  taxable  year  exceeds  a  tax  determined  under 
section  1  or  511  on  an  amount  equal  to  the  sum  of  (A)  the  amount 
subject  to  tax  under  subsection  (b)  (1)  plus  (B)  an  amount  equal  to 
50  percent  of  the  sum  referred  to  in  subsection  (b)  (2)  (A)." 

(C)  (i)  Section  1201  is  amended  by  striking  out  subsection 
(d)  (defining  subsection  (d)  gain)  and  by  redesignating  sub- 
section (e)  as  subsection  (d). 

(ii)  Section  1201(b)(2)(A)  (relating  to  alternative  tax 
on  noncorporate  taxpayers)  is  amended  by  striking  out  "the 
amount  of  the  subsection  (d)  gain"  and  inserting  in  lieu 
thereof  "the  sum  of  the  long-term  capital  gains  for  the  taxable 
year,  but  not  to  exceed  $50,000  ($25,000  in  the  case  of  a 
married  individual  filing  a  separate  return)". 

(iii)  Section  1201(b)(3)  is  amended  by  striking  out  "the 
amount  of  the  subsection  (d)  gain"  and  inserting  in  lieu 
thereof  "the  sum  referred  to  in  subparagraph  (A)". 

(136)  Amendments  of  section  1222. — 

(A)  Paragraph  (9)  of  section  1222  (relating  to  definition   26  USC  1222. 
of  terms  applicable  to  capital  gains  and  losses)  is  amended 

to  read  as  follows : 
"(9)  Capital  gain  nt:t  iNCO^rE. — The  term  'capital  gain  net 
income'  means  the  excess  of  the  gains  from  sales  or  exchanges  of 
capital  assets  OA^er  the  losses  from  such  sales  or  exchanges." 

(B)  Paragraph  (11)  of  section  1222  (relating  to  definition 
of  terms  applicable  to  capital  gains  and  losses)  is  amended 
to  read  as  follows : 

"(11)  Net  capital  gain. — The  term  'net  capital  gain'  means    "Net  capital 
the  excess  of  the  net  long-term  capital  gain  for  tlie  taxable  year  gain." 
over  the  net  short-term  capital  loss  for  such  year." 

(137)  Amendment  of  section  1233. — Section  1233(c)  (relating    26  USC  1233. 
to  certain  options  to  sell)  is  amended  by  striking  out  "the  date 

of  enactment  of  this  title"  and  inserting  in  lieu  thereof  "August 
16,  1954". 

(138)  Amendment  of  section  1237. — Section  1237  (relating   26  USC  1237. 
to  real  property  subdi\dded  for  sale)  is  amended  by  striking  out 
subsection  (d)  (relating  to  effective  date). 

(139)  Repeal  of  section  1240. — Section  1240  (relating  to  tax-   26  USC  1240. 
abilitv  to  emplovee  of  certain  termination  pavments)  is  repealed. 

(140)  Amendment  of  section  124.5.— Section  1245(b)  (7)  (B)    26  USC  1245. 
(relating  to  transfers  to  tax-exempt  organization  where  property 

will  be  used  in  unrelated  business)  is  amended  by  striking  out 
"such  organization  acquiring  such  property,". 

(141)  AMENDirENT  OF  SECTION  124G. — Scctiou  1246(f)  (relating   26  USC  1246. 
to  gain  on  foreign  investment  company  stock)  is  amended  by 

striking  out  "beginning  after  December  31, 1962". 
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(142)  Amendment  of  section  isii. — Paragraphs  (2)  (A),  (2) 

26  use  1311.  (B),and  (3)  of  section  1311(b)  (relating  to  mitigation  of  effect  of 

limitations)  are  each  amended  by  striking  out  "Tax  Court  of  the 
United  States"  and  inserting  in  lieu  thereof  "Tax  Court". 

26  use  1315.  (143)  Repeal  of  section  i315. — Section  1315  (relating  to  effec- 

tive date  of  part  II  of  subchapter  Q  of  chapter  1 )  is  repealed. 

26  use  1321.  (144)  Repeal  of  section  1321. — Part  III  of  subchapter  Q  of 

chapter  1  (relating  to  involuntary  liquidation  of  LIFO  inven- 
tories) is  repealed. 

(145)  Repeal  of  sections  1331  through  1337. — 

26  use  (A)  Part  IV  of  subchapter  Q  of  chapter  1  (relating  to  war 

1331-1337.  loss  recoveries)  is  repealed. 

26  use  1331  (B)  The  repeal  by  subparagraph  (A)  shall  apply  with 

note.  respect  to  war  loss  recoveries  in  taxable  years  beginning  after 

December  31, 1976. 

26  use  1341.  (146)  Amendment  of   section   1341. — Section  1341(b)(2) 

(relating  to  claim  of  right)  is  amended  by  striking  out  tlie  last 
sentence. 

26  use  1342.  (147)  Repeal  of  section  1342. — Section  1342  (relating  to  com- 

putation of  tax  on  certain  amounts  recovered  as  a  result  of  a  patent 
infringement  suit)  is  repealed. 

26  use  1346.  (148)   Repeal  of  section  134 g. — Section  1346  (relating  to 

recovery  of  unconstitutional  Federal  taxes)  is  repealed. 

(149)  Amendments  of  section  1372. — 

26  use  1372.  (A)  Section  1372(b)(1)   (relating  to  effect  of  election 

under  subchapter  S)  is  amended  by  striking  out  "(other  than 
the  tax  imposed  by  section  1378) "  and  inserting  in  lieu  there- 
of "(other  than  as  provided  by  section  58(d)  (2)  and  by  sec- 
tion 1378)". 

(B)  Section  1372(c)  (relating  to  subchapter  S  elections  by 
small  business  corporations)  is  amended  to  read  as  follows: 

"(c)  Where  and  How  Made. — An  election  under  subsection  (a) 
may  be  made  by  a  small  business  corporation  for  any  taxable  year  at 
any  time  during  the  first  month  of  such  taxable  year,  or  at  any  time 
during  the  month  preceding  such  first  month.  Such  election  shall  be 
made  in  such  manner  as  the  Secretary  shall  prescribe  by  regulations." 

(C)  Section  1372  is  amended  by  striking  out  subsection 
, .       (g)  (relating  to  certain  elections  for  years  beginning  before 

'  1961). 

(150)  Amendments  of  section  1374. — 

26  use  1374.  (A)  Section  1374(b)  (relating  to  net  operating  losses  of 

subchapter  S  corporations)  is  amended  by  adding  at  the  end 
thereof  the  following  new  sentence :  "The  deduction  allowed 
by  this  subsection  shall,  for  purposes  of  this  chapter,  be  con- 
sidered as  a  deduction  attributable  to  a  trade  or  business  car- 
ried on  by  the  shareholder." 

(B)  Subsection  (d)  of  section  1374  (relating  to  treatment 
of  net  operating  losses  of  subchapter  S  corporations)  is 
repealed. 

(151)  Amendments  of  section  1375. — 

26  use  1375.  (A)  The  heading  of  subsection  (b)  of  section  1375  is 

amended  by  strikintj  out  "Received  Credit  Xot  Allowed" 
and  inserting  in  lieu  thereof  "Not  Treated  as  Such  for 
Certain  Purposes". 

(B)  Section  1375  (f)  (relating  to  elections  as  to  certain  dis- 
tributions) is  amended  by  striking  out  paragraph  (3). 
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(152)  A^MEXDMENT  OF  SECTION  13  78. — SectioH  1378(b)  (relat-   26  USC  1378. 
ing  to  the  taxation  of  capital  gain  in  the  case  of  electing  small 

business  corporations)  is  amended  by  striking  out  the  last  sentence. 

( 153 )  Amendments  of  section  i  s  8  8 . — 

(A)  Section  1388(c)  (2)  (B)  (i)    (relating  to  patronage    26  USC  1388. 
dividends)  is  amended  by  striking  out  "the  date  of  the  enact- 
ment of  the  Revenue  Act  of  1962"  and  inserting  in  lieu  there- 
of "October  16, 1962". 

(B)  Section  1388(h)  (2)  (B)  (i)  (relating  toper-unit  retain 
certificates)  is  amended  by  striking  out  "the  date  of  the  enact- 
ment of  this  subsection"  and  inserting  in  lieu  thereof  "Novem- 
ber 13,  1966". 

(154)  Amendments  of  section  14oi. — 

(A)  Section  1401(a)   (relating  to  rate  of  tax  on  self-   26  USC  1401. 
employment  income)  is  amended  to  read  as  follows: 

"(a)  Old-Age,  SuEvn^oRS,  and  Disability  Insurance. — In  addition 
to  other  taxes,  there  shall  be  imposed  for  each  taxable  year,  on  the 
self -employment  income  of  every  individual,  a  tax  equal  to  7.0  percent 
of  the  amount  of  the  self-employment  income  for  such  taxable  year." 

(B)  Section  1401(b)  (relating  to  rate  of  tax  on  self -employ- 
ment income  for  hospital  insurance)  is  amended  by  striking 
out  paragraphs  (1)  and  (2)  and  by  redesignating  paragraphs 
(3),  (4).  (5).  and  (6).  as  paragraphs  (1),  (2),  (3)  and  (4), 
respectively. 

(155)  Amendments  of  section  1402. — 

(A)  Paragraph  (1)  of  section  1402(b)  (relating  to  defini-    26  USC  1402. 
tion  of  self -employment  income)  is  amended  to  read  as  follows : 

"(1)  that  part  of  the  net  earnings  from  self -employment  which 
is  in  excess  of  (i)  an  amount  equal  to  the  contribution  and  benefit 
base  (as  determined  under  section  230  of  the  Social  Security  Act)  42  USC  430. 
which  is  effective  for  the  calendar  year  in  which  such  taxable  year 
begins,  minus  (ii)  the  amount  of  the  wages  paid  to  such  individual 
during  such  taxable  years ;  or". 

(B)  Section  1402  amended  by  striking  out  subsection  (g)    26  USC  1402. 
(relating  to  treatment  of  self -employment  income  for  years 

prior  to  1962),  and  by  redesignating  subsections  (h)  and  (i) 
as  subsections  (g)  and  (h) ,  respectively. 

(C)  Section  1402(g)  (2)  (relating  to  self -employment 
income  of  members  of  certain  religious  faiths),  as  redesig- 
nated by  subparagraph  (B)  of  this  paragraph,  is  amended  to 
read  as  follows : 

"(2)  TiiiE  FOR  FILING  APPLICATIONS. — For  pui'poses  of  this  sub- 
section, an  application  must  be  filed  on  or  before  the  time  pre- 
scribed for  filing  the  return  (including  any  extension  thereof) 
for  the  first  taxable  year  for  which  the  individual  has  self-employ- 
ment income  (determined  without  regard  to  this  subsection  or 
subsection  (c)(6)),  except  that  an  application  filed  after  such  date 
but  on  or  before  the  last  day  of  the  third  calendar  month  follow- 
ing the  calendar  month  in  which  the  taxpayer  is  first  notified  in 
writing  by  the  Secretary  that  a  timely  application  for  an  exemp- 
tion from  the  tax  imposed  by  this  chapter  has  not  been  filed  by  him 
shall  be  deemed  to  be  filed  timely." 

(156)  Repeal  of  section  1465. — Section  1465  (relating  to  defini-    26  USC  1465. 
tion  of  withholding  agent)  is  repealed. 

(157)  Amendments  of  section  i48i. — 

(A)  Section  1481(a)(1)(A)   (relating  to  mitigation  of    26  USC  1481. 
effect  of  renegotiation  of  Government  contracts)  is  amended 
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by  striking  out  "within  the  meaning  of  the  Federal  renegotia- 
tion  act  applicable  to  such  transaction"  and  inserting  in  lieu 
thereof  "within  the  meaning  of  the  Renegotiation  Act  of 
1951,  as  amended  (50  U.S.C.  App.  1211  and  following)". 

(B)  Section  1481(a)(1)  (relating  to  renegotiation)  i?. 
amended  by  striking  out  subparagraph  (D) . 

(C)  Subparagraphs  (B)  and  (C)  of  section  1481(a)(1) 
are  each  amended  by  striking  out  "applicable  Federal  rene- 
gotiation act"  and  inserting  in  lieu  thereof  "Renegotiation 
Act  of  1951,  as  amended". 

(158)  Amendment  OF  SECTION  1551.— Section  1551(a)  (relating 
to  disallowance  of  surtax  exemption)  is  amended  by  striking  out 
"determined  under  subsection  (d)"  and  inserting  in  lieu  thereof 
"determined  under  subsection  (c)". 

(159)  Amendment  of  section  1552. — The  first  sentence  of  sec- 
tion 1552(a)  (relating  to  earnings  and  profits  of  an  affiliated 
group)  is  amended  by  striking  out  "beginning  after  December  31, 
1953,  and  ending  after  the  date  of  enactment  of  this  title,". 

(b)  Conforming  and  Clerical  Amendments. — 

(1)  Amendments  conforming  to  repeal  of  sections  35  and 

242. — 

(A)  Section  36,  as  amended  by  this  Act,  is  amended  by 
striking  out  "sections  32  and  35"  and  inserting  in  lieu  thereof 
"section  32". 

(B)  Section  41(b)  (2)  is  amended  by  striking  out  "section 
35  (relating  to  partially  tax-exempt  interest),". 

(C)  Section  46(a)(3)  is  amended  by  striking  out  sub- 
paragraph (B),  by  inserting  "and"  at  the  end  of  subpara- 
graph (A),  and  by  redesignating  subparagraph  (C)  as 
subparagraph  (B). 

(D)  Section  50A(a)(3)  is  amended  by  striking  out  sub- 
paragraph (B)  and  redesignating  subparagraphs  (C),  (D), 
and  ( E ) ,  as  subparagraphs  ( B ) ,  ( C ) ,  and  ( D ) ,  respectively. 

(E)  (i)  The  heading  of  paragraph  (1)  of  section  171(a)  is 
amended  to  read  "(1)  Taxable  bonds. — ". 

(ii)  The  heading  of  paragraph  (2)  of  section  171(a)  is 
amended  to  read  "(2)  Tax-exempt  bonds. — ". 

(iii)  Section  171(a)  is  amended  by  striking  out  paragraph 
(3)  and  by  redesignating  paragraph  (4)  as  paragraph  (3). 

>  (iv)  Section  171  (b)  (1)  (B)  (ii)  is  amended  by  striking  out 

"subsection  (c)(1)(B)"  and  inserting  in  lieu  thereof  "sub- 
section (a)  (1)". 

(v)  So  much  of  section  171(c)  as  precedes  paragraph  (2) 
is  amended  to  read  as  follows : 
"(c)  Election  as  to  Taxable  Bonds. — 

" (1)  Eligibility  to  elect;  bonds  with  respect  to  which  elec- 
tion PERMITTED. — lu  the  casc  of  bonds  the  interest  on  which  is  not 
excludible  from  gross  income,  this  section  shall  apply  only  if 
the  taxpayer  has  so  elected." 

(F)  (i)  Section  551  is  amended  by  striking  out  subsection 
(c),  and  by  redesignating  subsections  (d),  (e),  (f),  and  (g), 
as  subsections  (c),  (d),  (e),  and  (f),  respectively. 

(ii)  Section  1016(a)  (13)  is  amended  by  strikmg  out  "sec- 
tion 551(f)"  and  inserting  in  lieu  thereof  "section  551(e)". 

(G)  Section  584(c)  (2)  is  amended  to  read  as  follows : 
"(2)  Dividends  received. — The  proportionate  share  of  each 

participant  in  the  amount  of  dividends  received  by  the  common 
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trust  fund  and  to  which  section  116  applies  shall  be  considered 
for  purposes  of  such  section  as  having  been  received  by  such 
participant." 

(H)  (i)  Section  642(a)  is  amended  by  striking  out  para- 
graph  (1),  and  by  redesignating  paragraphs  (2)  and  (3) 
as  paragraphs  (1)  and  (2),  respectively. 

(ii)  Section  41(d)  is  amended  by  striking  out  "section 
612(a)  (3)"  and  inserting  in  lieu  thereof  'Wtion  642(a)  (2)". 

(iii)  Section  901(g)(3),  as  amended  by  this  Act,  is 
amended  by  striking  out  "section  642(a)  (2)"  and  inserting 
in  lieu  thereof  "section  642(a)  (1) ". 

(I)  (i)  Section  702(a)  is  amended  by  striking  out  para- 
graph (7)  and  by  redesignating  paragraphs  (8)  and  (9)  as 
paragraphs  (7)  and  (8),  respectively. 

(ii)  Section  702(b)  is  amended  by  striking  out  "paragraphs 
(1)  through  (8)"  and  inserting  in  lieu  thereof  "paragraphs 
(1)  through  (7)''. 

(iii)  Section  1402(a)  is  amended  by  striking  out  "702(a) 
(9)"  each  place  it  appears  and  inserting  in  lieu  thereof  "702 
(a)(8)''. 

( J)  (i)  Section  804(a)  is  amended  by  striking  out  para- 
graph (3),  and  by  redesignating  paragraphs  (4)  and  (5)  as 
paragraphs  (3)  and  (4) ,  respectively. 

(ii)  Section  243(b)  (3)  (C)  (iii),  as  redesignated  by  para- 
graph (21)  (A)  of  this  subsection,  is  amended  by  striking 
out  "sections  804(a)  (4)"  and  inserting  in  lieu  thereof  "sec- 
tions 804(a)  (3)". 

(iii)  Section  804(a)  (2)  is  amended  by  striking  out  "para- 
graph (5)"  and  inserting  in  lieu  thereof  "paragraph  (4)", 
and  by  striking  out  "paragraph  (4)"  and  inserting  in  lieu 
thereof  "paragraph  (3)". 

(iv)  Section  809(d)  (10)  is  amended  by  striking  out  "sec- 
tion 804(a)(4)",  and  inserting  in  lieu  thereof  "section  804 
(a)(3)". 

(v)  Section  1561(a)(3)  is  amended  by  striking  out  "sec- 
tions 804(a)  (4)"  and  inserting  in  lieu  thereof  "sections  804 
(a)(3)". 

(vi)  Section  1564(a)(1)(C)  is  amended  by  striking  out 
"sections  804(a)(4)"  inserting  in  lieu  thereof  "sections  804 
(a)(3)". 

(K)  Section  804(a)(2)(A)  is  amended  by  striking  out 
clause  (ii),  by  insertinjs:  "and"  at  the  end  of  clause  (i),  and 
by  redesignating  clause  (iii)  as  clause  (ii). 

(L)  (i)  Section  809(d)  (8)  (A)  is  amended  by  striking  out 
clause  (ii),  by  inserting  "and"  at  the  end  of  clause  (i),  and 
by  redevsignating  clause  (iii)  as  clause  (ii). 

(ii)  Section  809(d)(8)(B)  is  amended  by  striking  out 
"subparagraph  (A)  (iii)"  and  inserting  in  lieu  thereof  "sub- 
paragraph (A)(ii)". 

(M)  Sections  804(a)  (1),  804(a)  (2),  809(a)  (1),  809(b)  (1) 
(A)  and  809(b)(2)(A)  are  each  amended  by  striking  out 
",  partially  tax-exempt  interest,". 

CN)  Section  809(e)  is  amended  by  striking  out  paragraph 
(6),  and  bv  redesignating  paragraph  (7)  as  paragraph  (6). 

(O)  Section  815(b)  (2)  (A)  (iii)  is  amended  by  striking 
out  "the  deduction  for  partially  tax-exempt  interest  provided 
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by  section  242  (as  modified  by  section  804(a)  (3)),"  and  by 
striking  out  the  comma  after  "809(d)  (8)  (B) )". 

(P)  Section  822(c)  (2)  is  amended  by  striking  out  "par- 
tially tax-exempt  interest  and". 

(Q)  Section  822(c)  (6)  (A)  is  amended  by  striking  out  "or 
to  the  deduction  provided  in  section  242  for  partially  tax- 
exempt  interest". 

(R)  Section  822(c)  (7)  is  amended  by  striking  out  "par- 
tially tax-exempt  interest  and  to". 

(S)  Section  822(d)  (2)  is  amended  by  striking  out  ",  the 
deduction  provided  in  subsection  (c)  (1),  and  the  deduction 
allowed  by  section  242  (relating  to  partially  tax-exempt 
interest)"  and  inserting  in  lieu  thereof  "and  the  deduction 
provided  in  subsection  (c)  (1)". 

(T)  Section  832(c)  (5)  (A)  is  amended  by  striking  out  "or 
to  the  deductions  provided  in  section  242  for  partially  tax- 
exempt  interest". 

(U)  Section  832(c)  (12)  is  amended  by  striking  out  "par- 
tially tax-exempt  interest  and  to". 

(V)  Sections  852(b)  (1)  and  857(b)  (1)  are  each  amended 
by  striking  out  the  last  sentence. 

(W)  Section  1244(c)  (1)  (E)  is  amended  by  striking  out 
"sections  172,  242,  243"  and  inserting  in  lieu  thereof  "sections 
172,  243". 

(X)  Section  1402  (a)  (2)  is  amended  by  striking  out "  (other 
than  interest  described  in  section  35) ". 

(Y)  Section  1503(b)  (3)  is  amended  by  striking  out  sub- 
paragraph (C). 

(Z)  The  table  of  sections  for  subpart  A  of  part  TV  of 
subchapter  A  of  chapter  1  is  amended  by  striking  out  the 
item  relating  to  section  35. 

(AA)  The  table  of  sections  for  part  VIII  of  subchapter  B 
of  chapter  1  is  amended  by  striking  out  the  item  relating  to 
section  242. 

(2)  Amendment  conforming  to  repeal  of  section  si. — The 
table  of  parts  for  subchapter  A  of  chapter  1  is  amended  by 
striking  out  the  item  relating  to  part  V. 

(3)  Amendments  conforming  to  additions  of  sections  64  and 

65. — 

(A)  Paragraphs  (1)(C),  (5)  (A),  (6)(D),  and  (12)  of 
section  341(e)  are  each  amended  by  striking  out  "gain  from 
the  sale  or  exchange  of  property  which  is  neither  a  capital 
asset  nor  property  described  in  section  1231(b)"  each  place 
it  appears  and  inserting  in  lieu  thereof  "ordinary  income". 

(B)  Section  483(f)(3)  is  amended  by  striking  out  "no 
part  of  any  gain  on  such"  and  inserting  in  lieu  thereof  "all  of 
the  gain,  if  any,  on  such"  and  by  striking  out  "gain  from  the 
sale  or  exchange  of  a  capital  asset  or  property  described  in 
section  1231"  and  inserting  in  lieu  thereof  "ordinary  income". 

(C)  Section  707(b)(2)  is  amended  by  striking  out  "as 
gain  from  the  sale  or  exchange  of  property  other  than  a  capi- 
tal asset"  and  inserting  in  lieu  thereof  "as  ordinary  income". 

(D)  Paragraphs  (1)  and  (2)  of  section  735(a)  are  each 
amended  by  striking  out  "gain  or  loss  from  the  sale  or 
exchange  of  property  other  than  a  capital  asset"  and  inserting 
in  lieu  thereof  "as  ordinary  income  or  as  ordinary  loss,  as  the 
case  may  be". 
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(E)  Section  1236  (b)  is  amended  by  striking  out  "loss  from    26  USC  1236. 
the  sale  or  exchange  of  property  which  is  not  a  capital  asset" 

and  inserting  in  lieu  thereof  "ordinary  loss". 

(F)  Sections  1242  and  1243  are  each  amended  by  striking 
out  "a  loss  from  the  sale  or  exchange  of  property  which  is 
not  a  capital  asset"  each  place  it  appears  and  inserting  in 
lieu  thereof  "an  ordinary  loss". 

(G)  Section  1244  is  amended  by  striking  out  "a  loss  from 
the  sale  or  exchange  of  an  asset  which  is  not  a  capital  asset" 
each  place  it  appears  and  inserting  in  lieu  thereof  "an  ordi- 
nary loss". 

(H)  Section  1248(g)  (3)  (B),  as  redesignated  by  this  Act, 
is  amended  by  striking  out  "gain  from  the  sale  of  an  asset 
which  is  not  a  capital  asset"  and  inserting  "ordinary  income". 

(I)  The  following  provisions  are  each  amended  by  striking 
out  "gain  from  the  sale  or  exchange  of  property  which  is  not 
a  capital  asset"  each  place  it  appears  and  inserting  in  lieu 
thereof  "ordinary  income":  sections  341(a).  871(a)(1)(C) 
(i)  and  (ii),  881(a)(3)  (A)  and  (B),  996(d)  (1)  and  (2), 
1037(b)(1)  (A),  1232(a)  (2)  (A)  and  (B) ,  1232(c) ,  1246(a) , 
and  1385(c)(2)(C). 

(J)  The  following  provisions  are  each  amended  by  strik- 
ing out  "gain  from  the  sale  of  property  which  is  not  a  capital 
asset"  and  inserting  in  lieu  thereof  "ordinary  income":  sec- 
tions 306(a)  (1)  (A),  306(a)  (1)  (B),  and  306(f). 

(K)  The  following  provisions  are  each  amended  by  striking 
out  "gain  from  the  sale  or  exchange  of  property  which  is 
neither  a  capital  asset  nor  property  described  in  section  1231" 
each  place  it  appears  and  inserting  in  lieu  thereof  "ordinary- 
income" :  sections  80(c)  (1) ,  163(d)  (3)  and  (5),  613(a),  617 
(d)  (1),  995(b)  (1)  (C).  1238,  1245(a)  (1),  1249(a),  1250  (f) 
and  (g),  1251  (b)  (3)  (B),  (c)  (1),  and  (c)  (2),  and  1252(a) 
(1). 

(4)  Clerical  A]vrEXDMEXTS  coxformixg  to  additions  or  sec- 
tions 64  AXD  6  5.  

(A)  The  table  of  sections  for  part  I  of  subchapter  B  of 
chapter  1  is  amended  by  adding  at  the  end  thereof  the 
following  new  items : 

"Sec.  64.  Ordinary  income  defined. 
"Sec.  65.  Ordinary  loss  defined." 

(B)  The  heading  for  part  I  of  subchapter  B  of  chapter  1 
is  amended  by  striking  out  "AND  TAXABLE  INCOME" 
and  inserting  m  lieu  thereof  "TAXABLE  INCOME,  ETC." 
ETC." 

(C)  The  table  of  parts  for  subchapter  B  of  chapter  1  is 
amended  by  striking  out  "and  taxable  income."  in  the  item 
relating  to  part  I  and  inserting  in  lieu  thereof  "taxable 
income,  etc." 

(5)  Amexdmext  coxformixg  to  repeal  of  sectiox  7  6. — The 
table  of  sections  for  part  II  of  subchapter  B  of  chapter  1  is 
amended  by  striking  out  the  item  relating  to  section  76. 

(6)  A:VIEXDMEXTS  COXFORmXG  TO  AMEXDMEXT  OF  SECTlOX  10  3.  

(A)  Section  6049(b)(2)(A)  is  amended  by  striking  out    26  USC  6049. 
"section  103(a)   (1)  or  (3)"  and  inserting  in  lieu  thereof 
"section  103(a)". 
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(B)  Section  852(a)(1)(B),  as  added  by  this  Act,  is 
amended  by  striking  out  "section  103  (a)  (1) "  and  inserting  in 
lieu  thereof  "section  103  (a) ". 

(7)  Amendments  conforming  to  amendment  of  section  i4  3. — 

(A)  (i)  Part  V  of  subchapter  B  of  chapter  1  is  amended 
by  striking  out  section  153  (relating  to  determination  of 
marital  status)  and  by  redesignating  section  154  as  section 
153. 

(ii)  The  table  of  sections  for  part  V  of  subchapter  B  of 
chapter  1  is  amended  by  striking  out  the  items  relating  to 
sections  153  and  154  and  inserting  in  lieu  thereof  the 
following : 

"Sec.  153.  Cross  references.". 

(B)  Section  152(a)  (9)  is  amended  by  striking  out  "section 
153"  and  inserting  in  lieu  thereof  "section  143". 

(C)  Section  153,  as  redesignated  by  subparagraph  (A) 
of  this  paragraph,  is  amended  by  adding  at  the  end  thereof 
the  f  ollowing  new  paragraph : 

"(5)  For  determination  of  marital  status,  see  section  143." 

(8)  Amendments  conforming  to  amendment  of  section  i51.— 

(A)  The  following  provisions  are  each  amended  by  strik- 
ing out  "educational  institution  (as  defined  in  section  151 
(e)  (4) )"  each  place  it  appears  and  inserting  in  lieu  thereof 
"educational  organization  described  in  section  170(b)(1) 
(A)(ii)":  sections  117(a)(1)(A),  117(b)(1),  117(b)(2), 
152(d),  170(g)(1)(B)  (as  redesignated  by  subsection  (a) 
(28)  (A)  (i)  of  this  section),  and  403(b)  (1)  (A)  (ii). 

(B)  Section  103(c)  (3)  (A),  as  redesignated  by  subsection 

(a)  (17)  of  this  section,  is  amended  by  striking  out  "educa- 
tional institution  (within  the  meaning  of  section  151  (e)(4))" 
and  inserting  in  lieu  thereof  "educational  organization 
described  in  section  170(b)  (1)  (A)  (ii)". 

(C)  Section  163(b)(1)  is  amended  by  striking  out  "edu- 
cational institution  (as  defined  in  section  151(e)(4))  and 
which  is  provided  for  a  student  of  such  institution"  and 
inserting  in  lieu  thereof  "educational  organization  described 
in  section  170(b)  (1)  (A)  (ii)  and  which  is  provided  for  a 
student  of  such  organization". 

(D)  (i)  Subparagraphs  (A),  (B),  and  (C)  of  section  415 
(c)  (4)  are  each  amended  by  striking  out  "educational  insti- 
tution" each  place  it  appears  and  inserting  in  lieu  thereof 
"educational  organization". 

(ii)  Subparagraph  (D)  (ii)  of  section  415(c)(4)  is 
amended  to  read  as  follows : 

"(ii)  For  purposes  of  this  paragraph  the  term  ^edu- 
cational organization'  means  an  educational  organiza- 
tion described  in  section  170(b)  (1)  (A)  (ii)." 

(iii)  Section  415(c)  (4)  is  amended  by  striking  out  "edu- 
cational institutions"  from  the  pai'agraph  heading  and 
inserting  in  lieu  thereof  "educational  organizations". 

(E)  Section  508(c)  (2)  (A)  is  amended  to  read  as  follows; 
"(A)  educational  organizations  described  in  section  170 

(b)  (l)(A)(ii),and". 

(F)  Section  512(b)  (15)  (B),  as  redesignated  by  section 
1951(b)  (8)  (A)  of  this  Act,  is  amended  by  striking  out  "edu- 
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cational  institution  (as  defined  in  section  151(e)  (4) )"  and 
inserting  in  lieu  thereof  ''educational  organization  described 
in  section  170(b)  (1)  (A)  (ii)''. 

(G)  Section  1303(d)  is  amended  by  striking  out  "educa-    26  USC  1303. 
tional  institution  (as  defined  in  section  151(e)(4))"  each 

place  it  appears  and  inserting  in  lieu  thereof  ''educational 
organization  described  in  section  170(b)  (1)  (A)  (ii)". 

(H)  Sections  4941(d)  (2)  (G)  (ii)  and  4945(g)(1)  each   26  USC  4941, 
are    amended   by    striking   out   "educational    institution  4945. 
described  in  section  151(e)  (4)"  and  inserting  in  lieu  thereof 
"educational  organization  described  in  section  170(b)(1) 
(A)(ii)". 

(9)  AjMEXDMEXTS  COXFORMIXG  to  the  A3IENDMEXTS  OF  SECTION 

152. — Section  2(b)  (3)  (B)  is  amended  by  striking  out  clause  (ii), 
by  adding  "or"  at  the  end  of  clause  (i),  and  by  redesignating 
clause  (iii)  as  clause  (ii). 

(10)  Ajmexdment  coxforming  to  the  amendment  of  section 

172.  

(A)  Section  374(e)  (2)  is  amended  by  striking  out  "sec-  Ante,  p.  296. 
tion  172(j)"  and  inserting  in  lieu  thereof  "172(g)". 

(B)  Section  904(f)  (2)  (B)(i)  and  904(f)  (4)  (B)  (i),  as   Ante,  p.  1624.. 
amended  by  this  Act,  are  each  amended  by  striking  out 

"section  172(k)(l)"  and  inserting  in  lieu  thereof  "section 
172(h)". 

(11)  Amendments  conforming  to  repeal  of  section  is 7. — 

(A)  Section  48(a)  (8)  (relating  to  section  38  property)  is   26  USC  48. 
amended  by  striking  out  "187,". 

(B)  The  table  of  sections  for  part  VI  of  subchapter  B  of 
chapter  1  is  amended  by  striking  out  the  item  relating  to  sec- 
tion 187. 

(C)  Section  1082(a)  (2)  (B)  (relating  to  basis  for  deter-   26  USC  1082. 
mining  gain  or  loss)  is  amended  by  striking  out  "187,". 

(D)  Section  1245(a)(2)  (relating  to  gain  from  disposi-   26  USC  1245. 
tions  of  certain  depreciable  property)  is  amended  by  striking 

out  "187,"  each  place  it  appears. 

(12)  Amendments  conforming  to  the  repeal  of  section  342. — 

(A)  Section  551  (f) ,  as  redesignated  by  paragraph  (1)  (F)    26  USC  551. 
of  this  subsection,  is  amended  by  striking  out  paragraph  (3). 

(B)  The  table  of  subparts  for  part  II  of  subchapter  C  of 
chapter  1  is  amended  by  striking  out  the  item  relating  to 
subpart  C  and  inserting  in  lieu  thereof : 

"Subpart  C.  Collapsible  corporations." 

(C)  The  table  of  sections  for  subpart  C  of  part  II  of  sub- 
chapter C  of  chapter  1  is  amended  by  striking  out  the  item 
relating  to  section  342. 

(D)  The  heading  of  subpart  C  of  part  II  of  subchapter 
C  of  chapter  1  is  amended  to  read  as  follows : 

**Subpart  C — Collapsible  Corporations". 

( 13 )  Amendments  conforming  to  the  repeal  of  section  3  6  3 . — 
The  table  of  sections  for  subpart  C  of  part  III  of  subchapter  C  of 
chapter  1  is  amended  by  striking  out  the  item  relating  to  section 
363. 

(14)  Amendments  conforming  to  the  repeal  of  section  373. — 

(A)  Section  372(b)(1)  is  amended  by  striking  out  "373   26  USC  372. 
(b)  or". 
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(B)  Section  374 (b)  is  amended  to  read  as  follows: 
"(b)  Basis.— 

"(1)  Railroad  corporations. — If  the  property  of  a  railroad 
corporation,  as  defined  in  section  77 (m)  of  the  Bankruptcy  Act 
(11  U.S.C.  205  (m)),  was  acquired  after  December  31,  1938,  in 
pursuance  of  an  order  of  the  court  having  jurisdiction  of  such 
corporation — 

"  ( A)  in  a  receivership  proceeding,  or 

"(B)  in  a  proceeding  under  section  77  of  the  Bankruptcy 
Act, 

and  the  acquiring  corporation  is  a  railroad  corporation  (as 
defined  in  section  77 (m)  of  the  Bankruptcy  Act)  organized  or 
made  use  of  to  effectuate  a  plan  of  reorganization  approved  by  the 
court  in  such  proceeding,  the  basis  shall  be  the  same  as  it  would  be 
in  the  hands  of  the  railroad  corporation  whose  property  was  so 
acquired,  increased  in  the  amount  of  gain  recognized  under  sub- 
section (a)  (2)  to  the  transferor  on  such  transfer. 

"(2)  Property  acquired  by  street,  suburban,  or  interurban 
ELECTRIC  railway  CORPORATION. — If  the  property  of  any  street, 
suburban,  or  interurban  electric  railway  corporation  engaged  as 
a  common  carrier  in  the  transportation  of  persons  or  property  in 
interstate  commerce  was  acquired  after  December  31,  1934,  in 
pursuance  of  an  order  of  the  court  having  jurisdiction  of  such 
corporation  in  a  proceeding  under  section  77  of  the  Bankruptcy 
Act  (11  LLS.C.  501  and  following),  and  the  acquiring  corpora- 
tion is  a  street,  suburban,  or  interurban  electric  railway  engaged 
as  a  common  carrier  in  the  transportation  of  persons  or  property 
in  interstate  commerce,  organized  or  made  use  of  to  effectuate  a 
plan  of  reorganization  approved  by  the  court  in  such  proceeding, 
then,  notwithstanding  the  provisions  of  section  270  of  the  Bank- 
ruptcy Act  (11  LT.S.C.  670) ,  the  basis  shall  be  the  same  as  it  would 
be  in  the  hands  of  the  corporation  whose  property  was  so 
acquired." 

(C)  Section  374(c)(3)  is  amended  by  striking  out  "sub- 
section (b)''  and  inserting  in  lieu  thereof  "subsection  (b) 

(!)"• 

(D)  Section  1232(b)  (2)  is  amended  by  striking  out  "sec- 
tion 371,  373,  or  374"  and  inserting  in  lieu  thereof  "section 
371  or  374". 

(E)  The  table  of  sections  for  part  IV  of  subchapter  C  of 
chapter  1  is  amended  by  striking  out  the  item  relating  to  sec- 
tion 373. 

(15)  Amendment  conforming  to  repeal  of  sections  39 1 
THROUGH  3  9  5. — The  table  of  parts  for  subchapter  C  of  chapter  1 
is  amended  by  striking  out  the  item  relating  to  part  VII. 

(16)  Amendment  conforming  to  the  amendments  of  section 
481. — Section  381(c)  is  amended  by  striking  out  paragraph  (21). 

(17)  Amendment  conforming  to  the  amendments  of  section 
545. — Section  381(c)  (15)  is  amended  by  striking  out  "subsections 
(b)  (7)  and  (c)"  and  inserting  in  lieu  thereof  "subsection  (c)". 

(18)  Amendment  conforming  to  the  repeal  of  section  5  8  3. — 
The  table  of  sections  for  part  I  of  subchapter  H  of  chapter  1  is 
amended  by  striking  out  the  item  relating  to  section  583. 

(19)  Amendment  conforming  to  the  repeal  of  section  592. — 
The  table  of  sections  for  part  II  of  subchapter  H  of  chapter  1  is 
amended  by  striking  out  the  item  relating  to  section  592. 
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(20)  Amendments  coxforming  to  the  repeal  of  section  eoi. — 

(A)  Section  535(b)  is  amended  by  striking  out  paragraph   26  USC  535. 
(8). 

(B)  (i)  Section  545 (b)  is  amended  by  striking  out  para-    26  USC  545. 
grapli  (6),  and  by  redesignating  paragraph  (8)  as  para- 
graph (6). 

(ii)  Section  5-15 (b)  (2)  is  amended  by  striking  out  "para- 
graph (8)'*  and  inserting  in  lieu  thereof  "paragraph  (6)". 

(iii)  Section  5^1:5 (c)  (5)  is  amended  by  striking  out  "sub- 
section (b)(8)"  and  inserting  in  lieu  thereof  "subsection 
(b)(6)". 

(C)  IJie  table  of  parts  for  subchapter  H  of  chapter  1  is 
amended  by  striking  out  the  item  relating  to  part  III. 

(21)  AmEND:MENTS  conforming  to  the  repeal  of  section  615. — 

(A)  (i)  Section  243(b)  (3)  (C)  is  amended—  26  USC  243. 

(I)  by  striking  out  clauses  (ii)  and  (iii)  and  inserting 
in  lieu  thereof  the  following : 

"(ii)    S400.000    limitation   for   certain  exploration 
expenditures  under  section  617(h)  (1),",  and 

(II)  by  redesignating  clauses  (iv)  and  (v)  as  clauses 
(iii)  and  (iv) ,  respectively. 

(ii)  Section  1564(b)(2)  (C)  is  amended  by  striking  out  26  USC  1564. 
"section  243(b)  (3)  (C)  (v) and  inserting  in  lieu  thereof 
"243(b)  (3)  (C)(iv)". 

(B)  Section  381(c)  (10)  is  amended  to  read  as  follows:      26  USC  381. 

"(10)  TRKA  TilKXT  OF  CERTAIN  MINING  DEVELOPMENT  AND  EXPLO- 
RATION EXPENSES  OF  DIS'ITilBUTOR  OR  TRANSFEROR  CORPORATION.  

The  acquiring  corporation  shall  be  entitled  to  deduct,  as  if  it  were 
the  distributor  or  transferor  corporation,  expenses  deferred  under 
section  616  (relating  to  certain  development  expenditures)  if  the 
distributor  or  transferor  corporation  has  so  elected.  For  the  pur- 
pose of  applying  the  limitation  provided  in  section  617(h),  if,  for 
any  taxable  year,  the  distributor  or  transferor  corporation  was 
allowed  a  deduction  under  section  617(a),  the  acquiring  corpora- 
tion shall  be  deemed  to  have  been  allowed  such  deductiou." 

(C)  Section  617(h)(1)  is  amended  by  striking  out  "and    26  USC  617. 
section  615(a)  and  the  amounts  which  are  or  have  been 

treated  as  deferred  expenses  under  section  615  (b) "  and  insert- 
ing in  lieu  thereof  "and  subsection  (a)  of  section  615  (as  in 
c'lt'ect  before  the  enactment  of  the  Tax  Eeform  Act  of  1976)". 

(D)  Section  617(h)(3)  is  amended  to  read  as  follows: 
"(3)  Application  OF  PARAGRAPH  (2)(B). — Paragraph  (2)  (B) 

shall  apply  with  respect  to  all  amounts  deducted  before  the  latest 
such  transfer  from  the  individual  or  corporation  to  the  taxpayer. 
Paragraph  (2)  (B)  shall  apply  only  if — 

"(A)  the  taxpayer  acquired  any  mineral  property  from 
the  individual  or  corporation  under  circumstances  which 
make  paragraph  (7),  (8),  (11),  (15),  (17),  (20),  or  (22) 
of  section  113(a)  of  the  Internal  Eevenue  Code  of  1939  apply 
to  such  transfer ;  or 

"(B)  the  taxpayer  acquired  any  mineral  property  from 
the  individual  or  corporation  under  circumstances  which 
make  section  334(b),  362  (a)  and  (b),  372(a),  374(b)(1), 
1051,  or  1082  apply  to  such  transfer." 

(E)  Section  617  is  amended  by  adding  at  the  end  thereof 
the  following  new  subsection : 

"(i)  Certain  Pre-1970  Exploration  Expenditures. — ^If — 
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"  (1)  the  taxpayer  receives  mineral  property  in  a  transaction  as 
a  result  of  which  the  basis  of  such  property  in  the  hands  of  the 
transferee  is  determined  by  reference  to  the  basis  in  the  hands 
of  the  transferor, 

"(2)  an  election  made  by  the  transferor  under  subsection  (e) 
of  section  615(e)  (as  in  effect  before  the  enactment  of  the  Tax 
Keform  Act  of  1976)  applied  with  respect  to  expenditures  which 
were  made  by  him  and  which  were  properly  chargeable  to  such 
property,  and 

"(3)  the  taxpayer  has  made  or  makes  an  election  under  subsec- 
tion (a), 

then  in  the  application  of  this  section  with  respect  to  the  transferee, 
the  amounts  allowed  as  deductions  under  such  section  615  to  the 
transferor,  which  (but  for  the  transferor's  election)  would  be  reflected 
in  the  adjusted  basis  of  such  property  in  the  hands  of  the  transferee, 
shall  be  treated  as  expenditures  allowed  as  deductions  under  subsection 
(a)  to  the  transferor." 

26  use  703.  —  i  ; ;  (F)  Section  703  (b)  is  amended  by  striking  out  "under  sec- 
tion 615  (relating  to  pre-1970  exploration  expenditures),". 

26  use  1016.  ( Section  1016  ( a )  is  amended  by  striking  out  paragraph 

(10). 

(H)  The  table  of  sections  for  part  I  of  subchapter  I  of 
chapter  1  is  amended  by  striking  out  the  item  relating  to  sec- 
tion 615. 

.  (22)  Amendments  conforming  to  the  repeal  of  section  6  3  2. — 

(A)  The  table  of  sections  for  part  III  of  subchapter  I  of 
chapter  1  is  amended  by  striking  out  the  item  relating  to 
section  632. 

26  use  5.  V.  (B)  Section  5(b)  is  amended  by  striking  out  paragraph 

(1). 

(23)  Amendment  conforming  to  the  repeal  of  section  771. — 
The  table  of  parts  for  subchapter  K  of  chapter  1  is  amended  by 
striking  out  the  item  relating  to  part  TV. 

(24)  Amendment  conforming  to  the  amendment  of  section 
26  use  815.               802.— Section  815(c)  (3)  (B)  is  amended  by  striking  out  "(deter- 
mined without  regard  to  section  802(a)  (3) ) ". 

(25)  Amendment  conforming  to  the  amendment  of  section 
26  use  844.               812. — Section  844(b)(2)  is  amended  by  striking  out  "section 

812(b)  (1)  (A)  (iii)"  and  inserting  in  lieu  thereof  "section  812 
(b)(1)(C)". 

(26)  Amendments  CONFORMING  TO  the  AMENDMENTS  OF  SECTION 

8  64.  

26  use  861.  (A)  Paragraphs  (5)  and  (6)  of  section  861(a)  (relating 

to  items  treated  as  income  from  within  United  States)  are 
each  amended  by  striking  out  in  the  heading  "sale"  and 
inserting  in  lieu  thereof  "sale  or  exchange",  and  by  striking 
out  "sale"  in  the  text  and  inserting  in  lieu  thereof  "sale  or 
exchange". 

(B)  Section  861(e)(1)  (relating  to  income  from  certain 
aircraft  and  vessels)  is  amended  by  striking  out  "sale  or  other 
disposition"  and  inserting  in  lieu  thereof  "sale,  exchange,  or 
other  disposition". 

26  use  862.  (C)  Paragraphs  (5)  and  (6)  of  section  862(a)  (relating 

to  items  treated  as  income  from  without  the  United  States) 

26  use  863.  and  paragraphs  (2)  and  (3)  of  section  863(b)  (relating  to 

sources  of  income)  are  each  amended  by  striking  out  "sale" 
and  inserting  in  lieu  thereof  "sale  or  exchange". 
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(D)  Paragraph  (2)  of  section  863(b)  (relating  to  sources   26  USC  863. 
of  income)  is  amended  by  striking  out  "sold"  each  place  it 
appears  and  inserting  in  lieu  thereof  "sold  or  exchanged". 

(27)  AArEXD:MEXTs  coxformixg  to  the  repeal,  of  action 

972.  

(A)  Section  970(b)(1)   (relating  to  inclusion  of  certain    26  USC  970. 
previously  excluded  amounts  of  subpart  F  income)  is 
amended  by  striking  out  "application  of  section  972"  and 
inserting  in  lieu  thereof  "treatment  (under  section  972  as  in 

effect  before  the  date  of  the  enactment  of  the  Tax  Keform 
Act  of  1976)  of  two  or  more  controlled  foreign  corporations 
which  are  export  trade  corporations  as  a  single  controlled 
foreign  corporation". 

(B)  The  table  of  sections  for  subpart  G  of  part  III  of 
subchapter  X  of  chapter  1  is  amended  by  striking  out  the 
item  relating  to  section  972. 

(28)  AlVIEXD^IEXTS  COXFORmXG  TO  THE  AMEXDMEXT  OF  SECTIOX 
1001.  

(A)  Subsection  (c)  of  section  331  is  amended  to  read  as   26  USC  331. 
follows : 

"(c)  Cross  Referexce. — 

"For  general  rule  for  determination  of  the  amount  of  gain  or  loss 
recognized,  see  section  1001." 

(B)  (i)  Section  1002  (relating  to  recognition  of  gain  or   26  USC  1002. 
loss)  is  repealed. 

(ii)  The  table  of  sections  for  part  I  of  subchapter  O  of 
chapter  1  is  amended  by  striking  out  the  item  relatmg  to  sec- 
tion 1002. 

(29)  AmEXDMEXTS    COXFORMIXG   to   the    repeal    of  SECTIOX 
1020.  

(A)  The  third  sentence  of  subsection  (a)  of  section  1016  is    26  USC  1016. 
amended  by  striking  out  "under  section  1020"  and  inserting 

in  lieu  thereof  "under  section  1020  (as  in  effect  before  the 

date  of  the  enactment  of  the  Tax  Reform  Act  of  1976)".       Ante,  p.  1520. 

(B)  The  table  of  sections  for  part  II  of  subchapter  O  of 
chapter  1  is  amended  by  striking  out  the  item  relating  to 
section  1020. 

(30)  AmEXDMEXTS    COXFORMIXG    to    THE    REPEAL    OF  SECTIOX 
1022.  

(A)  Section  1016(a)  is  amended—  26  USC  1016. 

(i)  by  striking  out  paragraph  (21),  and 

(ii)  by  redesignating  paragraphs  (20)  and  (22)  as 
paragraphs  (19)  and  (20),  respectively. 

(B)  The  amendment  made  by  subparagraph  (A)  (i)  shall    26  USC  1016 
apply  with  respect  to  stock  or  securities  acquired  from  a  ^o^^- 
decedent  dying  after  the  date  of  the  enactment  of  this  Act. 

(C)  The  table  of  sections  for  part  II  of  subchapter  O 
of  chapter  1  is  amended  by  striking  out  the  item  relating 
to  section  1022. 

(31)  A:mexdmexts  coxformix"g  to  amexdmexts  of  sectiox 

1033.- — 

(A)  Section  1250(d)(4)(B)  is  amended  bv  striking  out    26  USC  1250. 
"1033(a)  (3)  (A)"  and  inserting  in  lieu  thereof  "1033(a)  (2) 

(A)". 

(B)  Section  1250(d)(4)  (C)  and  (D)  are  each  amended 
by  striking  out  "1033(a)(3)"  and  inserting  in  lieu  thereof 
"1033(a)(2)". 
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26  use  6212,  (C)  Section  6212(c)  (2)  (B)  is  amended  by  striking  out 

"1033(a)(3)   (C)  and  (D)"  and  inserting  in  lieu  thereof 

"1033(a)(2)  (C)  and  (D)". 
26  use  6504.  (D)  Section  6504(4)  is  amended  by  striking  out  "1033(a) 

(3)  (C)  and  (D)"  and  inserting  in  lieu  thereof  "1033(a)  (2) 

(C)  and  (D)". 

26  use  1071,  (E)    Sections  lOn(b)    and  1250(d)(4)(D)    are  each 

1250.  amended  by  striking  out  "1033(c)"  and  inserting  in  lieu 

thereof  "1033(b)". 

(32)  Amendments  conforming  to  the  repeal  of  section 
1111. — 

26  use  301.  (A)  Section  301  is  amended  by  striking  out  subsection  (f ), 

and  by  redesignating  subsection  (g)  as  subsection  (e). 

26  use  312.  (B)  (i)  Section  312  is  amended  by  striking  out  subsection 

(k),  and  by  redesignating  subsections  (1)  and  (m)  as  subsec- 
tions (j)  and  (k), respectively. 

26  use  1246.  (ii)  Section  1246(g)  is  amended  by  striking  out  "312(1)" 

and  inserting  in  lieu  thereof  "312  ( j ) ". 

26  use  964,  i  (iii)  Sections  964(a)  and  1248(c)  (1)  are  each  amended  by 

124S.    .  "  striking  out  "312 (m)  (3)"  and  inserting  in  lieu  thereof  "312 

(k)(3)». 

Ante,  p.  1608.  (iv)  Subsection  (d)  of  section  1377,  as  added  by  this  Act, 

is  amended  by  striking  out  "312 (m)"  and  inserting  in  lieu 
-        thereof  "312(k)". 
26  use  535.        '^^  '  (C)  Section  535(b)  is  amended  by  striking  out  paragraphs 

..     ,       (9)  and  (10). 
26  use  543.        ^'^  (D)  Section  543(a)  (1)  is  amended  by  inserting  "and"  at 

the  end  of  subparagraph  (A),  and  by  striking  out  sub- 
paragraphs (B)  and  (C)  and  inserting  in  lieu  thereof  the 
following: 

.  _  "(B)  interest  on  amounts  set  aside  in  a  reserve  fund  under 

^  section  511  or  607  of  the  Merchant  Marine  Act,  1936  (46 

U.S.C.  1161  or  1177)." 
26  use  545.  (E)  Section  545  (b)  is  amended  by  striking  out  paragraphs 

(10)  and  (11). 

26  use  553.  (F)  Section  553(a)  (1)  is  amended  to  read  as  follows: 

"(1)    Dividends,   etc. — Dividends,   interest,   royalties,  and 
annuities." 

26  use  556.  (G)  Section  556(b)  is  amended  by  striking  out  paragraphs 

(7)  and  (8). 

26  use  561.  (H)  Section  561(b)  is  amended  to  read  as  follows: 

"(b)  Special  Rules  Applicable. — In  determining  the  deduction  for 
dividends  paid,  the  rules  provided  in  section  562  (relating  to  rules 
applicable  in  determining  dividends  eligible  for  dividends  paid  deduc- 
tion) and  section  563  (relating  to  dividends  paid  after  the  close  of  the 
taxable  year)  shall  be  applicable." 

(I)  The  table  of  parts  for  subchapter  O  of  chapter  1  is 
amended  by  striking  out  the  item  relating  to  part  IX. 

(33)  Amendments  conforming  to  amendment  of  section 

1222.  

26  use  57.  (A)  Section  57(a)  (9)  (A)  is  amended  by  striking  out  "the 

amount  by  which  the  net  long-term  capital  gain  exceeds  the 
net  short-term  capital  loss"  and  inserting  in  lieu  thereof  "the 
net  capital  gain". 

(B)  So  much  of  the  first  sentence  of  section  57(a)  (9)  (B) 
as  precedes  "by  a  fraction"  is  amended  to  read  as  follows :  "In 
the  case  of  a  corporation  having  a  net  capital  gain  for  the 


PUBLIC  LAW  94-455— OCT.  4,  1976 


90  STAT.  1801 


taxable  year,  an  amount  equal  to  the  product  obtained  by 
multiplying  the  net  capital  gain". 

(C)  Section  527(b)(2)  is  amended  by  striking  out  "net  26  USC  527. 
section  1201  gain"  and  inserting  in  lieu  thereof  "net  capital 

gain". 

(D)  Sections  535  (b)(6)  and  545  (b)(5)  are  each  amended—  26  USC  535, 

(1)  by  striking  out  from  the  paragraph  heading 
"Loxg-term"  and  inserting  in  lieu  thereof  "^Tet", 

(2)  by  striking  out  from  the  text  "the  excess  of  the  net 
long-term  capital  gain  for  the  taxable  year  over  the  net 
short-term  capital  loss  for  such  year"  each  place  it 
appears  and  inserting  in  lieu  thereof  "the  net  capital  gain 
for  the  taxable  year",  and 

(3)  by  striking  out  from  the  text  "such  excess"  each 
place  it  appears  and  inserting  in  lieu  thereof  "such  net 
capital  gain". 

(E)  Section  802(a)  (2)  is  amended—  .  . 

(i)  by  striking  out  "the  net  long-term  capital  gain  of 
any  life  insurance  company  exceeds  the  net  short-term 
capital  loss"  and  inserting  in  lieu  thereof  "any  life  insur- 
ance company  has  a  net  capital  gain",  and 

(ii)  by  striking  out  "such  excess"  each  place  it  appears 
and  inserting  in  lieu  thereof  "such  net  capital  gain". 

(F)  Section  804(a)(2)  is  amended  by  striking  out  "by  26  USC  804. 
which  the  net  long-term  capital  gain  exceeds  the  net  short- 
term  capital  loss"  and  inserting  in  lieu  thereof  "of  the  net 

capital  gain". 

(G)  Sections  809(b)(1)(B)  and  809(b)  (2)  (B)  are  each  26  USC  809. 
amended  by  striking  out  "by  which  the  net  long-term  capital 

gain  exceeds  the  net  short-term  capital  loss"  and  inserting  in 
lieu  thereof  "of  the  net  capital  gain". 

(H)  Section  815(b)  (2)  (A)  (ii)  is  amended  by  striking  out   26  USC  815. 
"by  which  the  net  long-term  capital  gain  exceeds  the  net  short- 
term  capital  loss"  and  inserting  in  lieu  thereof  "of  the  net 

capital  gain". 

(I)  Section  852(b)(2)(A)  is  amended  by  striking  out  26  USC  852. 
"the  excess,  if  anj^,  of  the  net  long-term  capital  gain  over  the 

net  short-term  capital  loss"  and  inserting  in  lieu  thereof  "the 
amount  of  the  net  capital  gain,  if  any". 

(J)  (i)   Section  852(b)(3)(A)  is  amended  to  read  as 
follows : 

"(A)  Imposition  of  tax. — There  is  hereby  imposed  for 
each  taxable  year  in  the  case  of  every  regulated  investment 
company  a  tax,  determined  as  provided  in  section  1201  (a) ,  on 
the  excess,  if  any,  of  the  net  capital  gain  over  the  deduction 
for  dividends  paid  (as  defined  in  section  561)  determined 
with  reference  to  capital  gain  dividends  only." 

(ii)  The  second  sentence  of  section  852(b)  (3)  (C)  is 
amended  by  striking  out  "excess  of  the  net  long-term  capi- 
tal gain  over  the  net  short-term  capital  loss"  each  place  it 
appears  and  inserting  in  lieu  thereof  "net  capital  gain". 

(K)   The  second  sentence  of  section  857(b)  (3)  (C)_  is   26  USC  857. 
amended  by  striking  out  "excess  of  the  net  long-term  capital 
gain  over  the  net  short-term  capital  loss"  each  place  it  appears 
and  inserting  in  lieu  thereof  "net  capital  gain". 

(L)  Section  1201(b)  is  amended  by  striking  out  "net  sec-    26  USC  1201. 
tion  1201  gain"  each  place  it  appears  and  inserting  in  lieu 
thereof  "net  capital  gain". 
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(M)  The  first  sentence  of  section  1202  is  amended  to  read 
as  follows :  "If  for  any  taxable  year,  a  taxpayer  other  than  a 
corporation  has  a  net  capital  gain,  50  percent  of  the  amount  of 
the  net  capital  gain  shall  be  a  deduction  from  gross  income." 

(N)  Sections  381(c)  (3)  (B),  381(c)  (3)  (C),  852(d),  4940 
(c)  (1) ,  and  4940  (c)  (4)  are  each  amended  by  striking  out  "net 
capital  gain"  and  inserting  in  lieu  thereof  "capital  gain  net 
income". 

(O)  Section  1212(a)(1)  is  amended  by  striking  out  "net 
capital  gain"  each  place  it  appears  and  inserting  in  lieu 
thereof  "capital  gain  net  income",  and  by  striking  out  "net 
capital  gains"  and  inserting  in  lieu  thereof  "capital  gain  net 
income". 

(P)  Section  1247(a)(1)(B)  is  amended  by  striking  out 
"the  excess  (determined  as  if  such  corporation  were  a  domestic 
corporation)  of  the  net  long-term  capital  gain  over  the  net 
short-term  capital  loss"  and  inserting  in  lieu  thereof  "the 
amount  (determined  as  if  such  corporation  were  a  domestic 
corporation)  of  the  net  capital  gain". 

(Q)  (i)  Section  1375(a)(1)  is  amended  by  striking  out 
"the  excess  of  the  corporation's  net  long-term  capital  gain 
over  its  short-term  capital  loss"  and  inserting  in  lieu  thereof 
"the  corporation's  net  capital  gain". 

(ii)  The  second  sentence  of  section  1375(a)  (1)  is  amended 
by  striking  out  "such  excess"  and  inserting  in  lieu  thereof 
"such  net  capital  gain". 

(iii)  Section  1375(a)  (3)  is  amended  by  striking  out  "the 
excess  of  an  electing  small  business  corporation's  net  long- 
term  capital  gain  over  its  net  short-term  capital  loss"  and 
inserting  in  lieu  thereof  "an  electing  small  business  corpora- 
tion's net  capita]  gain". 

(R)  The  following  provisions  are  each  amended  by  strik- 
ing out  "the  excess  of  the  net  long-term  capital  gain  over  the 
net  short-term  capital  loss,"  and  inserting  in  lieu  thereof  "the 
net  capital  gain":  Sections  1247(a)  (2)  (A)  (i),  1247(a)(2) 
(C),  1247(d)  (1)  and  (2),  1378(a)  (1),  1378(b)  (1),  and  1378 
(c)(3). 

(34)  Amendment  conforming  to  the  repeal  of  section  1240. — 
The  table  of  sections  of  part  IV  of  subchapter  P  of  chapter  1  is 
amended  by  striking  out  the  item  relating  to  section  1240. 

(35)  Amendment  conforming  to  the  repeal  of  section  is  1 5. — 
The  table  of  sections  for  part  II  of  subchapter  Q  of  chapter  1  is 
amended  by  striking  out  the  item  relating  to  section  1315. 

(36)  Amendments  conforming  to  the  repeal  of  section 

1321.  

(A)  Section  472  is  amended  by  striking  out  subsection  (f). 

(B)  Section  6422,  as  amended  by  this  Act,  is  amended  by 
striking  out  paragraph  (2) ,  and  by  redesignating  paragraphs 
(3)  through  (13)  as  paragraphs  (2)  through  (12), 
respectively. 

(C)  Section  6504  is  amended  by  striking  out  paragraph 
(!)• 

(D)  Section  6515  is  amended  by  striking  out  paragraph 

(1). 

(E)  The  table  of  parts  for  subchapter  Q  of  chapter  1  is 
amended  by  striking  out  the  item  relating  to  part  III. 

(37)  Amendments  conforming  to  the  repeal  of  sections  1331 

THROUGH  1337. — 
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(A)  The  third  sentence  of  section  901(a)  is  amended  by  26  USC  901. 
striking  out  "under  section  1333   (relating  to  war  loss 
recoveries)  or". 

(B)  Section   936(a)(2),   as   added   by   this   Act,   is  26  USC  936. 
amended — 

(i)  by  inserting  "or"  at  the  end  of  subparagraph  (C), 
and 

(ii)  by  striking  out  subparagraph  (D). 

(C)  Section  6212(c).(2)  is  amended  by  striking  out  sub-  26  USC  6212. 
paragraph  (D). 

(D)  Section  6515  is  amended  by  striking  out  paragraph  26  USC  6515. 

(6)  . 

(E)  Section  6515,  as  amended  by  this  Act,  is  amended  by 
striking  out  paragraph  (2) ,  and  by  redesignating  paragraphs 

(3)  ,  (4),  (5),  (6),  (7),  and  (8)  as  paragraphs  (1),  (2),  (3), 

(4)  ,  (5),  and  (6)  respectively. 

(F)  The  table  of  parts  for  subchapter  Q  of  chapter  1  is 
amended  by  striking  out  the  item  relating  to  part  IV. 

(38)  AmEXDMEXT  C0XF0R3nXG  TO  THE  REPEAL  OF  SECTIOX  1342.  

The  table  of  sections  for  part  V  of  subchapter  Q  of  chapter  1  is 
amended  by  striking  out  the  item  relating  to  section  1342. 

(39)  AmEXD^^IEXTS  COXFORMIXG  to  the  repeal  of  SECTION 
1346.  

(A)  The  table  of  sections  for  part  Yl  of  subchapter  Q  of 
chapter  1  is  amended  bv  striking  out  the  item  relating  to  sec- 
tion 1346. 

(B)  Section  6504  is  amended  by  striking  out  paragraph  Post,  p.  1829. 

(7)  . 

(40)  Amendment  conforming  to  amendment  of  section 

137  2. — Section  58(d)  (2)  is  amended  bv  striking  out  ",  notwith-   26  USC  58. 
standing  the  provisions  of  section  1371(b)(1),". 

(41)  Amendment  conforming  to  the  repeal  of  section 
1465. — The  table  of  sections  for  subchapter  C  of  chapter  3  is 
amended  by  striking  out  the  item  relating  to  section  1465. 

(c)  Am:endments  to  Provisions  Referrixg  to  Territories. — 

(1)  Section  37(f)  is  amended  by  striking  out  "a  Territory,",  ^^^e,  p.  1559. 

(2)  Sections  105(e)  (2),  273,  and  454(b)  (2)  are  each  amended  26  USC  105, 
by  striking  out  ",  a  Territory,".  273,  454. 

(3)  Section  117(b)  (2)  (A)  (iv)  is  amended  by  striking  out  "a  26  USC  117. 
territory,". 

(4)  Section  162(a)  is  amended  by  striking  out  "territory".      26  USC  162. 

(5)  Section  581  is  amended  bv  striking  out  ",  of  any  State,  or  26  USC  581. 
of  any  Territory"  and  inserting  in  lieu  thereof  "or  of  any  State", 

and  by  striking  out  ",  Territorial,". 

(6)  Section   801(b)(3)    is   amended  by  striking  out  "or  26  USC  801. 
Territorial". 

(7)  Section  861(a)  (1)  is  amended  by  striking  out  ",  any  Ter-  26  USC  861. 
ritory,  any  political  subdivision  of  a  Territory,". 

(8)  Paragraphs  (6)  and  (7)  of  section  1014(b)  are  each  26  USC  1014. 
amended  by  striking  out  "Territory,". 

(9)  Section  1221  (5)  is  amended  by  striking  out  "or  Territory,".   26  USC  1221. 

(d)  Effecttv-e  Date.— Except  as  otherwise  expressly  provided  in  26  USC  2  note, 
this  section,  the  amendments  made  by  this  section  shall  apply  with 

respect  to  taxable  years  beginning  after  December  31, 1976.  The  amend- 
ments made  by  subsections  (a)  (29)  and  (b)  (10)  shall  apply  with 
respect  to  taxable  years  ending  after  the  date  of  the  enactment  of  this 
Act. 
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SEC.  1902.  AMENDMENTS  OF  SUBTITLE  B;  ESTATE  AND  GIFT  TAXES. 

(a)  In  General.— 

(1)  Amendments  OF  SECTION  2012. — 
26  use  2012.  (A)  Section  2012(b)  (relating  to  credit  for  gift  tax;  is 

amended — 

(i)  by  striking  out  "(b)  In  applying,"  and  inserting 
in  lieu  thereof  "(b)  Valuation  Reductions.— In  apply- 
ing  "  and 

(li)  by  striking  out  in  paragraphs  (2)  and  (3)  "deduc- 
tion)—then"  and  inserting  in  lieu  thereof  "deduction), 
then".  ^  .  ^ 

(B)  Section  2012(c)  (relating  to  gift  by  spouse  or  third 
-  ;  f       party)  is  amended  by  striking  out  "(c)  Where  the  decedent" 

and  inserting  in  lieu  thereof  "(c)  Where  Gift  Considered 
Made  One-Half  by  Spouse.— Where  the  decedent". 

(C)  Section  2012(d)(1)  (relating  to  computation  of 
amount  of  gift  tax)  is  amended  by  striking  out  "(d)  (1)  For 
purposes  of"  and  inserting  in  lieu  thereof  the  following: 

"(d)  Computation  of  Amount  of  Gift  Tax  Paid.^ — 
"(1)  Amount  of  tax. — For  purposes  of". 

(D)  Section  2012(d)  (2)  (relating  to  credit  for  gift  tax) 
is  amended  by  striking  out  "(2)  For  purposes"  and  inserting 
in  lieu  thereof:  "(2)  Amount  of  gift. — For  purposes". 

26  use  2013.  (2)  Amendments  of  section  2013. — Section  2013(d)(3)  is 

amended  by  striking  out  ",  or  the  corresponding  provision  of 
prior  law,". 

26  use  2038.  (3)  Amendment  of  section  2 o38.— Section  2038  (relating  to 

revocable  transfers)  is  amended  by  striking  out  subsection  (c) 
(relating  to  effect  of  disability  in  certain  cases) . 
( 4 )  Amendments  of  section  2055. — 
26  use  2055.  Section  2055(b)  (relating  to  powers  of  appointment) 

is  amended  to  read  as  follows : 
"(b)  Powers  of  Appointment. — Property  includible  in  the  dece- 
dent's gross  estate  under  section  2041  (relating  to  powers  of  appoint- 
ment) received  by  a  donee  described  in  this  section  shall,  for  purposes 
of  this  section,  be  considered  a  bequest  of  such  decedent." 

(B)   Section  2055(f)    (relating  to  cross  references)  is 
amended  to  read  as  follows: 
(f)  Cross  References. — 

"(1)  For  option  as  to  time  for  valuation  for  purpose  of  deduction 
under  this  section,  see  section  2032. 

"(2)  For  exemption  of  gifts  and  bequests  to  or  for  the  benefit  of 
Library  of  Congress,  see  section  5  of  the  Act  of  March  3,  1925,  as 
amended  (2  U.S.C.  161). 
"(3)  For  treatment  of  gifts  and  bequests  for  the  benefit  of  the  Office 
:  '  '        ^y'  of  Naval  Records  and  History  as  gifts  or  bequests  to  or  for  the  use 

of  the  United  States,  see  section  7222  of  title  10,  United  States  Code. 
"(4)  For  treatment  of  gifts  and  bequests  to  or  for  the  benefit  of 
"'J    -        National  Park  Foundation  as  gifts  or  bequests  to  or  for  the  use  of  the 
United  States,  see  section  8  of  the  Act  of  December  18,  1967  (16 
16  use  191.  U.S.C.  191). 

"(5)  For  treatment  of  gifts,  devises,  or  bequests  accepted  by  the 
Secretary  of  State  under  the  Foreign  Service  Act  of  1946  as  gifts, 
devices,  or  bequests  to  or  for  the  use  of  the  United  States,  see  section 
102Ue)  of  that  Act  (22  U.S.C.  809(e))  . 

"(6)  For  treatment  of  gifts  or  bequests  of  money  accepted  by  the 
Attorney  General  for  credit  to  'Commissary  Funds,  Federal  Prisons,* 
as  gifts  or  bequests  to  or  for  the  use  of  the  United  States,  see  section 
2  of  the  Act  of  May  15,  1952,  as  amended  by  the  Act  of  July  9,  1952 
(31  U.S.C.  725S-4). 
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"(7)  For  payment  of  tax  on  gifts  and  bequests  of  United  States  obli- 
gations to  the  United  States,  see  section  24  of  the  Second  Liberty 
Bond  Act  (31  U.S.C.  757e).  ^  ^ 

"(8)  For  treatment  of  gifts  and  bequests  for  benefit  of  the  rsaval 
Academy  as  gifts  or  bequests  to  or  for  the  use  of  the  United  States, 
see  section  6973  of  title  10,  United  States  Code. 

"(9)  For  treatment  of  gifts  and  bequests  for  benefit  of  the  Naval 
Academy  Museum  as  gifts  or  bequests  to  or  for  the  use  of  the  United 
States,  see  section  6974  of  title  10,  United  States  Code. 

"(10)  For  exemption  of  gifts  and  bequests  received  by  National 
Archives  Trust  Fund  Board,  see  section  2308  of  title  44,  United  States 
Code." 

(5)  Amendments  of  section  2106. — 

(A)  Section  2106(a)  (2)  (F)  (relating  to  cross  references   26  USC  2106. 
concerning  the  cliarital3le  deduction  for  estate  tax  purposes) 

is  amended  to  read  as  follows : 
"(F)  Cross  Keferences. — 

"(1)  For  option  as  to  time  for  valuation  for  purposes  of  deduc- 
tion under  this  section,  see  section  2032. 

"(2)  For  exemption  of  certain  bequests  for  the  benefit  of  the  United 
States  and  for  rules  of  construction  for  certain  bequests,  see  sec- 
tion 2C55(f)." 

(B)  Section  2106  (relating  to  taxable  estate  of  nonresi- 
dents) is  amended  by  striking  out  subsection  (c)  (relating  to 
treatment  of  United  States  bonds). 

(6)  Amendment  of  sections  2107  and  2108. — Section  2107(a) 

(relating  to  estate  tax  on  expatriates)  and  section  2108(a)  (relat-   ^^^^SC  2107, 
ing  to  application  of  pre-1967  estate  tax  provisions)  are  each 
amended  by  striking  out  "the  date  of  enactment  of  this  section" 
and  inserting  in  lieu  thereof  "Xovember  13, 1966". 

(7)  Amendment  relating  to  section  2201. — 

(A)  Section  6(b)  (1)  of  the  Act  of  January  2, 1975  (Pub- 
lic LaTv  93-597;  88  Stat.  1950)  is  amended  by  striking  out  26  USC  2201. 
"Section  2210"  and  inserting  in  lieu  thereof  "Section  2201". 

(B)  The  amendment  made  by  subsection  (A)  is  effective  26  USC  2201 
July  1, 1973. 

(8)  Eepeal  of  section  2202. — Section  2202  (relating  to  mis-  26  USC  2202. 
sionaries  in  foreign  service)  is  repealed. 

(9)  Amendment  of  section  2204. — The  last  sentence  of  sec- 
tion 2204(b)  (relating  to  the  discharge  from  personal  liability  of  26  USC  2204. 
a  fiduciary  other  than  the  executor)  is  amended  by  striking  out 

"has  not  been"  and  inserting  in  lieu  thereof  "has  been". 

(10)  AiiENDMENT  OF  SECTION  2501. — Sectiou  2501(a)  (1)  (relat-    26  USC  2501. 
ing  to  imposition  of  gift  tax)  is  amended  to  read  as  follows: 

"(1)  General  ritle. — A  tax.  computed  as  provided  in  section 
2502.  is  hereby  imposed  for  each  calendar  quarter  on  the  transfer 
of  property  by  gift  during  such  calendar  quarter  by  any  individ- 
ual, resident  or  nonresident." 

(11)  A:vrENDMENT  OF  SECTION  2  5  22. — Subscction  (d)  of  section  26  USC  2522. 
2522  (relating  to  cross  references)  is  amended  to  read  as  follows: 

"(d)  Cross  Reference. — 

**For  exemption  of  certain  gifts  to  or  for  the  benefit  of  the  United 
States  and  for  rules  of  construction  with  respect  to  certain  gifts,  see 
section  2055(f).*' 

(12)  Amend:ments  to  sections  referring  to  territories. — 
(A)  The  following  provisions  are  each  amended  by  strik- 
ing out  "Territory,":  sections  2055(a)  (1),  2056(c)  (2)  (B),    26  USC  2055, 
and  2106(a)  (2)  (A)  (i).  2056,  2106. 
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26  use  2011, 
2053. 

26  use  2016. 
26  use  2522. 
26  use  2523. 


26  use  6503. 


26  use  6167. 


26  use  2011 
note. 


26  use  2501 
note. 


26  use  3101. 
26  use  3111. 


26  use  3113. 


26  use  3121. 


(B)  The  following  provisions  are  each  amended  by  strik- 
ing out  "or  Territory":  sections  2011(a),  2011(e),  and  2053 
(d). 

(C)  Section  2016  is  amended  by  striking  out  "Territory 
or". 

(D)  Sections  2522(a)(1)  and  2522(b)(1)  are  each 
amended  by  striking  out  "Territory,". 

(E)  Section  2523(f)  (1)  is  amended  by  striking  out  "Ter- 
ritory, or". 

(b)  Conforming  and  Clerical  Amendments. — 

(1)  Amendment  conforming  to  repeal  of  section  2202. — The 
table  of  sections  for  subchapter  C  of  chapter  11  is  amended  by 
striking  out  the  item  relating  to  section  2202. 

(2)  Amendments  conforming  to  amendment  of  section  2055. — 

(A)  Section  6503,  as  amended  by  this  Act,  is  amended  by 
striking  out  subsection  (e),  and  by  redesignating  subsections 
(f),  (g),  (h),  and  (i)  as  subsections  (e),  (f),  (g),  and  (h), 
respectively. 

(B)  Section  6167(h)  (2)  is  amended  by  striking  out  "sec- 
tion 6503(f)"  and  inserting  in  lieu  thereof  "section  6503(e)". 

(c)  Effective  Dates. — 

(1)  Estate  tax  amendments. — The  amendments  made  by 
paragraphs  (1)  through  (10) ,  and  paragraphs  (14)  (A),  (B),and 
(C),  of  subsection  (a),  and  by  subsection  (b)  shall  apply  in  the 
case  of  estates  of  decedents  dying  after  the  date  of  the  enactment 
of  this  Act,  and  the  amendment  made  by  paragraph  (11)  of  sub- 
section (a)  shall  apply  in  the  case  of  estates  of  decedents  dying 
after  December  31, 1970. 

(2)  Gift  tax  amendments. — The  amendments  made  by  para- 
graphs (12),  (13),  and  (14)  (D)  and  (E)  of  subsection  (a)  shall 
apply  with  respect  to  gifts  m.ade  after  December  31,  1976. 

SEC.  1903.  AMENDMENTS  OF  SUBTITLE  C;  EMPLOYMENT  TAXES, 
(a)  In  General. — 

(1)  Amendments  of  sections  3101  and  3111. — 

(A)  Section  3101(a)  (relating  to  rate  of  tax  on  employees 
for  old-age,  survivors,  and  disability  insurance)  and  section 
3111  (a)  (relating  to  rate  of  tax  on  employers  for  such  insur- 
ance) are  each  amended  by  striking  out  paragraphs  (1),  (2), 
(3),  and  (4),  and  by  redesignating  paragraphs  (5)  and  (6) 
as  paragraphs  (1)  and  (2),  respectively. 

(B)  Section  3101(b)  (relating  to  rate  of  tax  on  employees 
for  hospital  insurance)  and  section  3111(b)  (relating  to  rate 
of  tax  on  employers  for  such  insurance)  are  each  amended 
by  striking  out  paragraphs  (1)  and  (2),  and  by  redesignat- 
ing paragraphs  (3),  (4),  (5),  and  (6)  as  paragraphs  (1), 
(2),  (3),  and  (4),  respectively. 

(2)  Repeal  of  section  3113. — Section  3113  (relating  to  appli- 
cation of  social  security  tax  on  District  of  Columbia  credit  unions) 
is  repealed. 

(3)  Amendments  of  section  3121. — 

(A)  Section  3121(b)  (relating  to  employment)  is 
amended' — 

(i)  by  striking  out  "performed  after  1936  and  prior  to 
1955  which  was  employment  for  purposes  of  subchapter 
A  of  chapter  9  of  the  Internal  Revenue  Code  of  1939 
under  the  law  applicable  to  the  period  in  which  such 
service  was  performed,  and  any  service,  of  whatever 
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nature,  performed  after  1954''  and  inserting  in  lieu 
thereof    of  whatever  nature,  performed",  and 

(ii)  by  striking  out  in  the  case  of  service  performed 
after  1954.". 

(B)  Section  3121(b)(1)  is  amended  by  striking  out  "65    26  USC  3121. 
Stat.  119:" 

(C)  Section  3121  (b)  (6)  (B)  (v)  is  amended  by  striking 
out  "Secretary  of  the  Treasury*'  and  inserting  in  lieu  thereof 
"Secretary  of  Transportation'". 

(D)  Section  3121(g)(3)  (relating  to  agricultural  labor) 
is  amended  b}'  striking  out  "46  Stat.  1550,  §  3 ;". 

(E)  Section  3121  (k)  (1)  (relating  to  exemption  of  certain 
organizations)  is  amended  by  striking  out  subparagraphs 
(F)  and  (H)  and  by  redesignating  subparagraph  (G)  as 
subparagraph  (F). 

(F)  Section  3121(1)  (2)  (relating  to  employees  of  foreign 
subsidiaries)  is  amended  by  striking  out ",  but  in  no  case  prior 
to  January  1,  1955". 

(G)  Section  3121  (m)(l)  (relating  to  sendee  in  the  imi- 
formed  services)  is  amended  by  striking  out  "after  Decem- 
ber 1956''. 

(4)  AMEND:\rKNTS  OF  SECTION  ;u2  2. — The  last  sentence  of  section 

3122  (relating  to  Federal  service)  is  amended  by  striking  out   26  USC  3122. 
"Secretary'*  each  place  it  appears  and  inserting  in  lieu  thereof 
"Secretary  of  Transportation". 

(5)  Amendment  of  section  3125. — Section  3125(c)  (relating  26  USC  3125. 
to  returns  in  the  case  of  Governmental  employees  in  the  District 

of  Columbia)  is  amended  by  striking  out  "Commissioners  of  the 
District  of  Columbia  or  such  agents  as  they  may  designate''  and 
by  inserting  in  lieu  thereof  "Mayor  of  the  District  of  Columbia 
or  such  agents  as  he  may  designate". 

(6)  Amendment  of  section  .:!20i. — Section  3201  (relating  to  26  USC  3201. 
rate  of  tax  on  railroad  employees)  is  amended — 

(A)  by  striking  out  "of  the  Internal  Revenue  Code  of  1954" 
each  place  it  appears; 

(B)  by  striking  out  "of  such  Code"; 

(C)  by  striking  out  "after  September  30,  1973,  as  is"  and 
inserting  in  lieu  thereof  "as  is";  and 

(D)  by  striking  out  "any  month  after  September  30,  1973" 
and  inserting  in  lieu  thereof  "any  month". 

(7)  Amendments  of  section  3202. — 

(A)  The  second  sentence  of  section  3202(a)  (relating  to   26  USC  3202. 
reduction  of  tax  by  railroad  employer)  is  amended — 

(i)  by  striking  out  "after  September  30,  1973,"  each 
place  it  appears; 

(ii)  by  striking  out  "after  September  30,  1973  and 
the  aggregate"  and  inserting  in  lieu  thereof  "and  the 
aggregate" ; 

(iii)  by  striking  out  "of  the  Internal  Revenue  Code  of 
1954''  each  place  it  appears;  and 

(iv)  by  inserting  a  comma  immediately  after  "for  any 
month"  each  place  it  appears. 

(B)  Section  3202(b)  (relating  to  indemnification  of 
employer)  is  amended  by  striking  out  "made". 

(8)  Amendments  OF  section  3211. — Section  3211(a)  (relating  26  USC  3211. 
to  rate  of  tax  on  railroad  employee  representatives)  is  amended — 
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(A)  by  striking  out  "3111(a),  3111(b)"  and  inserting  in 
lieu  thereof  "3111(a),  and  3111(b)"; 

(B)  by  striking  out  "of  the  Internal  Revenue  Code  of 
1954"  each  place  it  appears; 

(C)  by  striking  out  "rendered  by  him  after  September  30, 
1973,"  and  inserting  in  lieu  thereof  "rendered  by  him" ;  and 

(D)  by  striking  out  "after  September  30,  1973". 
(9)  Amendments  of  section  3221. — 

26  use  3221.  (A)  The  first  sentence  of  section  3221(a)  (relating  to  rate 

of  tax  on  railroad  employers)  is  amended — 

(i)  by  striking  out  "after  September  30,  1973,"  each 
place  it  appears; 

(ii)  by  striking  out  "after  September  30,  1973;  except 
that"  and  inserting  in  lieu  thereof  ",  except  that"; 

(iii)  by  striking  out  "after  September  30,  1973  of 
the  aggregate"  and  inserting  in  lieu  thereof  "of  the 
aggregate"; 

(iv)  by  striking  out  "of  the  Internal  Revenue  Code 
of  1954"  each  place  it  appears ;  and 

(v)  by  inserting  a  comma  before  "the  tax  imposed". 

(B)  Section  3221(b)  (relating  to  rate  of  tax  on  railroad 
employers)  is  amended  to  read  as  follows: 

"(b)  The  rate  of  tax  imposed  by  subsection  (a)  shall  be  increased 
by  the  rate  of  tax  imposed  with  respect  to  wages  by  section  3111(a) 
plus  the  rate  imposed  by  section  3111(b)." 

(C)  Section  3221(c)  (relating  to  additional  railroad 
retirement  tax)  is  amended — 

(i)  by  striking  out  "(1)  at  the  rate  of  2  cents  for  the 
period  beginning  November  1,  1966,  and  ending  March 
31,  1970,  and  (2}  commencing  April  1, 1970,"  and 

(ii)  by  striking  out  "commencing  with  the  quarter 
beginning  April  1,  1970". 

(10)  Amendments  or  section  3231. — 
26  use  3231.  (A)  Section  3231(a)  (defining  employer)  is  amended  by 

striking  out  "44  Stat.  577;". 

(B)  Section  3231(b)  (defining  employee)  is  amended  by 
striking  out  "50  Stat.  312;". 

(C)  Section  3231  (c)  (defining  employee  representative)  is 
amended  by  striking  out  "44  Stat.  577;". 

(D)  Section  3231(d)  (7)  (defining  service)  is  amended  by 
striking  out  "50  Stat.  308;". 

26  use  3301.  (11)  Amendments  of  section  3301. — Section  3301  (relating  to 

Federal  unemployment  tax  rate)  is  amended — 

(A)  by  striking  out  "the  calendar  year  1970  and  each  calen- 
dar year  thereafter"  and  inserting  in  lieu  thereof  "each  calen- 
dar year",  and 

(B)  by  striking  out  the  last  sentence. 
(12)  Amendments  of  section  3302. — 

26  use  3302.  (A)  Section  3302(a)  (relating  to  credits  against  tax)  is 

amended  by  striking  out  "(10-month  period  in  the  case  of 
October  31,  1972)". 

(B)  Section  3302(b)  (relating  to  additional  credit)  is 
amended — 

(i)  by  striking  out  "(lO-month  period  in  the  case  of 
October  31,  1972)",  and 
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(ii)  by  striking  out  "12  or  10-month  period,  as  the 
case  may  be,"  and  inserting  in  lieu  thereof  "12-month 

(cYoT^Section  3302(c)  (relating  to  limitation  on  credits  26  USC  3302. 
against  unemployment  tax)  is  amended  by  striking  out  para- 
graph (2)  and  the  unnumbered  paragraph  immediately  fol- 
lowing such  paragraph  (2)  (relating  to  advances  made  to  a 
State  unemployment  account  before  September  13,  1960), 
and  by  redesignating  paragraphs  (3)  and  (4)  as  paragraphs 
(2)  and  (3),  respectively. 

(ii)  Section  3302(c)(2)  (relating  to  advances  made  to  a 
State  unemployment  account  after  September  12,  1960),  as 
redesignated  by  clause  (i)  of  this  subparagraph,  is  amended 
by  striking  out  "on  or  after  the  date  of  the  enactment  of  the 
Employment  Security  Act  of  1960",  and  by  striking  out 
"paragraphs  (1)  and  (2)"  and  inserting  in  lieu  thereof 
"paragraph  (1)". 

(iii)  Section  3302(c)(3)  (relating  to  reductions  with 
respect  to  certain  agreements  under  the  Trade  Act  of  1974) ,  as 
redesignated  by  clause  (i)  of  this  subparagraph,  is  amended 
by  striking  out  "paragraphs  (1),  (2),  and  (3)"  and  inserting 
in  lieu  thereof  "paragraphs  (1)  and  (2)". 

(iv)  Section  3302(d)  (3)  (relating  to  effect  of  repayment 
of  advances)  is  amended  by  striking  out  "or  (3) ". 

(v)  Section  3302(d)  (4),  (5),  and  (6)  (relating  to  special 
rules)  are  each  amended  by  striking  out  "subsection  (c)  (3)" 
each  place  it  ai:)pears  and  inserting  in  lieu  thereof  "subsection 
(c)(2)". 

(vi)  Section  3302(d)(7)  (relating  to  determination  and 
certification  of  percentages)  is  amended  by  striking  out  "sub- 
section (c)  (3)  (B)  or  (C)"  and  inserting  in  lieu  thereof  "sub- 
section (c)(2)(B)  or  (C)". 

(D)  Section  3302(d)  (relating  to  special  rules  for  credits 
against  the  unemployment  tax)  is  amended  by  striking  out 
paragraph  (8)  (a  cross  reference). 

(13)  Amexdments  to  section  3  30  3. — Section  3303 (b)  (relating  26  USC  3303. 
to  certification  with  respect  to  additional  credit  allowance)  is 

amended — 

(A)  by  striking  out  "(10-month  period  in  the  case  of 
October  31, 1972)"  each  place  it  appears, 

( B )  by  striking  out  "12  or  10-month  period,  as  the  case  may 
be,"  each  place  it  appears  in  paragraphs  (1)  and  (2),  and 
inserting  in  lieu  thereof  "12-month  period",  and 

(C)  by^  striking  out  "12  or  10-month  period,  as  the  case 
may  be,"  in  paragraph  (3)  and  inserting  in  lieu  thereof  "12- 
month  period,". 

(14)  Amendments  to  section  3  3  04. — 

(A)  Section  3304(a)(3)    (relating  to  requirements)   is   26  USC  3304. 
amended  by  striking  out  "49  Stat.  640;  52  Stat.  1104,  1105;". 

(B)  Section  3304(c)  (relating  to  certification)  is  amended 
by  striking  out  "(10-month  period  in  the  case  of  October  31, 
1972)". 

(15)  Amendments  of  section  3305. — 

(A)  Section  3305  (ff)    (relating  to  vessels  operated  by   26  USC  3305. 
general  agents  of  the  United  States)  is  amended  by  striking 
out  "on  or  after  July  1, 1953,". 
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26  use  3305.  (B)  Section  3305(h)  (relating  to  certain  contributions  to 

States)  is  amended  by  striking  out  "on  or  after  July  1,  1953, 
and". 

(C)  Section  3305 (j)  (relating  to  denial  of  credits  in  cer- 
tain cases)  is  amended  by  striking  out  "after  December  31, 
1971,". 

(16)  Amendments  of  section  330  6. — 
26  use  3306.  (A)  Section  3306(c)  (9)  ( relating  to  the  exclusion  of  serv- 

ice performed  by  certain  employees  and  employee  representa- 
tives from  the  definition  of  employment)  is  amended  by 
striking  out  "52  Stat.  1094, 1095 ;".  _ 

(B)  Section  3306(c)  (18)  (relating  to  the  exclusion  of  cer- 
tain service  performed  by  nonresident  aliens  from  the  defini- 
tion of  employment)  is  amended  by  inserting  after  the 
"Immigration  and  Nationality  Act,  as  amended"  the  follow- 
ing:  "(8  U.S.C.  1101(a)  (15)  (F)  or  (J))". 

(C)  Section  3306(f)  (relating  to  the  definition  of  an 
unemployment  fund)  is  amended  by  striking  out  "49  Stat. 
640;  52  Stat.  1104,  1105;". 

(D)  Section  3306 (n)  (relating  to  vessels  operated  by  gen- 
eral agents  of  the  United  States)  is  amended  by  striking  out 
"on  or  after  July  1, 1953,". 

26  use  3402.  (17)  Amendment  of  section  3402.— Section  3402(1)  (3)  (B) 

(relating  to  marital  status)  is  amended  by  striking  out  "section 
2(b) "  and  inserting  in  lieu  thereof  "section  2(a) ". 

(b)  Amendment  Conforming  to  the  Repeal  of  Section  3113. — 
The  table  of  sections  for  subchapter  B  of  chapter  21  is  amended  by 
striking  out  the  item  relating  to  section  3113. 

(c)  Amendments  to  Provisions  Referring  to  Territories. — Sec- 
26  use  3401,      tions  3401  (c)  and  3404  are  each  amended  by  striking  out  "Territory," 

each  place  it  appears. 
26  use  3101  (d)  Effective  Dates. — The  amendments  made  by  this  section  shall 

■^ote.  apply  with  respect  to  wages  paid  after  December  31, 1976,  except  that 

the  amendments  made  to  chapter  22  of  the  Internal  Revenue  Code  of 
26  use  3201.      1954  shall  apply  with  respect  to  compensation  paid  for  services  ren- 
dered after  December  31, 1976. 

SEC.  1904.  AMENDMENTS  OF  SUBTITLE  D;  MISCELLANEOUS  EXCISE 
TAXES. 

(a)  In  General. — 

(1)  Amendments  or  chapter  31. — 

(A)  So  much  of  chapter  31  (relating  to  retailers  excise 
taxes)  as  precedes  section  4041  is  amended  to  read  as  follows : 

"CHAPTER  31— SPECIAL  FUELS 

"Sec.  4041.  Imposition  of  tax." 
26  use  4041.  (B)  Section  4041(g)   (relating  to  exemptions  from  fuel 

taxes)  is  amended  to  read  as  follows : 
"(g)  Other  Exemptions. — Under  regulations  prescribed  by  the 
Secretary,  no  tax  shall  be  imposed  under  this  section — 

"(1)  on  any  liquid  sold  for  use  or  used  as  supplies  for  vessels 
or  aircraft  (within  the  meaning  of  section  4221(d)  (3)) ; 

"(2)  with  respect  to  the  sale  of  any  liquid  for  the  exclusive  use 
of  any  State,  any  political  subdivision  of  a  State,  or  the  District 
of  Columbia,  or  with  respect  to  the  use  by  any  of  the  foregoing  of 
any  liquid  as  a  fuel ; 
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"(3)  upon  the  sale  of  any  liquid  for  export,  or  for  shipment  to 
a  possession  of  the  United  States,  and  in  due  course  so  exported 
or  shipped :  and 

"  (4)  with  respect  to  the  sale  of  any  liquid  to  a  nonprofit  educa- 
tional organization  for  its  exclusive  use,  or  with  respect  to  the  use 
by  a  nonprofit  educational  organization  of  any  liquid  as  a  fuel. 
For  purposes  of  paragraph  (4),  the  term  'nonprofit  educational  orga- 
nization' means  an  educational  organization  described  in  section  170  (b) 
(1)  (A)  (ii)  which  is  exempt  from  income  tax  under  section  501(a). 
The  term  also  includes  a  school  operated  as  an  activity  of  an  organiza- 
tion de.-cribed  in  section  501(c)  (3)  which  is  exempt  from  income  tax 
under  section  501(a),  if  such  school  normally  maintains  a  regular 
faculty  and  curriculum  and  normally  has  a  regularly  enrolled  body  of 
pupils  or  students  in  attendance  at  the  pluce  where  its  educational 
activities  are  regularly  carried  on.*' 

(C)  Section  4011  (relating  to  tax  on  fuels)  is  amended  by 
adding  at  the  end  thereof  the  following  new  subsection : 

"(i)  Sales  by  Uxited  States,  Etc. — The  taxes  imposed  b}^  this  sec- 
tion shall  apply  with  respect  to  liquids  sold  at  retail  by  the  United 
States,  or  by  any  agency  or  instrumentality  of  the  Ignited  States, 
unless  sales  by  such  agenc}^  or  instrumentality  are  by  statute  specifi- 
cally exempted  from  such  taxes." 

(D)  Chapter  31  is  amended  by  striking  out  section  4042 
(a  cross  refeience)  and  subchapter  F  (special  provisions 
applicable  to  retailers  taxes). 

(2)  A:vrEXDMEXTS  or  sectiox  421 6. — 

(A)  Section  4216  (relating  to  definition  of  price)  is 
amended  by  redesignating  subsections  (e),  (f),  and  (g)  as 
subsections  (d),  (e),and  (f) ,  respectively. 

(B)  Paragraphs  (3),  (4),  and  (5)  of  section  4216(b) 
(relating  to  constructive  sales  price)  are  each  amended  by 
striking  out  "subsections  (a)  and  (f)"  each  place  it  appears 
and  inserting  in  lieu  thereof  "subsections  (a)  and  (e)". 

(3)  Amexdmext  of  sectiox  4217. — Section  4217(d)  (relating 
to  lease  treated  as  sale)  is  amended  by  striking  out  paragraph  (4) 
(relating  to  certain  1958  transitional  rules). 

(4)  Repeal  of  sectiox  4220. — Section  4226  (relating  to  floor- 
stock  taxes  imposed  before  1967)  is  repealed. 

(5)  Amexdmext  of  sectiox  4227. — Section  4227  (relating  to 
cross  references)  is  amended  to  read  as  follows: 

"SEC.  4227.  CROSS  REFERENCE. 

"For  credit  for  taxes  on  tires  and  inner  tubes,  see  section  6416(c)." 

(6)  Amexdmext  of  section  4253. — Section  4253  (relating  to 
exemptions  from  the  tax  on  communications  services)  is  amended 
by  adding  at  the  end  thereof  the  following  new  subsections: 

"(i)  State  axd  Local  Go\^rxmextal  Exemptiox. — Under  regula- 
tions prescribed  by  the  Secretary,  no  tax  shall  be  imposed  under 
section  4251  upon  any  payment  received  for  services  or  facilities 
furnished  to  the  government  of  any  State,  or  any  political  subdivision 
thereof,  or  the  District  of  Columbia. 

"(j)  Exemptiox  for  Xoxprofit  Educatioxal  Orgaxizatioxs. — 
Under  regulations  prescribed  by  the  Secretary,  no  tax  shall  be 
imposed  under  section  4251  on  any  amount  paid  by  a  nonprofit  educa- 
tional organization  for  s^^rvices  or  facilities  furnished  to  such  organiza- 
tion. For  purposes  of  this  subsection,  the  term  'nonprofit  educational 
organization'  means  an  educational  organization  described  in  section 


"Nonprofit 
educational 
organization." 
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170(b)  (1)  (A)  (ii)  which  is  exempt  from  income  tax  under  section 
501(a).  The  term  also  includes  a  school  operated  as  an  activity  of  an 
organization  described  in  section  501(c)(3)  which  is  exempt  from 
income  tax  under  section.  501(a),  if  such  school  normally  maintains 
a  regular  faculty  and  curriculum  and  normally  has  a  regularly 
enrolled  body  of  pupils  or  students  in  attendance  at  the  place  where  its 
educational  activities  are  regularly  carried  on." 
( 7 )  Amendments  of  section  4  2  g  i . — 
26  use  4261.  (A)  Subsections  (a)  and  (b)  of  section  4261  (relating  to 

tax  on  transportation  of  persons  by  air)  are  each  amended  by 
striking  out  "which  begins  after  June  30, 1970,". 

(B)  Section  4261(c)  is  amended  by  striking  out  "and 
begins  after  June  30, 1970". 
26  use  4271.  (8)  Amendment  of  section  4271. — Section  4271  (a)  (relating  to 

tax  on  transportation  of  property  by  air)  is  amended  by  striking 
out  "which  begins  after  June  30, 1970,". 
26  use  4292.  (9)  Repeal  of  section  4292. — Section  4292  (relating  to  State 

and  local  governmental  exemption  from  the  tax  on  communica- 
tions services)  is  repealed. 
26  use  4294.  (10)   Repeal  of  section  4294. — Section  4294   (relating  to 

exemption  of  nonprofit  educational  organizations  from  the  tax  on 
communications  services)  is  repealed. 
26  use  4295.  (11)  Repeal  or  section  4295. — Section  4295  (a  cross  reference) 

is  repealed. 

( 12)  Amendment  of  chapter  34. — Chapter  34  (relating  to  doc- 
umentary stamp  taxes)  is  amended  to  read  as  follows: 

"CHAPTER  34— policies  ISSUED  BY  FOREIGN 

INSURERS 


"Sec.  4371.  Imposition  of  tax. 
"Sec.  4372.  Definitions. 
"Sec.  4373.  Exemptions. 
"Sec.  4374.  Liability  for  tax. 

26  use  4371.       "SEC.  4371.  IMPOSITION  OF  TAX. 

"There  is  hereby  imposed,  on  each  policy  of  insurance,  indemnity 
bond,  annuity  contract,  or  policy  of  reinsurance  issued  by  any  foreign 
insurer  or  reinsurer,  a  tax  at  the  following  rates : 

"(1)  Casualty  insurance  and  indemnity  bonds. — 4  cents  on 
each  dollar,  or  fractional  part  thereof,  of  the  premium  paid  on 
the  policy  of  casualty  insurance  or  the  indemnity  bond,  if  issued 
to  or  for,  or  in  the  name  of,  an  insured  as  defined  in  section 
4372(d); 

"(2)  Life  insurance,  sickness  and  accident  policies,  and 
ANNUITY'  CONTRACTS. — 1  Cent  ou  cacli  dollar,  or  fractional  part 
thereof,  of  the  premium  paid  on  the  policy  of  life,  sickness,  or 
accident  insurance,  or  annuity  contract,  unless  the  insurer  is  sub- 
ject to  tax  under  section  819 ;  and 

"(3)  Reinsurance. — 1  cent  on  each  dollar,  or  fractional  part 
thereof,  of  the  premium  paid  on  the  policy  of  reinsurance  cover- 
ing any  of  the  contracts  taxable  under  paragraph  (1)  or  (2) . 
26  use  4372.       "SEC.  4372.  DEFINITIONS. 

"  ( a)  Foreign  Insurer  or  Reinsurer. — For  purposes  of  section  4371, 
the  term  'foreign  insurer  or  reinsurer'  means  an  insurer  or  reinsurer 
who  is  a  nonresident  alien  individual,  or  a  foreign  partnership,  or  a 
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foreign  corporation.  The  term  includes  a  nonresident  alien  individual, 
foreign  partnership,  or  foreign  corporation  which  shall  become  bound 
by  an  obligation  of  the  nature  of  an  indemnity  bond.  The  term  does 
not  include  a  foreign  government,  or  municipal  or  other  corporation 
exercising  the  taxing  power. 

'•(b)  Policy  of  Casualty  Insurance. — For  purposes  of  section 
4371(1),  the  term  'policy  of  casualty  insurance'  means  any  policy   Ante,  ip.  1812. 
(other  than  life)  or  other  instrument  by  whatever  name  called  whereby 
a  contract  of  insurance  is  made,  continued,  or  renewed. 

''(c)  Indemnity  Bond. — For  purposes  of  this  chapter,  the  term 
'indemnity  bond'  means  any  instrument  by  whatever  name  called 
whereby  an  obligation  of  the  nature  of  an  indemnity,  fidelity,  or  surety 
bond  is  made,  continued,  or  renewed.  The  term  includes  any  bond  for 
indemnifying  any  person  who  shall  have  become  bound  or  engaged  as 
surety,  and  any  bond  for  the  due  execution  or  performance  of  any  con- 
tract, obligation,  or  requirement,  or  the  duties  of  any  office  or  position, 
and  to  account  for  money  received  by  virtue  thereof,  where  a  premium 
is  charged  for  the  execution  of  such  bond. 

"(d)  Insured. — For  purposes  of  section  4371  (1) ,  the  term  'insured' 
means — 

"(1)  a  domestic  corporation  or  partnership,  or  an  individual 
resident  of  the  United  States,  against,  or  with  respect  to,  hazards, 
risks,  losses,  or  liabilities  wholly  or  partly  within  the  United 
States,  or 

"  (2)  a  foreign  corporation,  foreign  partnership,  or  nonresident 
individual,  engaged  in  a  trade  or  business  within  the  United 
States,  against,  or  with  respect  to,  hazards,  risks,  losses,  or  lia- 
bilities within  tlie  United  States. 
"  (e)  Policy  of  Life,  Sickness,  or  Accident  Insurance,  or  Annu- 
ity Contract. — For  purposes  of  section  4371(2),  the  term  'policy  of 
life,  sickness,  or  accident  insurance,  or  annuity  contract'  means  any 
policy  or  other  instrument  by  whatever  name  called  whereby  a  contract 
of  insurance  or  an  annuity  contract  is  made,  continued,  or  renewed 
with  respect  to  the  life  or  hazards  to  the  person  of  a  citizen  or  resident 
of  the  United  States. 

"(f)  Policy  of  Reinsurance. — For  purposes  of  section  4371(3), 
the  term  'policy  of  reinsurance'  means  any  policy  or  other  instrument 
by  whatever  name  called  whereby  a  contract  of  reinsurance  is  made, 
continued,  or  renewed  against,  or  with  respect  to,  any  of  the  hazards, 
risks,  losses,  or  liabilities  covered  bv  contracts  taxable  under  paragraph 

(1)  or  (2)  of  section  4371.   

"SEC.  4373.  EXEMPTIONS.  26  USC  4373. 

"The  tax  imposed  by  section  4371  shall  not  apply  to — 

"(1)  Domestic  agent. — Any  policy,  indemnity  bond,  or  annu- 
ity contract  signed  or  countersigned  by  an  officer  or  agent  of  the 
insurer  in  a  State,  or  in  the  District  of  Columbia,  within  which 
such  insurer  is  authorized  to  do  business ;  or 

"(2)  Indemnity  bond. — Any  indemnity  bond  required  to  be 
filed  by  any  person  to  secure  payment  of  any  pension,  allowance, 
allotment,  relief,  or  insurance  by  the  United  States,  or  to  secure 
a  duplicate  for.  or  the  payment  of,  any  bond,  note,  certificate 
of  indebtedness,  war-saving  certificate,  warrant,  or  check,  issued 
by  the  United  States. 
"SEC.  4374.  LIABILITY  FOR  TAX.  26  USC  4374. 

"The  tax  imposed  by  this  chapter  shall  be  paid,  on  the  basis  of  a 
return,  by  any  person  who  makes,  signs,  issues,  or  sells  any  of  the 
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documents  and  instruments  subject  to  the  tax,  or  for  whose  use  or 
benefit  the  same  are  made,  signed,  issued,  or  sold.  The  United  States 
or  any  agency  or  instrumentality  thereof  shall  not  be  liable  for  the 
tax." 

(13)  Amendment  of  section  4493. — 

26  use  4493.  (A)  Section  4493(b)(1)    (relating  to  certain  persons 

engaged  in  foreign  air  commerce)  is  amended  by  striking  out 
"beginning  on  or  after  July  1, 1970". 

(B)  Section  4493(b)  (2)  is  amended  by  striking  out  the 
last  sentence. 

(14)  Amendment  of  chapter  37. — So  much  of  chapter  37  as 
precedes  section  4501  (relating  to  tax  on  sugar)  is  amended  to  read 
as  follows : 

"CHAPTER  37— SUGAR 


"Sec.  4.501.  Imposition  of  tax. 
"Sec.  4.502.  Definitions. 
"Sec.  4503.  Exemptions  for 
consumption." 


sugar     manufactured     for  home 


26  use 
4591-4597. 

26  use 
4801-4806. 

26  use 

4811-4826. 

26  use 

4881-4886. 
26  use  4901. 


26  use  4905. 


26  use 

4911-4931. 

26  use  4911 
note. 


26  use  4973. 


(15)  Kepeal  of  sections  45  91  THROUGH  45  9  7. — Chapter  38 
(relating  to  import  taxes  on  oleomargarine)  is  repealed. 

(16)  Repeal  of  sections  4  80i  through  4  8  06. — Subchapter  B 
of  chapter  39  (relating  to  tax  on  white  phosphorus  matches)  is 
repealed. 

(17)  Repeal  of  sections  48 ii  through  4826. — Subchapter  C  of 
chapter  39  (relating  to  tax  on  unadulterated  butter)  is  repealed. 

( 18 )  Repeal  of  sections  4 8  8 1  through  4 8 8  6. — Subchapter  E  of 
chapter  39  (relating  to  tax  on  circulation  other  than  of  national 
banks)  is  repealed. 

(19)  Amendment  of  section  4901. — Section  4901  (relating  to 
payment  of  occupational  taxes)  is  amended  by  striking  out  sub- 
section (c). 

(20)  Amendment  of  section  4905. — Section  4905(a)  (relating 
to  liability  for  occupational  taxes  in  case  of  death  or  change  of 
location)  is  amended  by  striking  out  "wife"  and  inserting  in  lieu 
thereof  "spouse". 

(21)  Repeal  of  section  4911  through  4931. — 

(A)  Chapter  41  (relating  to  interest  equalization  tax)  is 
repealed. 

(B)  The  repeal  made  by  subparagraph  (A)  shall  apply 
with  respect  to  acquisitions  of  stock  and  debt  obligations 
made  after  June  30,  1974. 

(22)  Amendments  of  section  4973. — 

(A)  So  much  of  section  4973(a)  (relating  to  tax  on  excess 
contributions)  as  follows  "of  any  individual,"  in  paragraph 
(3)  thereof  is  amended  to  read  as  follows: 
"there  is  imposed  for  each  taxable  year  a  tax  in  an  amount  equal 
to  6  percent  of  the  amount  of  the  excess  contributions  to  such 
individual's  accounts,  annuities,  or  bonds  (determined  as  of  the 
close  of  the  taxable  year) .  The  amount  of  such  tax  for  any  taxable 
year  shall  not  exceed  6  percent  of  the  value  of  the  account, 
annuity,  or  bond  (determined  as  of  the  close  of  the  taxable  year). 
In  the  case  of  an  endowment  contract  described  in  section  408(b), 
the  tax  imposed  by  this  section  does  not  apply  to  any  amount 
allocable  to  life,  health,  accident,  or  other  insurance  under  such 
contract.  The  tax  imposed  by  this  subsection  shall  be  paid  by  such 
individual." 
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(B)  Section  4973(c)  is  amended  by  striking  out  "subsec-   26  USC  4973. 
tion  (a)(3)"  and  inserting  in  lieu  thereof  '^subsection  (a) 
(2)». 

(b)  Conforming  and  Clerical  Amendments. — 

( 1 )  Amendments  conforming  to  amendment  of  chapter  3 1 . — 

(A)  Section  6416(a)(1)   is  amended  by  striking  out    26  USC  6416. 
"(retailers  taxes)"  and  inserting  in  lieu  thereof  "(special 

fuels)". 

(B)  Section  6416(e)  is  amended  by  striking  out  "subchap- 
ter E  of". 

(2)  Amendment  conforming  to  amendment  of  section 
4216. — Section  6416(b)(1)  is  amended  by  striking  out  "section 
4216(f)  (2)  and  (3)"  and  inserting  in  lieu  thereof  "section  4216 
(e)  (2)  and  (3)". 

(3)  Amendment  conforming  to  the  repeal  of  section  4226. — 
The  table  of  sections  for  subchapter  G  of  chapter  32  is  amended 
by  striking  out  the  item  relating  to  section  4226. 

(4)  A:mendment  conforming  to  the  repeal  of  sections  4292, 
4294,  AND  42  9  5. — The  table  of  sections  for  subchapter  E  of  chapter 
33  is  amended  by  striking  out  the  items  relating  to  sections  4292, 
4294,  and  4295. 

(5)  Amendments  conforming  to  the  amendment  of  chapter 

34. — 

(A)  Section  7270  is  amended  by  striking  out  "the  affixing  26  USC  7270. 
of  stamps  on  insurance  policies,  etc."  and  inserting  in  lieu 

thereof  "liability  for  tax  on  policies  issued  by  foreign 
insurers". 

(B)  Section  6808  is  amended  by  striking  out  paragraph   26  USC  6808. 
(4). 

(6)  Amendments  conforming  to  the  amendment  of  chapi-er 

37.  

(A)  Section  7240  is  amended  by  striking  out  "subchapter  26  USC  7240. 
A  of". 

(B)  Section  7655(a)  is  amended—  26  USC  7655. 

(i)  by  striking  out  "Subchapter  A  of  chapter  37"  in 
paragraph  (5)  and  inserting  in  lieu  thereof  "Chapter 
37",  and 

(ii)  by  redesignating  paragraph  (5)  as  paragraph 
(3). 

(7)  Amendments  conforming  to  repeal  of  sections  4591 
through  4597. — 

(A)  Section  6808  is  amended  by  striking  out  paragraph  26  USC  6808. 

(B)  (i)  Section  7234  (relating  to  violations  of  laws  con-  26  USC  7234. 
cerning  oleomargarine  or  adulterated  butter  operations)  is 

repealed. 

(ii)  The  table  of  sections  for  part  II  of  subchapter  A  of 
chapter  75  is  amended  by  striking  out  the  item  relating  to 
section  7234. 

(C)  (i)  Section  7265  (relating  to  other  offenses  concerning  26  USC  7265. 
oleomargarine  or  adulterated  butter  operations)  is  repealed. 

(ii)  The  table  of  sections  for  subchapter  B  of  chapter  75  is 
amended  by  striking  out  the  item  relating  to  section  7265. 

(D)  Section  7611(a),  as  redesignated  by  this  Act,  is  Ante,  p.  1699. 
amended  by  striking  out  paragraph  (1). 

(E)  The  table  of  chapters  for  subtitle  D  is  amended  by 
striking  out  the  item  relating  to  chapter  38. 
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(8)  Amendments  conforming  to  repeal  of  sections  480i 
tpirough  48  06.  

26  use  4905.  (A)  Section  4905  (b)  is  amended  to  read  as  follows : 

"(b)  Registration. — 

"For  registration  in  case  of  wagering,  see  section  4412." 
26  Use  6808.  (B)  Section  6808  is  amended  by  striking  out  paragraph 

26  use  7012.  (C)  Section  7012  is  amended  by  striking  out  subsection 

(e). 

26  use  7239.  (L>)  (i)  Section  7239  (relating  to  violations  of  laws  con- 

cerning white  phosphorus  matches)  is  repealed. 

(ii)  The  table  of  sections  for  part  II  of  subchapter  A  of 
chapter  75  is  amended  by  striking  out  the  item  relating  to 
section  7239. 

26  use  7267,      -  (E)  (i)  Sections  7267  and  7274  (relating  to  offenses  and 

7274.  >  penalties  concerning  white  phosphorus  matches)  are  each 

repealed. 

(ii)  The  table  of  sections  for  subchapter  B  of  chapter  75 
is  amended  by  striking  out  the  items  relating  to  sections  7267 
and  7274. 

26  use  7272.        ,  (F)  Section  7272(b)  is  amended  by  striking  out  "4804 

(d),". 

26  use  7303.  (G)  Section  7303  is  amended  by  striking  out  paragraph 

(6). 

(H)  (i)  Part  II  of  subchapter  C  of  chapter  75  (relating 
26  use  7201.  to  provisions  common  to  forfeitures)  is  amended  by  striking 

out  section  7328  (relating  to  confiscation  of  white  phosphorus 
26  use  7328,  matches) ,  and  by  redesignating  section  7329  (relating  to  cross 

7329.  references)  as  section  7328. 

(ii)  The  table  of  sections  for  part  II  of  subchapter  C  of 
chapter  75  is  amended  by  striking  out  the  last  two  items  and 
:       inserting  in  lieu  thereof  the  following : 

"Sec.  7328.  Cross  references." 

(9)  Amendments  conforming  to  repeal  of  sections  48 ii 

through  4826.  

26  use  6808.  (A)  Section  6808  (relating  to  cross  references)  is  amended 

:         by  striking  out  paragraph  (10). 

26  use  7235.  (B)  (i)  Section  7235  (relating  to  violations  of  laws  con- 

cerning adulterated  butter  and  process  or  renovated  butter) 
is  repealed. 

;  (ii)  The  table  of  sections  for  part  II  of  subchapter  A  of 

chapter  75  is  amended  by  striking  out  the  item  relating  to 
section  7235. 

26  use  7264.  (C)  (i)  Section  7264  (relating  to  offenses  concerning  reno- 

vated or  adulterated  butter)  is  repealed. 

(ii)  The  table  of  sections  for  subchapter  B  of  chapter  75 
is  amended  by  striking  out  the  item  relating  to  section  7264. 

26  use  7303.  (D)  Section  7303  is  amended  by  striking  out  paragraphs 

(3),  (4),  and  (5),  and  by  redesignating  paragraphs  (7)  and 
(8)  as  paragraphs  (2)  and  (3),  respectively. 

Ante,  ^.1699.  (E)   Section  7611(a),  as  redesignated  by  this  Act,  is 

amended  by  striking  out  paragraph  (2),  and  by  redesignat- 
ing paragraphs  (5)  and  (6)  as  paragraphs  (1)  and  (2), 
respectively. 

(10)  Amendments  conforming  to  the  repeal  of  sections 

4911  THROUGH  49  31.  


PUBLIC  LAW  94-455— OCT.  4,  1976 


90  STAT.  1817 


(A)  (i)  (I)  Section  263,  as  amended  by  this  Act,  is  amended 
by  striking  out  subsections  (a)  (3)  and  (d)  (relating  to  the 
allowance  of  deductions  for  payment  of  interest  equalization 
tax),  and  by  redesignating  subsections  (e),  (f),  and  (g)  as 
subsections  (d),  (e),and  (f) ,  respectively. 

(II)  Section  263(d),  as  redesignated  by  clause  (i)  (I)  of 
this  subparagraph,  is  amended  by  striking  out  "subsection 
(f)"  and  inserting  in  lieu  thereof  "subsection  (e)". 

(ii)  Section  6011  (relating  to  requirement  of  return,  state- 
ment, or  list)  is  amended  by  striking  out  subsection  (d) 
(relating  to  interest  equalization  tax  returns,  etc.),  and  by 
redesignating  subsections  (e)  and  (f)  as  subsections  (c)  and 
(d),  respectively. 

(iii)  (I)  Section  6076  (relating  to  time  for  filing  interest 
equalization  tax  returns)  is  repealed. 

(II)  The  table  of  sections  for  part  V  of  subchapter  A  of 
chapter  61  is  amended  by  striking  out  the  item  relating  to 
section  6076. 

(iv)  Section  6611  (relating  to  interest  on  overpayments) 
is  amended  by  striking  out  subsection  (h)  (relating  to  over- 
payments of  interest  equalization  tax)  and  by  redesignating 
subsection  (i)  as  subsection  (h). 

(v)  Section  6651  (relating  to  failure  to  file  tax  return 
or  to  pay  tax)  is  amended  by  striking  out  subsection  (e) 
(relating  to  certain  interest  equalization  tax  returns). 

(vi)  (I)  Section  6680  (relating  to  failure  to  file  interest 
equalization  tax  returns)  is  repealed. 

(II)  The  table  of  sections  for  subchapter  B  of  chapter  68 
is  amended  by  striking  out  the  item  relating  to  section  6680. 

(vii)  The  amendments  made  by  this  subparagraph  shall 
apply  with  respect  to  acquisitions  of  stock  or  debt  obligations 
made  after  June  30,  1974,  except  that  the  repeal  of  paragraph 
(2)  of  section  6011(d)  under  clause  (ii)  shall  apply  with 
respect  to  loans  and  commitments  made  after  such  date. 

(B)  Section  861(a)(1)(G)  (relating  to  income  from 
sources  within  the  United  States)  is  amended — 

(i)  by  striking  out  "section  4912(c)"  and  inserting  in 
lieu  thereof  "subsection  (c)  of  section  4912  (as  in  effect 
before  July  1, 1974) " ;  and 

(ii)  by  striking  out  "section  4912(c)  (2)"  and  inserting 
in  lieu  thereof  "subsection  (c)  (2)  of  such  section". 

(C)  The  second  sentence  of  section  1232(b)  (2)  (relating 
to  the  definition  of  the  issue  price  of  bonds  and  other  evidences 
of  indebtedness)  is  amended  by  striking  out  "section  4911" 
and  inserting  in  lieu  thereof  "section  4911,  as  in  effect  before 
July  1,  1974". 

(D)  (i)  Section  6681  (relating  to  false  equalization  tax 
certificates)  is  repealed. 

(ii)  The  table  of  sections  for  subchapter  B  of  chapter  68 
is  amended  by  striking  out  the  item  relating  to  section  6681. 

(iii)  The  amendments  made  by  this  subparagraph  shall 
apply  with  respect  to  actions  occurring  after  June  30,  1974. 

(E)  (i)  Section  6689  (relating  to  failure  by  certain  foreign 
issuers  and  obligors  to  comply  with  United  States  investment 
equalization  tax  requirements)  is  repealed. 

(ii)  The  table  of  sections  for  subchapter  B  of  chapter  68 
is  amended  by  striking  out  the  item  relating  to  section  6689. 


26  use  263. 


26  use  6011. 
26  use  6076. 

26  use  6611. 

26  use  6651. 
26  use  6680. 


26  use  263 
note. 


26  use  861. 


26  use  1232. 


26  use  6681. 


26  use  6681 
note. 

26  use  6689. 
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26  use  6689  | 
note.  j 

26  use  7241. 


26  use  7241 
note. 


26  use  4482. 

26  use  4041 
note. 


26  use  5005. 


26  use  5008. 


26  use  5009. 
26  use  5025. 

26  use  5054. 


(iii)  The  amendments  made  by  this  subparagraph  shall 
apply  with  respect  to  stock  or  debt  obligations  issued  after 
June  30,  1974. 

(F)(i)  Section  7241  (relating  to  penalty  for  fraudulent 
equalization  tax  certificates)  is  repealed. 

(ii)  The  table  of  sections  for  part  II  of  subchapter  A  of 
chapter  75  is  amended  by  striking  out  the  item  relating  to 
section  7241. 

(iii)  The  amendments  made  by  this  subparagraph  shall 
apply  with  respect  to  statements  and  certificates  executed 
after  June  30,  1974. 

■  (G)  The  table  of  chapters  for  subtitle  D  is  amended  by 

striking  out  the  item  relating  to  chapter  41. 

(c)  Amendment  to  Provision  Referring  to  Territories. — Section 
4482(c)  (1)  is  amended  by  striking  out  a  Territory  of  the  United 
States,". 

(d)  Effective  Date. — Except  as  otherwise  provided  in  this  section, 
the  amendments  made  by  this  section  shall  take  effect  on  the  first  day 
of  the  first  month  which  begins  more  than  90  days  after  the  date  of  the 
enactment  of  this  Act. 

SEC.  1905.  AMENDMENTS  OF  SUBTITLE  E;  ALCOHOL,  TOBACCO,  AND 
CERTAIN  OTHER  EXCISE  TAXES. 

(a)  In  General. — 

(1)  Amendment  of  section  soos. — Section  5005(c)  (2)  (relat- 
ing to  transfers  in  bond  of  distilled  spirits)  is  amended  by  strik- 
ing out  the  last  two  sentences  and  inserting  in  lieu  thereof  the 
following:  "Such  relief  from  liability  shall  be  effective  from  the 
time  of  removal  from  the  transferor's  bonded  premises,  or  from 
the  time  of  divestment  of  interest,  whichever  is  later." 

(2)  Amendments  of  section  soos. — 

(A)  Section  5008(b)  (1)  (relating  to  abatement,  remission, 
refund,  and  allowance  for  loss  of  destruction  of  distilled 
spirits)  is  amended  by  inserting  immediately  after  "the  tax 
imposed  by  this  chapter"  the  following :  "or  by  section  7 652". 

(B)  Section  5008(b)  (2)  is  amended  by  striking  out  "the 
taxes  imposed  under  section  5001  (a)  (1) "  and  all  that  follows 
and  inserting  in  lieu  thereof  the  following :  "the  taxes 
imposed  under  section  5001(a)  (1),  under  subpart  B  of  this 
part,  or  under  section  7652  on  the  spirits  so  destroyed,  to  the 
proprietor  of  the  distilled  spirits  plant  who  withdrew  the 
distilled  spirits  on  payment  or  determination  of  tax." 

(C)  Subsections  (c)  (1)  and  (d)(1)  of  section  5008  are 
each  amended  by  inserting  immediately  after  "under  section 
5001  (a)(1)"  the  following :  "or  under  section  7652". 

(D)  Section  5008(d)  (1)  is  amended  by  striking  out  ",  on 
orafter  July  1,1959,". 

(3)  Amendment  of  section  5009. — Section  5009(b)(3)  is 
amended  by  striking  out  "46  Stat.  694 ;". 

(4)  Amendment  OF  SECTION  502  5. — Section  5025  ( j )  (relating  to 
stabilization  of  distilled  spirits)  is  amended  by  striking  out  "the 
bottling  of  distilled  spirits,"  and  inserting  in  lieu  thereof  "the 
bottling  of  distilled  spirits,  or  preparatory  to  exportation,". 

(5)  Amendment  of  section  5054. — Section  5054  (relating  to 
determination  and  collection  of  tax  on  beer)  is  amended  by  strik- 
ing out  subsection  (c)  (relating  to  stamps  or  other  devices  as 
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evidence  of  payment  of  tax)  and  by  redesignating  subsection  (d) 
as  subsection  (c). 

(6)  AmEXDMEXTS  of  SECTIOX  50  61. — 

(A)  Section  5061(a)   (relating  to  collections  of  alcohol   26  USC  5061. 
taxes)  is  amended  by  striking  out  the  last  sentence. 

(B)  Section  5061(b)  (relating  to  methods  of  collection)  is 
amended  to  read  as  follows : 

"(b)  ExcEPTioxs. — Notwithstanding  the  provisions  of  subsection 
(a) ,  any  taxes  imposed  on,  or  amounts  to  be  paid  or  collected  in  respect 
of,  distilled  spirits,  wines,  rectified  distilled  spirits  and  wines,  and 
beer  under — 

^'(1)  section  5001(a)  (5),  (6), or  (7), 

"(2)  section  5006(c)  or  (d), 

"(3)  section 5026(a)  (2). 

"(4)  section  5041(d). 

"(5)  section 5043 (a)  (3), 

"(6)  section 5054(a)  (3)  or  (4), or 

"(7)  section  5505(a), 
shall  be  immediately  due  and  payable  at  the  time  provided  by  such 
provisions  (or  if  no  specific  time  for  payment  is  provided,  at  the  time 
the  event  referred  to  in  such  provision  occurs) .  Such  taxes  and  amounts 
shall  be  assessed  and  collected  by  the  Secretary  on  the  basis  of  the 
information  available  to  him  in  the  same  manner  as  taxes  payable 
by  return  but  with  respect  to  which  no  return  has  been  filed." 

(C)  Section  5061  (c)  (relating  to  applicability  of  other  pro- 
visions of  law)  is  amended  to  read  as  follows: 

"(c)  Import  Dities. — The  internal  revenue  taxes  imposed  by  this 
part  shall  be  in  addition  to  any  import  duties  unless  such  duties  are 
specifically  designated  as  being  in  lieu  of  internal  revenue  tax." 

(7)  Amexdmext  of  SECTIOX  5113. — Sectiou  5113(f)  (1)  (relat-   26  USC  5113. 
ing  to  retail  dealers  in  liquor's)  is  amended  by  striking  out  "wines 

or  beer"  and  inserting  in  lieu  thereof  "distilled  spirits,  wines,  or 
beer". 

(8)  Amexdmexts  of  sectiox  5117. — Section  5117  (relating  to   26  USC  5117. 
prohibited  purchases  by  dealers)  is  amended  by  redesignating 
subsection  (b)  as  subsection  (c)  and  by  inserting  after  subsection 

(a )  the  following  new  subsection : 
"(b)  Limited  Eetail  Dealers. — A  limited  retail  dealer  may  law- 
fully purchase  distilled  spirits  for  resale  from  a  retail  dealer  in 
liquors." 

(9)  Amexdmext  of  sectiox  5121. — Section  5121(c)  (relating   26  USC  5121. 
to  limited  retail  dealers)  is  amended  to  read  as  follows: 

"(c)  Limited  Retail  Dealers. — Every  limited  retail  dealer  shall 
pay  a  special  tax  of  $4.50  for  each  calendar  month  in  which  sales  are 
made  as  such  dealer;  except  that  the  special  tax  shall  be  $2.20  for  each 
calendar  month  in  which  only  sales  of  beer  or  wine  are  made." 

(10)  Amexdmext  of  sectiox  5122. — Section  5122(c)  (relating   26  USC  5122. 
to  definition  of  limited  retail  dealer)  is  amended  by  striking  out 

"beer  or  wine"  each  place  it  appears  and  inserting  in  lieu  thereof 
"distilled  spirits,  wine,  or  beer". 

(11)  Amexdmext  of  sectiox  5131. — Section  5131(a)  (relating   26  USC  5131. 
to  eligibility  for  drawback)  is  amended  by  striking  out  "produced 

in  a  domestic  registered  distillery  or  industrial  alcohol  plant  and 
withdrawn  from  bond,  or  using  distilled  spirits  withdrawn  from 
the  bonded  premises  of  a  distilled  spirits  plant,". 
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26  use  5142.  (12)  Amendment  OF  SECTION  5142. — Section  5142(c)  (relating 

to  payment  of  occupational  taxes)  is  amended  to  read  as  follows : 
"(c)  How  Paid.— 

Regulations.  "(1)  Payment  by  return. — The  special  taxes  imposed  by  this 

part  shall  be  paid  on  the  basis  of  a  return  under  such  regulations 
as  the  Secretary  shall  prescribe. 

"  (2)  Stamp  denoting  payment  of  tax. — After  receiving  a  prop- 
erly executed  return  and  remittance  of  any  special  tax  imposed 
by  this  subpart,  the  Secretary  shall  issue  to  the  taxpayer  an 
appropriate  stamp  as  a  receipt  denoting  payment  of  the  tax.  This 
paragraph  shall  not  apply  in  the  case  of  a  return  covering  liability 
for  a  past  period." 

26  use  5171.  (13)  Amendments  of  section  5171. — Section  5171(b)  (relating 

to  permits  for  operation  of  business  as  distillers,  etc.)  is 
amended — 

(A)  in  paragraph  (1),  by  striking  out  "49  Stat.  978 ;",  and 

(B)  by  striking  out  paragraph  (3)  (relating  to  continuance 
of  business  after  June  30,  1959,  pending  application  for 
permit). 

26  use  5174.  (14)  Amendment  of  section  5174. — Section  5174(a)(2)(A) 

(relating  to  withdrawal  bonds  for  distilled  spirits)  is  amended  by 
striking  out  "such  spirits"  and  inserting  in  lieu  thereof  "distilled 
spirits  from  bond". 

26  use  5232.  (15)  Amendment  of  section  5232. — Section  5232(a)  (relating 

to  transfer  of  imported  distilled  spirits)  is  amended  by  striking 
out  "and  the  importer"  and  inserting  in  lieu  thereof  "and  the 
importer,  or  the  person  bringing  such  distilled  spirits  into  the 
United  States,". 

26  use  5233.  (16)  Amendment  of  section  5233.— Section  5233(b)  (4)  (relat- 

ing to  bottling  requirements)  is  amended  by  striking  out  "49 
Stat.  977;". 

26  use  5234.  (17)  Amendment  of  section  5234. — The  first  sentence  of  section 

5234(a)(2)  (relating  to  the  mingling  of  distilled  spirits)  is 
amended  by  striking  out  "8  years"  and  inserting  in  lieu  thereof 
"20  years". 

26  use  5314.  (18)  Amendment  of  section  5314. — Section  5314(a)  (2)  (relat- 

ing to  application  of  certain  provisions  to  Puerto  Rico)  is 
amended  by  striking  out  "section  5001(a)(4)"  and  inserting  in 
lieu  thereof  "section  5001(a)  (10)". 

26  use  5315.  (19)  Repeal  of  section  5315. — Section  5315  (relating  to  the 

status  of  certain  distilled  spirits  on  July  1,  1959)  is  repealed. 

26  use  5368.  (20)  AMENDIklENTS  OF  section  5368.  

(A)  The  heading  of  section  5368  is  amended  to  read  as 
follows : 

"SEC.  5368.  GAUGING  AND  MARKING.** 

(B)  Section  5368(b)  (relating  to  removal  of  wines)  is 
amended  to  read  as  follows : 

"  (b)  Marking. — ^Wines  shall  be  removed  in  such  containers  (includ- 
ing vessels,  vehicles,  and  pipelines)  bearing  such  marks  and  labels, 
evidencing  compliance  with  this  chapter,  as  the  Secretary  may  by  reg- 
ulations prescribe." 

26  use  5392.  (21)  Amendment  of  section  5392. — Section  5392(f)  (defining 

own  production)  is  amended  by  striking  out  "49  Stat.  990;". 

26  use  5601.  (22)  Amendments  of  section  seoi. — Section  5601(b)  (relating 

to  presumptions  in  the  case  of  criminal  penalties)  is  amended  to  1 
read  as  follows :  ;i 
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"(b)  Presumption. — Whenever  on  trial  for  violation  of  subsection 
(a)  (4)  the  defendant  is  shown  to  have  been  at  the  site  or  place  where, 
and  at  the  time  when,  the  business  of  a  distiller  or  rectifier  was  so 
engaged  in  or  carried  on,  such  presence  of  the  defendant  shall  be 
deemed  sufficient  evidence  to  authorize  conviction,  unless  the  defendant 
explains  such  presence  to  the  satisfaction  of  the  jury  (or  of  the  court 
when  tried  without  jury)." 

(23)  Amendments  of  section  56 s 5. — 

(A)  Section  5685(a)  (relating  to  penalty  for  possession    26  USC  5685. 
of  devices  for  emitting  gas,  smoke,  etc.)  is  amended  by  strik- 
ing out  "section  5848"  and  inserting  in  lieu  thereof  "section 

5845". 

(B)  Section  5685(c)  (relating  to  forfeiture  of  firearms, 
devices,  etc.)  is  amended  by  striking  out  "section  5862"  and 
inserting  in  lieu  thereof  "section  5872". 

(C)  Section  5685(d)  (relating  to  the  definition  of  machine 
gun)  is  amended  to  read  as  follows : 

"(d)  Definition  of  Machine  Gun. — As  used  in  this  section,  the 
term  'machine  gun'  means  a  machinegun  as  defined  in  section  5845(b)." 

(24)  Amendment  of  section  5701. — Section  5701(e)  (relating   26  USC  5701. 
to  imported  tobacco  products,  etc.)  is  amended  by  striking  out 

"such  articles"  and  inserting  in  lieu  thereof  "such  articles,  unless 
such  import  duties  are  imposed  in  lieu  of  internal  revenue  tax". 

(25)  Ajviendments  of  section  5703. — 

(A)  Section  5703(a)  (2)  (relating  to  transfer  of  liability   26  USC  5703. 
for  tobacco  taxes)  is  amended  by  adding  at  the  end  thereof 

the  following  new  sentence :  "All  provisions  of  this  chapter 
applicable  to  tobacco  products  and  cigarette  papers  and  tubes 
in  bond  shall  be  applicable  to  such  articles  returned  to  bond 
upon  withdrawal  from  the  market  or  returned  to  bond  after 
previous  removal  for  a  tax-exempt  purpose." 

(B)  The  second  sentence  of  section  5703(b)  (relating  to 
method  of  payment  of  tobacco  taxes)  is  amended  by  striking 
out  ".  except  that  the  taxes  shall  continue  to  be  paid  by  stamp 
until  the  Secretary  or  his  delegate  provides,  by  regulations, 
for  the  payment  of  the  taxes  on  the  basis  of  a  return". 

(C)  Section  5703  is  amended  by  striking  out  subsection  (c) 
(relating  to  stamps  to  evidence  tobacco  taxes)  and  by 
redesignating  subsections  (d)  and  (e)  as  subsections  (c)  and 
(d).  respect ivel3^ 

(26)  Amend^nients  of  section  .1704. — Subsections  (c)  and  (d) 

of  section  5704  (relating  to  exemptions  from  tobacco  taxes)  are  26  USC  5704. 
each  amended  by  inserting  after  "to  a  manufacturer  of  tobacco 
products  or  cigarette  papers  and  tubes"  the  following :  "or  to  the 
proprietor  of  an  export  warehouse". 

(27)  Amendment  of  section  5712. — Section  5712  (relating  to  26  USC  5712. 
application  for  permit)  is  amended  by  striking  out  the  last 

sentence. 

(28)  Amendments  of  section  5723. — 

(A)  The  heading  of  section  5723  is  amended  by  striking  26  USC  5723. 
out  "NOTICES,  AND  STAMPS''  and  inserting  in  lieu  thereof 

"AND  NOTICES". 

(B)  Section  5723(b)  (relating  to  marks,  and  so  forth,  on 
packages)  is  amended  to  read  as  follows : 

"  f  b)  ^Iakks.  Labels,  and  Notices. — Every  package  of  tobacco  prod-  Regulation, 
ucts  or  cigarette  papers  or  tubes  shall,  before  removal,  bear  the  marks, 
labels,  and  notices,  if  any,  that  the  Secretary  by  regulation  prescribes." 
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(b)  Conforming  and  Clerical  Amendments. — 

(1)  Amendments  conforming  to  amendment  of  section 

5054.  

26  use  5676.  (A)  Section  5676  (relating  to  beer  stamp  penalties)  is 

repealed. 

(B)  The  table  of  sections  for  part  III  of  subchapter  J  of 
chapter  51  is  amended  by  striking  out  the  item  relating  to 
section  5676. 

(2)  Amendments  conforming  to  amendments  of  section 

5061.  

26  use  5007.  (A)  Section  5007(b)(1)  is  amended  by  striking  out  the 

second  sentence. 

26  use  5026.  (B)  Section  5026(b)  is  amended  by  striking  out  "Except 

as  provided  in  subsection  (a)(2),  the  taxes"  and  inserting 

in  lieu  thereof  "The  taxes". 
26  use  5043.  (C)  Section  5043(b)  is  amended  by  striking  out  "Except 

as  provided  in  subsection  (a)(3),  the  taxes"  and  inserting 

in  lieu  thereof  "The  taxes". 
26  use  5662.  (D)  Section  5662  is  amended  by  striking  out  "stamp," 

each  place  it  appears. 

26  use  5689.  (E)  (i)  Section  5689  (relating  to  penalty  and  forfeiture 

for  tampering  with  a  stamp  machine)  is  repealed. 

(ii)  The  table  of  sections  for  part  IV  of  subchapter  J  of 
chapter  51  is  amended  by  striking  out  the  item  relating  to 
section  5689. 

26  use  5061.  (iii)  Section  5061  is  amended  by  striking  out  subsec- 

tion (d). 

(3)  Amendments  conforming  to  amendment  of  section 

5142.  

26  use  5104.  (A)  (i)  Section  5104  (relating  to  method  of  payment  of 

tax  on  stills)  is  repealed. 

(ii)  The  table  of  sections  for  subpart  C  of  part  II  of  sub- 
chapter A  of  chapter  51  is  amended  by  striking  out  the  item 
relating  to  section  5104. 

26  use  5111.  (B)  Section  5111(a)  is  amended  by  striking  out  the  second 

sentence. 

26  use  5121.  (C)  Section  5121  (a)  is  amended  by  striking  out  the  second 

sentence. 

26  use  5144.  (D)  (i)  Section  5144  (relating  to  supply  of  stamps)  is 

repealed. 

(ii)  The  table  of  sections  for  subpart  G  of  part  II  of  sub- 
chapter A  of  chapter  51  is  amended  by  striking  out  the  item 
relating  to  section  5144. 
26  use  5148.  (E)  Section  5148(3)  is  amended  by  striking  out  "penalties" 

and  inserting  in  lieu  thereof  "penalties,  authority  for 
assessments,". 

(4)  Amendment  conforming  to  the  repeal  of  section  53 is.— 
The  table  of  sections  for  part  III  of  subchapter  E  of  chapter  51 
is  amended  by  striking  out  the  item  relating  to  section  5315. 

(5)  Amendment  conforming  to  the  amendment  of  section 
536  8. — The  item  relating  to  section  5368  in  the  table  of  sections 
for  part  II  of  subchapter  F  of  chapter  51  is  amended  to  read  as 
follows : 

"Sec.  5368.  Gauging  and  marking." 

(6)  Amendments  conforming  to  the  amendment  of  section 

5601.  
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(A)  Section  5105  (b)  (2)  is  amended  by  striking  out 5601    26  USC  5105. 
(b)(1).". 

(B)  Section  olTT(b)  (2)  is  amended  by  striking  out  "5601    26  USC  5177. 
(b)(2),"  and  inserting  in  lieu  thereof  "5601  (b) ,". 

(C)  Section  5179  (b)  (1)  is  amended  by  striking  out  ",  5601    26  USC  5179. 

(b)(i)r. 

(D)  Section  5222 (d)  is  amended  by  striking  out  "5601  (b)  26  USC  5222. 
(3),  5601(b)(4),"   

(E)  Section  5505  (i)  is  amended  by  striking  out  "5601(b)  26  USC  5505. 

(1)/'. 

(7)  A31EXDMEXTS  coxFORMixG  TO  THE  a:m:exdment  of  section 

5723.  

(A)  Paragraphs  (2)  and  (3)  of  section  5751(a)  are  each    26  USC  5751. 
amended  by  striking  out  "notices,  and  stamps"  and  inserting 

in  lieu  thereof  "and  notices". 

(B)  (i)  Section  5752  is  amended  to  read  as  follows:   

"SEC.  5752.  RESTRICTIONS  RELATING  TO  >L\RKS,  LABELS,  NOTICES,    26  USC  5752. 
AND  PACKAGES. 

"Xo  person  shall,  with  intent  to  defraud  the  L^nited  States,  destroy, 
obliterate,  or  detach  any  mark,  label,  or  notice  prescribed  or  authorized, 
by  this  chapter  or  regulations  thereunder,  to  appear  on,  or  be  affixed 
to,  any  package  of  tobacco  products  or  cigarette  papers  or  tubes,  before 
such  package  is  emptied."   

( ii )  Section  5762  ( a )  is  amended  by  striking  out  paragraphs    26  USC  5762. 
(6),  (7),  (8),  (9),  (10),  and  (11)  and  inserting  in  lieu  thereof 

the  following : 

"(6)  Destroying,  obliterating,  or  detaching  marks,  labels, 
OR  notices  before  packages  are  emptied. — Violates  any  provision 
of  section  5752 :". 

(iii)  The  item  relating  to  section  5752  in  the  table  of  sec- 
tions for  subchapter  E  of  chapter  52  is  amended  to  read  as 
f  oUows : 

'*Sec.  5752.  Restrictions    relating   to    marks,    labels,    notices,  and 

packages."   

(C)  (i)  Section  5763(a)(2)  is  amended  by  striking  out   26  USC  5763. 
"notices,  and  stamps"  and  inserting  in  lieu  thereof  "and 

notices". 

(ii)  Section  5763(b)  is  amended  by  striking  out  "internal 
revenue  stamps.". 

(D)  The  item  relating  to  section  5723  in  the  table  of  sections 
for  subchapter  C  of  chapter  52  is  amended  to  read  as  follows : 

"Sec.  5723.  Packages,  marks,  labels,  and  notices." 

(c)  Amendments  to  Provisions  Referring  to  Territories. — 

(1)  Section  5114(b)  is  amended  by  striking  out  "or  Territory"   26  USC  5114. 
each  place  it  appears  and  bv  striking  out  "Territories,". 

(2)  Section  5214(a)  (2)  is  amended  by  striking  out  "or  Ter-   26  USC  5214. 
ritory"  each  place  it  appears. 

(3)  Section   5272(b)    is   amended   by   striking   out   "and   26  USC  5272. 
Territories". 

(4)  Section  5362(c)(9)  is  amended  by  striking  out  "and  26  USC  5362. 
Territories".   

(5)  Section  5551(b)  (2)  is  amended  by  striking  out  "Territory,   26  USC  5551. 
or". 

(6)  Section  5685(a)  is  amended  by  striking  out  "Territory   26  USC  5685. 
or". 
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(d)  Effective  Date. — The  amendments  made  by  this  section  shall 
take  effect  on  the  first  day  of  the  first  month  which  begins  more  than 
90  days  after  the  date  of  the  enactment  of  this  Act. 

SEC.  1906.  AMENDMENTS  OF  SUBTITLE  F;  PROCEDURE  AND  ADMIN- 
ISTRATION. 

(a)  In  General. — 

(1)  Amendments  of  section  eois. — 

(A)  Section  6013(b)(2)(C)  (relating  to  petition  to  the 
Tax  Court)  is  amended  by  striking  out  "of  the  United 

States". 

(B)  The  heading  of  section  6013(d)  is  amended  to  read 
as  follows: 

"(d)  Special  RxTLES.—". 

(C)  Section  6013(d)(1)  (relating  to  joint  return  after 
death  of  one  spouse)  is  amended  by  striking  out  "and"  at 
the  end  of  subparagraph  (A)  and  inserting  in  lieu  thereof 

J  ,     "or",  and  by  striking  out  "and"  at  the  end  of  the  subpara- 
graph (B).' 

(2)  Amendment  of  section  go  is. — Section  6015  (relating  to 
declaration  of  estimated  tax  by  individuals)  is  amended  by  strik- 
ing out  subsection  (j)  (relating  to  an  effective  date  provision). 

(3)  Amendment  of  section  6037. — Section  6037  (relating  to 
returns  of  subchapter  S  corporations)  is  amended  by  striking  out 
"section  1371(a)  (2)"  and  inserting  in  lieu  thereof  "section  1371 

(4)  Amendment  OF  SECTION  604  6. — Section  6046(e)  (relating  to 
information  as  to  organization  of  foreign  corporation)  is 
amended  to  read  as  follows : 

"(e)  Limitation. — No  information  shall  be  required  to  be  furnished 
under  this  section  with  respect  to  any  foreign  corporation  unless  such 
information  was  required  to  be  furnished  under  regulations  which 
have  been  in  effect  for  at  least  90  days  before  the  date  on  which  the 
United  States  citizen,  resident,  or  person  becomes  liable  to  file  a  return 
required  under  subsection  (a)." 

(5)  Amendment  of  section  eosi. — Section  6051(a)  (relating 
to  information  required  to  be  furnished  to  employees)  is  amended 
by  striking  out  "and"  where  it  appears  at  the  end  of  paragraph 
(6). 

(6)  Amendments  of  section  60  65. — Section  6065  (relating  to 
verification  of  returns)  is  amended  by  striking  out  subsection  (b) 
(relating  to  verification  by  oath) ,  and  by  striking  out  in  subsection 
(a)  the  following:  "(a)  Penalties  of  Perjury. — ". 

(7)  Repeal  of  section  6 10. 5. — Section  6105  (relating  to  com- 
pilation of  data  for  certain  excess  profits  tax  cases)  is  repealed. 

(8)  Amendment  of  section  6111. — Section  6111  (relating  to 
cross  references),  as  redesignated  by  this  Act,  is  amended  to  read 
as  follows : 

"SEC.  6111.  CROSS  REFERENCE. 


"For  inspection  of  records,  returns,  etc., 
lubricating-  oils,  see  section  4102." 


concerning  gasoline  or 
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(9)  Amendment  of  section  6152. — Section  6152(a)  (1)  (relat- 
ing to  installment  payments  by  corporations)  is  amended  to  read 
as  follows: 

"  (1)  Corporations. — A  corporation  subject  to  the  taxes  imposed 
by  chapter  1  may  elect  to  pay  the  unpaid  amount  of  such  taxes  in 
two  equal  installments." 
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(10)  Amexd:mexts  or  sectiox  6 154. — 

(A)  Section  6154(c)  (1)  (B)  (relating  to  definition  of  esti-    26  USC  6154. 
mated  tax)  is  amended — 

(i)  by  adding  "and"  after  the  comma  at  the  end  of 
clause  (i),  and 

(ii)  by  striking  out  clauses  (ii)  and  (iii)  and  inserting 
in  lieu  thereof  the  following : 

''(ii)  in  the  case  of  a  taxable  year  beginning  before 
January  1,  1977,  the  amount  of  the  corporation's  tempo- 
rary estimated  tax  exemption  for  such  year." 

(B)  Section  6154(c)  (2)  (A)  (ii)  (relating  to  temporary 
estimated  tax  payments)  is  amended  by  striking  out  "clauses 
(ii)  and  (iii)"  and  inserting  in  lieu  thereof  "clause  (ii)". 

(C)  Section  6154(c)(2)(B)  (relating  to  estimated  tax) 
is  amended  by  striking  out  the  following : 

"1968,  1969,  1970.  1971,  and  1972  100  percent 

1973    80  percent 

1974    60  percent". 

(D)  Section  6154(c)  (relating  to  estimated  tax)  is 
amended  by  striking  out  paragraph  (3)  (relating  to  transi- 
tional exemption  for  taxable  years  beginning  before  1972). 

(11)  A3rEXD:MEXTS  OF  SECTION  6157.  

(A)  Section  6157  (relating  to  payment  of  Federal  unem-   26  USC  6157. 
ployment  tax)  is  amended  by  striking  out  subsection  (c) 

(relating  to  special  rules  for  1970  and  1971),  and  by  redesig- 
nating subsection  (d)  as  subsection  (c). 

(B)  Section  6157(a)  is  amended  by  striking  out  "subsec- 
tions (c)  and  (d)"  and  inserting  in  lieu  thereof  "subsection 
(c)". 

(12)  Repeal  of  sectiox  6162. — Section  6162  (relating  to  pay-   26  USC  6162. 
ment  of  tax  on  gain  on  liquidation  of  certain  personal  holding 
companies)  is  repealed. 

(13)  Amexdmext  of  section  6205.— Section  6205(a)  (4)  (relat-  26  USC  6205. 
ing  to  District  of  Columbia  as  employer)  is  amended  by  striking 

out  "Commissioners  of  the  District  of  Columbia  and  each  agent 
designated  by  them"  and  inserting  in  lieu  thereof  "Mayor  of  the 
District  of  Columbia  and  each  agent  designated  by  him". 

(14)  Amexdmext  of  sectiox  6207. — Section  6207  (relating  to  26  USC  6207. 
cross  references)  is  amended  by  striking  out  paragraph  (7). 

(15)  A3iexd:mext  of  sectiox  6213. — Section  6213(a)  (relating  ^rite,  p.  1698. 
to  time  for  filing  petition  with  the  Tax  Court)  is  amended  by 

striking  out  "States  of  the  L^nion  and  the  District  of  Columbia" 
and  inserting  in  lieu  thereof  "United  States". 

(16)  A]MEXDMEXT  OF  SECTIOX  6 2 1 5.— Scctiou  6215(b)(5)  (a  26  USC  6215. 
cross  reference)  is  amended  by  striking  out  "60  Stat.  48;". 

(17)  Amexdmext  of  sectiox  6302. — Section  6302(b)  (relating  26  USC  6302. 
to  collection  of  certain  excise  taxes)  is  amended  by  striking  out 

"sections  4501(a)  or  4511  of  chapter  37,  or  section  4701  or  4721  of 
chapter  39"  and  inserting  in  lieu  thereof  "section  4501  (a)  of  chap- 
ter 37". 

(18)  Repeal  of  sectiox  6  3  04. — Section  6304  (relating  to  a  cross  26  USC  6304. 
reference)  is  repealed. 

(19)  AiiEXDMEXT  OF  SECTIOX  6313. — Scctiou  6313  (relating  to   26  USC  6313. 
fractional  parts  of  a  cent)  is  amended  by  striking  out  "not  pay- 
able by  stamp". 

(20)  AjMEXDMEXTS  of  sectiox  632  6. — 
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(A)  Paragraph  (2)  of  section  6326  (cross  references)  is 
amended  by  striking  out  "52  Stat.  851 ;". 

(B)  Paragraph  (3)  of  section  6326  is  amended  by  striking 
out  "52  Stat.  867;". 

(C)  Paragraph  (4)  of  section  6326  is  amended  by  striking 
out  "52  Stat.  867-877;". 

(D)  Paragraph  (5)  of  section  6326  is  amended  by  striking 
out  "52  Stat.  938;". 

(21)  Amendment  or  SECTION  6  36  5. — Section  6365(b)  (relating 
to  definition  of  governor)  is  amended  by  striking  out  "Commis- 
sioner of  the  District  of  Columbia"  and  inserting  in  lieu  thereof 
"Mayor  of  the  District  of  Columbia". 

(22)  Amendment  OF  SECTION  6412. — Section  6412(a)  (relating 
to  floor  stock  refunds)  is  amended  by  redesignating  paragraphs 
(2)  and  (4)  as  paragraphs  (1)  and  (2) ,  respectively. 

(23)  Amendments  or  section  64 1 3. — 

(A)  Section  6413(a)  (4)  (relating  to  District  of  Columbia 
as  employer)  is  amended  by  striking  out  "Commissioners  of 
the  District  of  Columbia  and  each  agent  designated  by  them" 
and  inserting  in  lieu  thereof  "Mayor  of  the  District  of  Colum- 
bia and  each  agent  designated  by  him". 

(B)  (i)  Section  6413(c)  (1)  (relating  to  refunds  of  certain 
employment  taxes)  is  amended  to  read  as  follows : 

"  (1)  In  General. — If  by  reason  of  an  employee  receiving  wages 
from  more  than  one  employer  during  a  calendar  year  the  wages 
received  by  him  during  such  year  exceed  the  contribution  and 
benefit  base  (as  determined  under  section  230  of  the  Social 
Security  Act)  which  is  effective  with  respect  to  such  year,  the 
employee  shall  be  entitled  (subject  to  the  provisions  of  section  31 
(b) )  to  a  credit  or  refund  of  any  amount  of  tax,  with  respect  to 
such  wages,  imposed  by  section  3101  or  section  3201,  or  by  both  sucli 
sections,  and  deducted  from  the  employee's  wages  (whether  or 
not  paid  to  the  Secretary),  which  exceeds  the  tax  with  respect 
to  the  amount  of  such  wages  received  in  such  year  which  is  equal 
to  such  contribution  and  benefit  base.  The  term  'wages'  as  used 
in  this  paragraph  shall,  for  purposes  of  this  paragraph,  include 
^compensation'  as  defined  in  section  3231  (e) ." 

(ii)  So  much  of  section  6413(c)  (2)  (A)  (relating  to  Fed- 
eral employees)  as  follows  "and  the  term  'wages'  includes'" 
is  amended  to  read  as  follows:  "for  purposes  of  this  sub- 
section the  amount,  not  to  exceed  an  amount  equal  to  the 
contribution  and  benefit  base  (as  determined  under  section 
230  of  the  Social  Security  Act)  for  any  calendar  year  wdth 
respect  to  which  such  contribution  and  benefit  base  is  effective, 
determined  by  each  such  head  or  agent  as  constituting  wages 
paid  to  an  employee." 

(iii)  The  amendments  made  by  clauses  (i)  and  (ii)  shall 
apply  with  respect  to  remuneration  paid  after  December  31, 
1976.* 

(C)  Section  6413(c)(2)(F)  (relating  to  government 
employees  in  the  District  of  Columbia)  is  amended  by  striking 
out  "Commissioners  of  the  District  of  Columbia  and  each 
agent  designated  by  them"  and  inserting  in  lieu  thereof 
"Mayor  of  the  District  of  Columbia  and  each  agent  desig- 
nated by  him". 
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(D)  Section  6413(c)(3)  (relating  to  special  refunds)  is   26  USC  6413. 
amended  by  striking  out  "after  1967". 

(24)  Amendments  of  section  64 1 6. — 

(A)  Section  6416(a)(3)    (relating  to  special  rules  for    26  USC  6416. 
refund  of  overpayment  of  tax)  is  amended  by  redesignating 
subparagraphs  (C)  and  (D)  as  subparagraphs  (A)  and 

(B),  respectively. 

(B)  (i)  Section  6416(b)  (2)  (relating  to  overpayments  of 

certain  excise  taxes) ,  as  amended  by  section  2108  of  this  Act,   Post,  p.  1904. 
is  amended  by  striking  out  subparagraphs  (G),  (H),  (I),  and 
(J),  and  by  redesignating  subparagraphs  (F),  (K),  (L), 
(M),  (K),  (S),  and  (T)  as  subparagraphs  (E),  (F),  (G), 
(H),  (I),  (J), and  (K), respectively. 

(ii)  The  repeals  made  by  clause  (i)  shall  apply  with    26  USC  6416 
respect  to  the  use  or  resale  for  use  of  liquids  after  December  31, 
1976. 

(25)  Repeal  of  section  64 it. — Section  6417  (relating  to  coco-   26  USC  6417. 
nut  and  palm  oil )  is  repealed. 

(26)  Amendments  of  section  642o. — 

(A)  Section  6420(b)  (relating  to  time  for  filing  refund   26  USC  6420. 
claims  on  gasoline)  is  amended  to  read  as  follows: 

"(b)  Time  for  Filing  Claims;  Period  Covered. — Not  more  than 
one  claim  may  be  filed  under  this  section  by  any  person  with  respect 
to  gasoline  used  during  his  taxable  year,  and  no  claim  shall  be  allowed 
under  this  section  with  respect  to  gasoline  used  during  any  taxable  year 
unless  filed  by  such  person  not  later  than  the  time  prescribed  by  law  for 
filing  a  claim  for  credit  or  refund  of  overpayment  of  income  tax  for 
such  taxable  year.  For  purposes  of  this  subsection,  a  pei-son's  taxable 
year  shall  be  his  taxable  year  for  purposes  of  subtitle  A."  26  USC  1. 

(B)  Section  6420(e)  (1)  (relating  to  application  of  other 
laws)  is  amended  by  striking  out  "apply  in  in  respect"  and 
inserting  in  lieu  thereof  "apply  in  respect". 

(C)  (i)  Section  6420  is  amended  by  striking  out  subsection 
(g)  (relating  to  effective  date)  and  by  redesignating  sub- 
sections (h)  and  (i)  as  subsections  (g)  and  (h),  respectively. 

(ii)  Section  6420(a)  is  amended  by  striking  out  "subsec- 
tion (h)"  and  inserting  in  lieu  thereof  "subsection  (g)". 

(D)  Section  6420(g)  (relating  to  income  tax  credit  in  lieu 
of  gas  tax  refund),  as  redesignated  by  subparagraph  (C)  (i) 
of  this  paragraph,  is  amended  by  striking  out  "with  respect  to 
gasoline  used  after  June  30.  1965,"  and  "for  gasoline  used 
after  June  30,  1965". 

(27)  Amendments  of  section  642 1. — 

(A)  (i)  Subsections  (a)  and  (e)  (3)  of  section  6421  (relat-   26  USC  6421. 
ing  to  nonhighway  use  of  gasoline)  are  each  amended  by 

striking  out  "after  June  30, 1970,". 

(ii)  The  amendments  made  by  clause  (i)  shall  only  apply  26  USC  6421 
with  respect  to  gasoline  used  as  a  fuel  after  June  30,  1970.  "^te. 

(B)  Section  6421(c)  (relating  to  nonhighway  use  of  gaso- 
line) is  amended  to  read  as  follows : 

"(c)  Time  for  Filing  Claims;  Period  Covered. — 

"(1)  In  general. — Except  as  provided  in  paragraph  (2),  not 
more  than  one  claim  may  be  filed  under  subsection  (a),  and  not 
more  than  one  claim  may  be  filed  under  subsection  (b),  by  any 
person  with  respect  to  gasoline  used  during  his  taxable  year ;  and 
no  claim  shall  be  allowed  under  this  paragraph  with  respect  to 
gasoline  used  during  any  taxable  year  unless  filed  by  such  person 
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not  later  than  the  time  prescribed  by  law  for  filing  a  claim  for 
credit  or  refund  of  overpayment  of  income  tax  for  such  taxable 
year.  For  purposes  of  this  subsection,  a  person's  taxable  year  shall 
be  his  taxable  year  for  purposes  of  subtitle  A. 

"(2)  Exception. — If  $1,000  or  more  is  payable  under  this 
section  to  any  person  with  respect  to  gasoline  used  during  any  of 
the  first  three  quarters  of  his  taxable  year,  a  claim  may  be  filed 
under  this  section  b}^  such  person  with  respect  to  gasoline  used 
during  such  quarter.  No  claim  filed  under  this  paragraph  shall  be 
allowed  unless  filed  on  or  before  the  last  day  of  the  first  quarter 
following  the  quarter  for  which  the  claim  is  filed." 

(C)  Section  6421(h)  (relating  to  effective  dates)  is 
amended  by  striking  out  "after  June  30,  1956,  and". 

(D)  Section  6421  (i)  (relating  to  income  tax  credit  in  lieu 
of  refund)  is  amended — 

(i)  by  striking  out,  in  paragraph  (1),  "with  respect  to 
gasoline  used  after  June  30, 1965,", 

(ii)  by  striking  out,  in  paragraph  (2),  "subsection  (c) 
(3)(B)"  and  inserting  in  lieu  thereof  "subsection  (c) 

:  (2)",  and 

(iii)  by  striking  out,  in  paragTaph  (3),  "for  gasoline 
used  after  June  30;  1965." 

(28)  Amendments  of  section  64  2  2.— 

(A)  Paragraph  (9)  of  section  6422  (relating  to  cross  ref- 
erences), as  redesignated  by  section  1901(b)  (36)  (B),  is 
amended  by  striking  out  "60  Stat.  48;". 

(B)  Paragraph  (11)  of  section  6422,  as  so  redesignated,  is 
amended  by  striking  out  "47  Stat.  1516 ;". 

(29)  Amendments  of  section  64  23. — 

(A)  Section  6423(b)  (relating  to  filing  of  refund  claim  in 
case  of  alcohol  and  tobacco  taxes)  is  amended  to  read  as 
follows : 

"(b)  Filing  of  claims. — No  credit  or  refund  of  any  amount  to 
which  subsection  (a)  applies  shall  be  allowed  or  made  unless  a  claim 
tlierefor  has  been  filed  by  the  person  who  paid  the  amount  claimed, 
and  unless  such  claim  is  filed  within  the  time  prescribed  by  law  and  in 
accordance  with  regulations  prescribed  by  the  Secretary.  All  evidence 
relied  upon  in  support  of  such  claim  shall  be  clearly  set  forth  and  sub- 
mitted with  the  claim." 

(B)  Section  6423  is  amended  by  striking  out  subsection  (c) 
(relating  to  suits  barred  on  April  30,  1958)  and  by  redesig- 
nating subsections  (d)  and  (e)  as  subsections  (c)  and  (d), 
respectively. 

(C)  Section  6423 (c)  (relating  to  application  of  section) ,  as 
redesignated  by  subparagraph  (B)  of  this  paragraph,  is 
amended  by  adding  "and"  at  the  end  of  paragraph  (1),  by 
striking  out  ",  and"  at  the  end  of  paragraph  (2)  and  insert- 
ing in  lieu  thereof  a  period,  and  by  striking  out  paragraph 
(3). 

(30)  Amendments  of  section  6424. — 

(A)  The  last  sentence  of  section  6424(b)  (1)  (relating  to 
refund  claims  with  respect  to  lubricating  oil)  is  amended  by 
striking  out  ",  except  that  a  person's  first  taxable  year  begin- 
ning after  December  31,  1965,  shall  include  the  period  after 
December  31,  1965,  and  before  the  beginning  of  such  first 
taxable  year". 
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(B)  Section  6424  (relating  to  lubricating  oil  not  used  in   26  USC  6424. 
highway  motor  vehicles)  is  amended  by  striking  out  subsec- 
tion (f)   (relating  to  effective  date  of  section),  and  by 
redesignating  subsections  (g)  and  (h)  as  subsections  (f )  and 
(g),  respectively. 

(31)  A^klENDMENTS  OF  SECTION  642  7.  

(A)  Subsections  (a),  (b),  and  (c)  of  section  6427  (relating   26  USC  6427. 
to  fuels  not  used  for  taxable  purposes)  are  each  amended 

by  striking  out     after  June  30,  1970,". 

(B)  The  amendments  made  by  subparagraph  (A)  shall   26  USC  6427 
applv  only  with  respect  to  fuel  used  or  resold  after  June  30, 

1970.*' 

(32)  AilENDMENTS  OF  SECTION  6.5  04.  

(A)  Section  6504  (relating  to  cross  references)  is  amended   26  USC  6504. 
by  striking  out  paragraphs  (13)  and  (14)  and  inserting  in 

lieu  thereof : 

"(13)  Assessments  to  recover  excessive  amounts  paid  under  section 
6420  (relating  to  gasoline  used  on  farms),  6421  (relating  to  gasoline 
used  for  certain  nonhighway  purposes  or  by  local  transit  systems), 
6424  (relating  to  lubricating  oil  not  used  in  highway  motor  vehicles), 
or  6427  (relating  to  fuels  not  used  for  taxable  purposes)  and  assess- 
ments of  civil  penalties  under  section  6675  for  excessive  claims  under 
section  6420,  6421,  6424,  or  6427,  see  section  6206." 

(B)  Section  6504,  as  amended  by  this  Act,  is  further 
amended  by  redesignating  paragraphs  (2),  (3),  (4),  (5), 
(9),  (10),  "(11),  (12),  (13),  and  (15)  as  paragraphs  (1), 
(2),  (3),  (4),  (5),  (6),  (7),  (8),  (9),  and  (10) ,  respectively. 

( 33 )  Amendments  of  section  6 ,5 1 1 , — 

(A)  Section  6511(d)  (2)  (A)  (ii)   (relating  to  net  oper-   26  USC  6511. 
ating  loss  carryback)  is  amended  b}'  striking  out  "Septem- 
ber 1,  1959,  or"  and  by  striking  out  ",  whichever  is  the  later". 

(B)  Section  6511(d)  (5)  is  amended  by  striking  out  "the 
later  of  the  following  dates:  (A)",  and  by  striking  out  ", 
or  (B)  December  31,  1965".  . 

(34)  Amendment  of  section  6goi. — Section  6601(h)  (relating   26  USC  6601. 
to  interest  on  estimated  tax  payments)  is  amended  by  striking 

out  "  (or  section  59  of  the  Internal  Revenue  Code  of  1939) ".  53  Stat.  32. 

(35)  Amendment  of  section  6654. — Section  6654  (relating  to  26  USC  6654. 
payment  of  estimated  income  tax)  is  amended  by  striking  out 
subsection  (h)  (relating  to  applicability  of  section). 

(36)  Amendment  OF  section  6802.— Section  6802(2)  (relating  26  USC  6802. 
to  supply  and  distribution  of  stamps)  is  amended  by  striking 

out  the  semicolon  at  the  end  and  inserting  in  lieu  thereof  a 
period. 

(37)  Amendment  of  section  6803. — Section  6803  (relating  to  26  USC  6803. 
accounting  and  safeguarding  is  amended  to  read  as  follows : 

"SEC.  6803.  ACCOUNTING  AND  SAFEGUARDING. 

"(a)  Bond. — In  cases  coming  within  the  provisions  of  paragraph 
(2)  of  section  6802,  the  Secretary  may  require  a  bond,  with  sufficient 
sureties,  in  a  sum  to  be  fixed  by  the  Secretary,  conditioned  for  the 
faithful  return,  whenever  so  required,  of  all  quantities  or  amounts 
undisposed  of  and  for  the  payment  monthly  for  all  quantities  or 
amounts  sold  or  not  remaining  on  hand. 

"(b)  Regulations. — The  Secretary  may  from  time  to  time  make 
such  regulations  as  he  may  find  necessary  to  insure  the  safekeeping  or 
prevent  the  illegal  use  of  all  adhesive  stamps  referred  to  in  paragraph 
(2)  of  section  6802." 
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26  use  6863.  (38)    Amendment   of   section    6863. — Section  6863(b)(3) 

(relating  to  stay  of  sale  of  seized  property  pending  Tax  Court 
decision)  is  amended  by  striking  out  subparagraph  (C)  (relating 
to  effective  date). 

26  use  7012.  (39)  Amendment  of  section  7012. — Section  7012  (relating  to 

cross  references),  as  amended  by  section  1904(b)  (8)  (C)  of  this 
Act,  is  amended  to  read  as  follows : 

"SEC.  7012.  CROSS  REFERENCES. 

"(1)  For  provisions  relating  to  registration  in  connection  with  fire- 
arms, see  sections  5802,  5841,  and  5861. 

"(2)  For  special  rules  with  respect  to  registration  by  persons  engaged 
in  receiving  wagers,  see  section  4412. 

"(3)  For  provisions  relating  to  registration  in  relation  to  the  produc- 
tion or  importation  of  gasoline,  see  section  4101. 

"(4)  For  provisions  relating  to  registration  in  relation  to  the  manu- 
facture or  production  of  lubricating  oils,  see  section  4101. 

"(5)  For  penalty  for  failure  to  register,  see  section  7272. 

"(6)  For  other  penalties  for  failure  to  register  with  respect  to  wager- 
ing, see  section  7262." 

26  use  7103.  (40)  Amendment  of  section  7103. — Section  7103  (relating  to 

cross  references  regarding  bonds)  is  amended  by  striking  out  sub- 
section (d). 

26  use  7271.  (41)  Amendments  of  section  7271. — Section  7271  (relating  to 

penalties  for  offenses  concerning  stamps)  is  amended  by  striking 
out  paragraph  (2),  and  by  redesignating  paragraphs  (3)  and 
(4)  as  paragraphs  (2)  and  (3) ,  respectively. 

26  use  7272.  (42)  Amendment  of  section  7272. — Section  7272(b)  (relating 

to  cross  references)  is  amended  by  striking  out  "4722,  4753,". 

26  use  7326.  (43)  Amendments  of  section  7326. — Section  7326  (relating  to 

disposal  of  forfeited  property)  is  amended — 

(A)  by  striking  out  "section  5862(b)"  and  inserting  in 
lieu  thereof  "section  5872(b)",  and 

(B)  by  redesignating  subsection  (c)  as  subsection  (b). 

26  use  7422.  (44)  Amendments  of  section  7422. — Section  7422(c)  (relating 

to  suits  against  collection  officers)  is  amended  by  striking  out 
"instituted  after  June  15,  1942,",  and  by  striking  out  "where  the 
petition  to  the  Tax  Court  was  filed  after  such  date". 

(45)  Amendments  OF  section  7428. — 

26  use  7428.  (A)  Paragraph  (1)  of  section  7428  (cross  references),  as 

redesignated  by  this  Act,  is  amended  by  striking  out  "52 
Stat.  851 ;". 

(B)  Paragraph  (2)  of  such  section  7428  is  amended  by 
striking  out  "52  Stat.  867 ;". 

(C)  Paragraph  (3)  of  such  section  7428  is  amended  by 
striking  out  "52  Stat.  876-877 ;". 

(D)  Paragraph  (4)  of  such  section  7428  is  amended  by 
striking  out  ^52  Stat.  938 ;". 

(46)  Amendments  of  section  7  448. — ■ 

26  use  7448.  (A)    Subsection    (a)(6)    of  section  7448    (relating  to 

annuities  to  widows  and  dependent  children  of  Tax  Court 
judges)  is  amended — 

(i)  by  striking  out  "The  term  'widow'  means  a  surviv- 
ing wife  of"  and  inserting  in  lieu  thereof  "The  term 
'surviving  spouse'  means  a  surviving  spouse  of" ;  and 

(ii)  by  striking  out  "the  mother  of  issue"  and  insert- 
ing in  lieu  thereof  "a  parent  of  issue". 

(B)  Section  7448(h)  is  amended — 
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(i)  by  striking  out  "surviriiig  widow  or  widower" 
and  inserting  in  lieu  thereof  "surviving  spouse*'; 

(ii)  by  striking  out  "such  widow*'  each  place  it  appears 
and  inserting  in  lieu  thereof  "such  surviving  spouse" ; 

(iii)  by  striking  out  "a  widow**  each  place  it  appears 
and  iiiseiting  in  lieu  thereof  "a  surviving  spouse'*  ; 

(iv)  by  striking  out  "widow's"  each  place  it  appears 
and  inserting  in  lieu  thereof  "surviving  spouse's*';  and 

(v)  by  striking  out  "surviving  her"  and  inserting  in 
lieu  thereof  "surviving  such  spouse". 

(C)  Sections  7448  (h)  and  (o)  are  each  amended  by  strik-  26  USC  7448. 
ing  out  "she"  and  inserting  in  lieu  thereof  "such  spouse". 

(D)  Section  7448  (o)  is  amended  by  striking  out  "her"  and 
inserting  in  lieu  thereof  "such  spouse's". 

(E)  Sections  744:8  (d),  (j),  (m),  (n),  (o),  and  (q)  are 
each  amended  by  striking  out  "widow*'  each  place  it 
appears  and  inserting  in  lieu  thereof  "surviving  spouse". 

(F)  The  section  heading  for  section  7448  is  amended  by 
striking  out  "WIDOWS"  and  inseiting  in  lieu  thereof  "SUR- 
VIVING SPOUSES". 

( 47  )   AilEXDMEXTS  OF  SECTIOX  7  471.  

(A)  Subsection  (a)  of  section  7471  (relating  to  Tax  Court  26  USC  7471. 
employees)  is  amended  by  striking  out  "is  authorized  in  ac- 
cordance with  the  civil  service  laws  to  appoint,  and  in  ac- 

cordajice  with  the  Classification  Act  of  1949  (63  Stat.  954; 

5  L^.S.C.  chapter  21).  as  amended,  to  fix  the  compensation 

of,"  and  inserting  in  lieu  thereof  "is  authorized  to  appoint, 

in  accordance  with  the  provisions  of  title  5,  United  States 

Code,  governing  appointment  in  the  competitive  service,  and   5  USC  101  et 

to  fix  tlie  basic  pay  of.  in  accordance  with  chapter  51  and  ^^9- 

subchapter  III  of  chapter  53  of  such  title.".  5  USC  5101, 

(B)  Subsection  (b)  of  section  7471  is  amended  by  striking  ^331. 
out  "as  provided  in  the  Travel  Expense  Act  of  1949  (63  Stat. 

166;  5  U.S.C.  chapter  16)."  and  inserting  in  lieu  thereof  "as 

provided  in  chapter  57  of  title  5,  United  States  Code."  5  USC  5701. 

(48)  Amendment  OF  SECTION  7  476. — Section  7476(a)  (relating  26  USC  7476. 
to  declaratory  judgments)  is  amended  by  strildng  cut  so  much 

theieof  as  follows  paragraph   (2)  (B)   and  inserting  in  lieu 

thereof  the  following : 
"upon  the  filing  of  an  appropriate  pleading,  the  Tax  Court  may 
make  a  declaration  with  respect  to  such  initial  qualification  or  con- 
tinuing qualification.  Any  such  declaration  shall  have  the  force  and 
effect  of  a  decision  of  the  Tax  Court  and  shall  be  reviewable  as 
s-iich." 

(49)  Amendment  of  section  7502. — Section  7502(b)  (relating  26  USC  7502. 
to  timely  mailing  treated  as  timely  filing  and  paying)  is  amended 

by  striking  out  "United  State  Post  Office"  and  inserting  in  lieu 
thereof  "United  States  Postal  Service". 

(50)  A:NrENDMENTs  of  section  7507. — Paragraphs  (2)  and  (3) 

of  section  7507(c)  (relating  to  insolvent  banks)  are  each  amended  26  USC  7507. 
by  striking  out  "after  May  28. 1938,". 

(51)  Amendments  of  section  7508. — 

(A)  The  heading  of  section  7508  (relating  to  time  for  26  USC  7508. 
performing  certain  acts)  is  amended  bv  striking  out  "BY 
REASON  OF  WAR"  and  inserting  in  lieu  thereof  "BY  REASON 
OF  SERVICE  IN  COMBAT  ZONE". 
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26  use  7508.  (B)  Section  7508(a)  (relating  to  time  to  be  disregarded) 

is  amended  by  striking  out  "States  of  the  Union  and  the 
District  of  Columbia"  each  place  it  appears  and  inserting  in 

-         "  lieu  thereof  "United  States". 

26  use  7509.  (52)  Amendments  of  section  7509. — Section  7509  (relating  to 

expenditures  incurred  by  the  Post  Office  Department)  is 
amended — 

(A)  in  the  section  heading,  by  striking  out  "POST  OFFICE 
DEPARTMENT"  and  inserting  in  lieu  thereof  "UNITED  STATES 
POSTAL  SERVICE"; 

(B )  by  striking  out  "Post  Office  Department"  each  place  it 
appears  and  inserting  in  lieu  thereof  "United  States  Postal 
Service" ; 

(C)  by  striking  out  "such  Department"  and  inserting  in 
lieu  thereof  "such  Service" ;  and 

  (D)  by  striking  out  ",  together  with  the  receipts  required 

Ante,  p.  1829.  to  be  deposited  under  section  6803(a),". 

26  use  7621.  (53)  Amendment  of  section  7 621. — Section  7621(b)  (relating 

to  boundaries  of  internal  revenue  districts)  is  amended  to  read 

as  follows: 

"(b)  Boundaries. — For  the  purpose  mentioned  in  subsection  (a), 
the  President  may  subdivide  any  State  or  the  District  of  Columbia,  or 
  may  unite  into  one  district  two  or  more  States." 

Repeal.  (54)  Repeal  of  section  764i. — Subchapter  C  of  chapter  78 

26  use  7641.  (relating  to  supervision  of  operations  of  certain  manufacturers) 

is  repealed. 

26  use  7652.  (55)  Amendments   of   section    7652. — Section  7652(b)(3) 

(relating  to  disposition  of  internal  revenue  collections)  is 
'  amended — 

"  (A)  by  striking  out  subparagraph  (B)  and  by  redesignat- 

{'  ing  subparagraph  (C)  as  subparagraph  (B). 

(B)  by  striking  out  "approved  emergency  relief  purposes 
and  essential  public  projects  as  provided  in  subparagraph 
(B) "  and  inserting  in  lieu  thereof  "emergency  relief  purposes 
and  essential  public  projects,  with  the  prior  approval  of  the 
President  or  his  designated  representative",  and 

(C)  by  striking  out  ",  including  payments  under  subpara- 
  _         graph  (B),". 

26  use  7653.  (56)  Amendment  of  section  7  65  3. — Section  7653(d)  (across 

reference)  is  amended  by  striking  out  "c.  512,  64  Stat.  392, 
section  30;". 

  ( 57 )  Amendments  of  section  7701. — 

26  use  7701.  (A)  Section  7701(a)  (11)  (relating  to  definitions  of  Sec- 

retary) is  amended  to  read  as  follows: 

  "(11)  Secretary  of  the  treasury  and  secretary. — 

Definitions.  "(^)  SECRETARY  OF  THE  TREASURY. — The  term  'Secretary 

of  the  Treasury'  means  the  Secretary  of  the  Treasury,  per- 
sonally, and  shall  not  include  any  delegate  of  his. 

"(B)  Secretary. — The  term  'Secretary'  means  the  Secre- 
tary of  the  Treasury  or  his  delegate.". 

(B)  Section  7701  (a)  (12)  (A)   (relating  to  definition  of 
Secretary  or  his  delegate)  is  amended  to  read  as  follows : 
"(A)  In  general. — The  term  'or  his  delegate' — 

"(i)  when  used  with  reference  to  the  Secretary  of  the 
Treasury,  means  any  officer,  emplo^^ee,  or  agency  of  the 
Treasury  Department  duly  authorized  by  the  Secretary 
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of  the  Treasury  directly,  or  indirectly  by  one  or  more 
redelegations  of  authority,  to  perform  the  function 
mentioned  or  described  in  the  context;  and 

"(ii)  when  used  with  reference  to  any  other  official  of 
the  United  States,  shall  be  similarly  construed." 

(58)  Amendment  of  section  tsos. — Section  7803  (relating  to   26  USC  7803. 
other  personnel)  is  amended  by  redesignating  subsection  (d)  as 
subsection  (c). 

(59)  Amendment  OF  SECTION  7  809. — Section  7809(a)  (relating   26  USC  7809. 
to  deposit  of  collections)  is  amended  by  striking  out  "4735, 4762,". 

(b)  Conforming  and  Clerical  Ajmend]vients. — 

(1)  Amendment  conforming  to  the  repeal  of  section 

6105. — The  table  of  sections  for  subchapter  B  of  chapter  61  is  26  USC  6101. 
amended  by  striking  out  the  item  relating  to  section  6105. 

(2)  A^IENDMENT  CONFORMING  TO  AMENDMENT  OF  SECTION  6111.    

The  item  relating  to  section  6111  in  the  table  of  sections  for  sub-  26  USC  6111. 
chapter  B  of  chapter  61  is  amended  to  read  as  follows : 
"Sec.  6111.  Cross  reference." 

(3)  A3IEND:MENTS    conforming   to   AMEND^IENTS    of  SECTION 

6154.   -   

(A)  Paragraph  (1)  (B)  of  section  6655(e)  is  amended :       26  USC  6655. 

(i)  by  adding  ''and"  at  the  end  of  clause  (i),  and 

(ii)  by  striking  out  clauses  (ii)  and  (iii)  and  insert- 
ing in  lieu  thereof  the  following : 

"(ii)  in  the  case  of  a  taxable  year  beginning  before 
January  1,  1977,  the  amount  of  the  corporation's  tempo- 
rary estimated  tax  exemption  for  such  year." 

(B)  Paragraph  (2)  (B)  of  section  6655(e)  is  amended  by 
striking  out  "clauses  (ii)  and  (iii)"  and  inserting  in  lieu 
thereof  "clause  (ii)". 

(C)  (i)  Section  6655(e)  is  amended  by  striking  out  para- 
graph (3)  and  by  redesignating  paragraph  (4)  as  paragraph 

(3).  '   

(ii)  Section  243(b)  (3)  ( C)  (iv),  as  redesignated  by  section  Ante,  p.  1797. 
1901  (b)  (20)  (A)  of  this  Act,  is  amended  by  striking  out  "sec- 
tions 61.54(c)  (2)  and  (3) "  and  inserting  in  lieu  thereof  "sec- 
tion 61.54(c)  (2)",  and  by  striking  out  "sections  6655(e)  (2) 
and  (3)"  and  inserting  in  lieu  thereof  "section  6655(e)  (2)". 

(4)  A:mend:ment  conforming  to  the  repeal  of  section  r,i6  2. — 
The  table  of  sections  for  subchapter  B  of  chapter  62  is  amended 
by  striking  out  the  item  relating  to  section  6162. 

(5)  Amendment  conforming  to  the  repeal  of  section  63 04. — 
The  table  of  sections  for  subchapter  A  of  chapter  64  is  amended 
by  striking  out  the  item  relating  to  section  6304. 

(6)  AMEND:>rENTS  C0NF0R:\riNG  to  the  a^iendment  of  sec- 
tion 6416.    

(A)  Subparagraph  (A)  of  section  6420(c)  (3)  is  amended  26  USC  6420. 
to  read  as  follows : 

"(A)  by  the  owner,  tenant,  or  operator  of  a  farm,  in  con- 
nection with  cultivating  the  soil,  or  in  connection  with  raising 
or  harvesting  any  agricultural  or  horticultural  commodity, 
including  the  raising,  shearing,  feeding,  caring  for,  training, 
and  management  of  livestock,  bees,  poultry,  and  fur-bearing 
animals  and  wildlife,  on  a  farm  of  which  he  is  the  owner, 
tenant,  or  operator;  except  that  if  such  use  is  by  any  person 
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26  use  4041. 

26  use  6420 
note. 


Ante,  p.  1827. 


26  use  39. 
Ante,  p.  1829. 


26  use  7508. 


26  use  7509. 


Ante,  p.  1832. 
26  use  1  et  seq. 


26  use  4293, 
4483,  5551, 
7801,  7802, 
9006,  9007. 

26  USCTr2T, 
3303,  3304, 
3305,  3306, 
9005,  9007, 
9010,  9012. 
26  use  31. 
26  use  3304. 


other  than  the  owner,  tenant,  or  operator  of  such  farm,  then 
for  purposes  of  this  subparagraph,  in  applying  subsection 

(a)  to  this  subparagraph,  the  owner,  tenant,  or  operator  of 
the  farm  on  which  gasoline  or  a  liquid  taxable  under  section 
4041  issued  shall  be  treated  as  the  user  and  the  ultimate  pur- 
chaser of  such  gasoline  or  liquid;". 

(B)  The  amendments  made  by  subparagraph  (A)  shall 
apply  with  respect  to  the  use  of  liquids  after  December  31, 
1970. 

(7)  Amendment  conforming  to  the  repeal  of  section  64 it. — 
The  table  of  sections  for  subchapter  B  of  chapter  65  is  amended 
by  striking  out  the  item  relating  to  section  6417. 

(8)  Amendment  conforming  to  amendment  of  section  642 o. — 
Section  39(a)(1)  is  amended  by  striking  out  "section  6420(h)" 
and  inserting  in  lieu  thereof  "section  6420(g)". 

(9)  Amendment  conforming  to  amendment  of  section  6424. — 
Section  39(a)  (3)  is  amended  by  striking  out  "section  6424(g)" 
and  inserting  in  lieu  thereof  "section  6424(f) ". 

(10)  Amendment  conforming  to  amendment  of  section 
7  44  8. — The  item  relating  to  section  7448  in  the  table  of  sections 
for  part  I  of  subchapter  C  of  chapter  76  is  amended  to  read  as 
follows : 

"Sec.  7448.  Annuities  of  surviving  spouses  and  dependent  children.". 

(11)  Amendment  conforming  to  amendment  of  section 
7  508. — The  item  relating  to  section  7508  in  the  table  of  sections 
for  chapter  77  is  amended  to  read  as  follows : 

"Sec.  7508.  Time  for  performing  certain  acts  postponed  by  reason  of 
service  in  combat  zone.". 

(12)  Amendment  conforming  to  amendment  of  section 
7  5  09. — The  item  relating  to  section  7509  in  the  table  of  sections 
for  chapter  77  is  amended  to  read  as  follows : 

"Sec.  7509.  Expenditures   incurred   by   the    United    States  Postal 
Service.". 

(13)  Amendment  conforming  to  repeal  of  section  7  641.- — 
The  table  of  subchapters  for  chapter  78  is  amended  by  striking 
out  the  item  relating  to  subchapter  C. 

(A)  The  Internal  Revenue  Code  of  1954,  as  amended  by 
this  Act,  is  amended  by  striking  out  "Secretary  or  his 
delegate"  each  place  it  appears  and  inserting  in  lieu  thereof 
"Secretary". 

(B)  The  following  provisions  are  each  amended  by  strik- 
ing out  "Secretary"  each  place  it  appears  and  inserting  in 
lieu  thereof  "Secretary  of  the  Treasurv" :  sections  4293,  4483 

(b)  ,  5551,  7801(b),  7802(a),  9006(a),  9006(b),  and  9007(d). 

(C)  The  following  provisions  are  each  amended  by  striking 
out  "to  the  Secretary"  each  place  it  appears  and  inserting  in 
lieu  thereof  "to  the  Secretary  of  the  Treasury" :  sections  3121 
(b)  (12)  (B),  3303(b),  3304(a)  (3),  3304(c),  3305 (j),  3306(c) 
(12)  (B),  9005(a),  9007(b),  9010('b),  and  9012(e)  (3). 

(D)  Section  31(b)  (1)  is  amended  by  striking  out  "(or  his 
delegate)". 

(E)  The  last  sentence  of  section  3304(c)  is  amended  by 
striking  out  "the  Secretary  shall"  and  inserting  in  lieu  thereof 
"the  Secretary  of  Labor  shall". 
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(F)  Section  3310(d)  (2)  is  amended  by  striking  out  "the 
Secretary's  action"  each  place  it  appears  and  inserting  in  lieu 
thereof  "the  Secretary  of  Labor's  action". 

(G)  Section  3221(a)  and  3221(c)  are  each  amended  by 
striking  out  "of  the  Treasury"  each  place  it  appears. 

(H)  Section  3310(e)  is  amended  by  striking  out  "of  the 
Secretary"  and  inserting  in  lieu  thereof  "of  the  Secretary  of 
Labor". 

(I)  Section  4412(c)  is  amended  by  striking  out  "he  or  his 
delegate"  and  inserting  in  lieu  thereof  "the  Secretary". 

(J)  Section  5845(f)  is  amended  by  striking  out  "of  the 
Treasury  or  his  delegate". 

(K)  Section  6402(b)  is  amended  by  striking  out  "(or  his 
delegate)". 

(L)  Section  7458  is  amended  by  striking  out  "nor  his 
delegate". 

(M)  Section  7514  is  amended  by  striking  out  "functions  of 
the  Secretary"  and  inserting  in  lieu  thereof  "functions  of  the 
Secretary  of  the  Treasury". 

(c)  Amendments  to  Sections  Referring  to  Territories. — 

(1)  Section  6871(a)  is  amended  by  striking  out  "or  Territory". 

(2)  Section  7622(b)  is  amended  by  striking  out  ",  Territory,". 

(3)  Section  7701(a)(4)  is  amended  by  striking  out  "or 
Territory". 

(d)  Effective  Date. — 

(1)  Gent:ral  rule. — Except  as  otherwise  expressly  provided 
in  this  section,  the  amendments  made  by  this  section  shall  take 
effect  on  the  first  day  of  the  first  month  which  begins  more  than 
90  days  after  the  date  of  the  enactment  of  this  Act. 

(2)  Amendments  relating  to  income  tax. — The  amendments 
made  by  this  section,  when  relating  to  a  tax  imposed  by  chapter 
1  or  chapter  2  of  the  Internal  Revenue  Code  of  1954,  shall  take 
effect  with  respect  to  taxable  years  beginning  after  December  31, 
1976. 

SEC.  1907.  AMENDMENTS  OF  SUBTITLE  G;  THE  JOINT  COMMITTEE  ON 
INTERNAL  REVENUE  TAXATION. 

(a)  In  General. — 

(1)  Amendment  of  section  sooi. — Section  8001  (relating  to 
creation  of  the  Joint  Committee)  is  amended  by  striking  out 
"Joint  Committee  on  Internal  Revenue  Taxation"  and  inserting 
in  lieu  thereof  "Joint  Committee  on  Taxation". 

(2)  Amendment  of  section  8004. — Section  8004  (relating  to 
compensation  of  staff)  is  amended  by  striking  out  "compensation 
of  a  clerk"  and  inserting  in  lieu  thereof  "compensation  of  the 
Chief  of  Staff  of  the  Joint  Committee". 

(3)  Amendment  of  section  so 21. — Section  8021(d)  (relating 
to  authority  to  make  expenditures)  is  amended  to  read  as  follows : 

"(d)  To  Make  Expenditures. — The  Joint  Committee,  or  any 
subcommittee  thereof,  is  authorized  to  make  such  expenditures  as  it 
deems  advisable.". 

(4)  Amendment  of  section  8023. — Section  8023(c)  (relating 
to  reorganization  plans)  is  amended  to  read  as  follows : 

"(c)  Application  of  Subsections  (a)  and  (b). — Subsections  (a) 
and  (b)  shall  be  applied  in  accordance  with  their  provisions  without 
regard  to  any  reorganization  plan  becoming  effective  on,  before,  or 
after  the  date  of  the  enactment  of  this  subsection.". 
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26  use  8001  (5)  All  references  in  any  other  statute,  or  in  any  rule,  regula- 

note.  tion,  or  order,  to  the  Joint  Committee  on  Internal  Revenue  Taxa- 

tion shall  be  considered  to  be  made  to  the  Joint  Committee  on 
Taxation. 

(b)  Amendments  Conforming  to  the  Amendment  of  Section 

8001. — 

(1)  The  heading  of  subtitle  G  is  amended  by  striking  out 
"Internal  Revenue". 

(2)  The  table  of  subtitles  for  the  Internal  Revenue  Code  of 
1954  is  amended  by  striking  out  the  item  relating  to  subtitle  G 
and  inserting  in  lieu  thereof  the  following: 

"Subtitle  G.  The  Joint  Committee  on  Taxation.". 

26  use  8001  (c)  Effective  Date. — The  amendments  made  by  this  section  shall 

note.  take  effect  on  the  first  day  of  the  first  month  which  begins  more  than 

90  days  after  the  date  of  the  enactment  of  this  Act. 

26  use  1  note.       SEC.  1908.  EFFECTIVE  DATE  OF  CERTAIN  DEFINITIONS  AND  DESIGNA- 
TIONS 

For  purposes  of  any  amendment  made  by  any  provision  of  this  Act 
(other  than  this  title)  — 

(1)  which  contains  a  term  the  meaning  of  which  is  defined  in  or 
modified  by  any  provision  of  this  title,  and 

(2)  which  has  an  effective  date  earlier  than  the  effective  date  of 
the  provision  of  this  title  defining  or  modifying  such  t^rm, 

that  definition  or  modification  shall  be  considered  to  take  effect  as  of 
such  earlier  effective  date. 

Subtitle  B — Amendments  of  Code  Provisions 
With  Limited  Current  Application;  Repeals 
and  Saving's  Provisions 

SEC.  1951.  PROVISIONS  OF  SUBTITLE  A. 

(a)  References  to  Internal  Revenue  Code. — Except  as  otherwise 
expressly  provided,  whenever  in  this  section  a  reference  is  made  to  a 
section  or  other  provision,  the  reference  shall  be  considered  to  be  made 

26  use  1.  to  a  section  or  other  provision  of  the  Internal  Revenue  Code  of  1954. 

(b)  Amendments. — 

(1)  Amendment  of  section  72. — 
26  use  72.  (A)    Repeal. — Section   72    (relatinfi   to   annuities)  is 

amended  by  striking  out  subsection  (i)  (relating  to  joint  and 
survivor  annuities  where  first  annuitant  died  in  1951,  1952, 
or  1953). 

26  use  72  note.  (B)  Savings  provision. — Notwithstanding  subparagraph 

(A),  if  the  provisions  of  section  72 (i)  applied  to  amounts 
received  in  taxable  years  beginning  before  January  1,  1977, 
under  an  annuity  contract,  then  amounts  received  under  such 
,  contract  on  or  after  such  date  shall  be  treated  as  if  such  pro- 
visions were  not  repealed. 

26  use  108.  (2)  Amendments  of  section  los. — 

(A)  Repeal. — Section  108  (relating  to  income  from  dis- 
charge of  indebtedness)  is  amended  by  striking  out  subsection 
(b)  (relating  to  certain  railroad  corporations)  and  by  strik- 
ing out  of  subsection  (a)  the  following:  "(a)  Special  Rule 
OF  Exclusion. — 


PUBLIC  LAW  94-455— OCT.  4,  1976 


90  STAT.  1837 


(B)  Savings  provisiox. — If  any  discharge,  cancellation, 
or  modification  of  indebtedness  of  a  railroad  corporation 
occurs  in  a  taxable  year  beginning  after  December  31,  1976, 
pursuant  to  an  order  of  a  court  in  a  proceeding  referred  to  in 
section  108(b)  (A)  or  (B)  which  commenced  before  Janu- 
ary 1,  1960,  then,  notwithstanding  the  amendments  made  by 
subparagraph  (A),  the  provisions  of  subsection  (b)  of  sec- 
tion 108  shall  be  considered  as  not  repealed  with  respect  to 
such  discharge,  cancellation,  or  modification  of  indebtedness. 

(3)  AmEXDMEXTS  of  SECTIOX  16  4.  

(A)  Repeal. — Section  164  (relating  to  taxes)  is  amended 
by  striking  out  subsection  (f)  (relating  to  payments  for 
municipal  services  in  atomic  energy  communities)  and  by 
redesignating  subsection  (g)  as  subsection  (f). 

(B)  Savixgs  provisiox. — Notwithstanding  subparagraph 
(A),  any  amount  paid  or  accrued  in  a  taxable  year  beginning 
after  December  31,  1976.  to  the  Atomic  Energy  Commission 
or  its  successors  for  municipal-type  services  shall  be  allowed 
as  a  deduction  under  section  164  if  such  amount  would  have 
been  deductible  by  reason  of  section  164(f)  (as  in  effect  for 
a  taxable  year  ending  on  December  31,  1976)  and  if  the 
amount  is  paid  or  accrued  with  respect  to  real  property  in 
a  communitv  (within  the  meaning  of  section  21  b.  of  the 
Atomic  Energy  Community  Act  of  1955  (42  U.S.C.  2304 
(b) ) )  in  which  the  Commission  on  December  31,  1976,  was 
rendering  municipal-type  services  for  which  it  received  com- 
pensation from  the  owners  of  property  within  such 
community. 

(4)  Repeal  of  sectiox  i6  8. — 

(A)  Repeal. — Section  168  (relating  to  amortization  of 
emergency  facilities)  is  repealed. 

(B)  Savixgs  PR0^^SI0x. — Notwithstanding  the  repeal 
made  by  subparagraph  (A),  if  a  certificate  was  issued  before 
January  1,  1960,  with  respect  to  an  emergency  facility  which 
is  or  has  been  placed  in  service  before  the  date  of  the  enact- 
ment of  this  Act,  the  provisions  of  section  168  shall  not,  with 
respect  to  such  facility,  be  considered  repealed.  The  benefit 
of  deductions  by  reason  of  the  preceding  sentence  shall  be 
allowed  to  estates  and  trusts  in  the  same  manner  as  in  the 
case  of  an  individual.  The  allowable  deduction  shall  be 
apportioned  between  the  income  beneficiaries  and  the  fidu- 
ciarv  in  accordance  with  regulations  prescribed  under  section 
642(f). 

(  5  )  AmEXDMEXT  of  sectiox  171. — 

(A)  Repeal. — 

(i)  Section  171(b)(1)(B)  (relating  to  amount  of 
bond  premium)  is  amended  by  striking  out  clause  (iii) 
(relating  to  certain  bonds  acquired  before  1958). 

(ii)  Section  171(b)  (1)  (B)  (i)  is  amended  by  striking 
out  "clause  (ii)  or  (iii)  applies,"  and  inserting  in  lieu 
thereof  "clause  (ii)  applies,  or",  and  by  inserting 
"and"  at  the  end  thereof. 

(iii)  Section  171(b)  (1)  (B)  (ii)  is  amended  by  strik- 
ing out  ",  or"  and  inserting  ",  and"  in  lieu  thereof. 

(iv)  The  second  sentence  in  section  171(b)(2)  is 
amended  by  striking  out  "or  (iii)". 
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(B)  Savings  provision. — Notwithstanding  the  amend- 
ments made  by  subparagraph  (A),  in  the  case  of  a  bond  the 
interest  on  which  is  not  exchidable  from  gross  income — 

(i)  which  was  issued  after  January  22,  1951,  with  a 
call  date  not  more  than  3  years  after  the  date  of  such 
issue,  and 

(ii)  which  was  acquired  by  the  taxpayer  after  Janu- 
ary 22,  1954,  and  before  January  1, 1958, 

the  bond  premium  for  a  taxable  year  beginning  after  Decem- 
ber 31,  1975,  shall  not  be  determined  under  section  171(b) 
(1)  (B)  (i)  but  shall  be  determined  with  reference  to  the 
amount  payable  on  maturity,  and  if  the  bond  is  called  before 
its  maturity,  the  bond  premium  for  the  year  in  which  the 
bond  is  called  shall  be  determined  in  accordance  with  the 
provisions  of  section  171(b)  (2). 

(6)  Amendment  OF  SECTiox  3  3  3. — 

(A)  Repeal. — Section  333  (relating  to  election  as  to  recog- 
nition of  gain  in  certain  liquidations)  is  amended  by  striking 
out  subsection  (g)  (relating  to  the  liquidation  of  certain 
personal  holding  companies). 

(B)  Savings  provision. — Nothwithstanding  subparagraph 
(A),  if  any  corporation  meets  all  the  requirements  of  sec- 
tion 333(g)  (2)  (B),  as  in  effect  before  its  repeal  by  this  Act, 
the  liquidation  of  such  corporation  shall  be  treated  as  if 
paragraphs  (2),  (3),  and  (4)  of  section  333(g)  had  not  been 
repealed. 

(C)  Phase-in  or  12-month  holding  period  require- 
ment.— For  purposes  of  subparagraph  (B),  the  period  for 
holding  of  stock  specified  in  section  333(g)  (2)  (A)  (ii),  as  in 
elfect  before  such  repeal,  shall — 

(i)  in  the  case  of  taxable  years  beginning  in  1977,  be 
considered  to  be  "9  months" ;  and 

(ii)  in  the  case  of  taxable  years  beginning  after  De- 
cember 31,  1977,  be  considered  to  be  "1  year". 

(7)  Amendment  OF  section  453. — 

(A)  Repeal. — Section  453(b)(2)  (relating  to  limitation 
on  use  of  installment  sales  method)  is  amended  to  read  as 
follows : 

"(2)  Limitation. — Paragraph  (1)  shall  apply  only  if  in 
the  taxable  year  of  the  sale  or  other  disposition — 
"(A)  there  are  no  payments,  or 

"(B)  the  pajrtnents  (exclusive  of  evidences  of  indebted- 
ness of  the  purchaser)  do  not  exceed  30  percent  of  the  selling 
price.". 

(B)  Savings  provision. — Notwithstanding  subparagraph 
( A) ,  in  the  case  of  installment  payments  received  during  tax- 
able years  beginning  after  December  31,  1976,  on  account  of 
a  sale  or  other  disposition  made  during  a  taxable  year  begin- 
ning before  January  1,  1954,  subsection  (b)(1)  of  section 
453  (relating  to  sales  of  realty  and  casual  sales  of  person- 
alty) shall  apply  only  if  the  income  was  (by  reason  of  sec- 
tion 44(b)  of  the  Internal  Revenue  Code  of  1939)  returnable 
on  the  basis  and  in  the  manner  prescribed  in  section  44(a) 
of  such  Code. 


PUBLIC  LAW  94-455— OCT.  4,  1976 


90  STAT.  1839 


(8)  AMExmiEXTS  or  sectiox  512. — 

(A)  Eepeal. — Section  512(b)  (relating  to  unrelated  busi- 
ness taxable  income)  is  amended  by  striking  out  paragraphs 
(13)  and  (H)  and  by  redesignating  paragraphs  (15),  (16), 
and  (17)  as  paragraphs  (13),  (14),  and  (15),  respectively. 

(B)  Sa^ixgs  PR0^^SI0x. — Xot withstanding  subparagraph 
(A),  income  received  in  a  taxable  j^ear  beginning  after 
December  31.  1975,  shall  be  excluded  from  gross  income  in 
determining  unrelated  business  taxable  income,  if  such 
income  would  have  been  excluded  by  paragraph  (13)  or  (14) 
of  section  512(b)  if  received  in  a  taxable  year  beginning 
before  such  date.  Any  deductions  directly  connected  with 
income  excluded  under  the  preceding  sentence  in  determining 
unrelated  business  taxable  income  shall  also  be  excluded  for 
such  purpose. 

(9)  A:MExnMEXT  of  secttox  545. — 

(A)  Repeal. — Section  545(b)  (relating  to  adjustments  in 
computing  undistributed  personal  holding  company  income) 
is  amended  by  striking  out  paragraph  (9)  (relating  to  deduc- 
tions on  account  of  certain  liens  in  favor  of  the  United 
States). 

(B)  Savixgs  prom:stox. — Xot withstanding  subparagraph 
(A),  if  any  amount  was  deducted  under  paragraph  (9)  of 
section  545(b)  in  a  taxable  year  beginning  before  January  1. 
1977.  on  account  of  a  lien  which  is  satisfied  or  released  in  a 
taxable  year  beginning  on  or  after  such  date,  the  amount  so 
deducted  shall  be  inchided  in  income,  for  purposes  of  section 
545,  as  provided  in  the  second  sentence  of  such  paragraph. 
Shareholders  of  any  corporation  which  has  amounts  included 
in  its  income  by  reason  of  the  preceding  sentence  may  elect 
to  compute  the  income  tax  on  dividends  attributable  to 
amounts  so  included  as  provided  in  the  third  sentence  of  such 
paragraph. 

(10)  A:xrEXDMEXTS  or  sectiox  69  1. — 

(A)  Repeal. — Section  691  (relating  to  income  in  respect 
of  decedents)  is  amended  by  striking  out  subsection  (e) 
(relating  to  certain  installment  obligations  transmitted  at 
death)  and  by  redesignating  subsection  (f)  as  subsection  (e). 

(B)  Savixgs  provisiox. — Xot  withstanding  subparagraph 
(A),  any  election  made  under  section  691(e)  to  have  subsec- 
tion (a)  (4)  of  such  section  apply  in  the  case  of  an  installment 
obligation  shall  continue  to  be  effective  with  respect  to  tax- 
able years  beginning  after  December  31,  1976.  Section  691(c) 
shall  not  apply  in  respect  of  any  amount  included  in  gross 
income  by  reason  of  the  preceding  sentence.  The  liability 
under  bond  filed  under  section  44  ( d )  of  the  Internal  Revenue 
Code  of  1939  (or  corresponding  provisions  of  prior  law)  in 
respect  of  which  such  an  election  applies  is  hereby  released 
with  respect  to  taxable  years  to  which  such  election  applies. 

(  11 )  AmEXDMEXTS  of  sectiox  817. — 

(A)  Repeal. — Section  817  is  amended  by  striking  out 
subsection  (d)  (relating  to  certain  gains  occurring  before 
1959). 

(B)  Savixgs  provisiox. — Xotwithstanding  subparagraph 
(A),  any  gain  in  a  taxable  year  beginning  after  Decem- 
ber 31,  1976,  from  any  sale  or  other  disposition  of  property 
prior  to  January  1, 1959,  would  be  excluded  or  not  taken  into 
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account  for  purposes  of  part  1  of  subchapter  I  of  ch^ip^er 
1  if  subsection  (d)  of  section  817  of  such  Code  were  still  in 
effect  for  such  taxable  year,  such  gain  shall  be  excluded  for 
purposes  of  such  part. 

(12)  Repeal  OF  SECTION  1347. — 

(A)  Repeal. — Section  1347  (relating  to  certain  claims  filed 
against  the  United  States  before  January  1, 1958)  is  repealed. 

(B)  Savings  provision. — Notwithstanding  subparagraph 
(A),  if  amounts  received  in  a  taxable  year  beginning  after 
December  31,  1976,  would  have  been  subject  to  the  provisions 
of  section  1347  if  received  in  a  taxable  year  beginning  before 
such  date,  the  tax  imposed  by  section  1  attributable  to  such 
receipt  shall  be  computed  as  if  section  1347  had  not  been 
repealed. 

(13)  Repeal  of  section  1471. — ■ 

(A)  Repeal. — Subchapter  A  of  chapter  4  (relating  to 
recovery  of  excessive  profits  on  certain  Government  con- 
tracts) is  repealed. 

(B)  Savings  provision. — If  the  amount  of  profit  required 
to  be  paid  into  the  Treasury  under  section  2382  or  7300  of 
title  10,  United  States  Code,  is  not  voluntarily  paid,  the  Sec- 
retary of  the  Treasury  or  his  delegate  shall  collect  the  same 
under  the  methods  employed  to  collect  taxes  under  subtitle 
A.  All  provisions  of  law  (including  penalties)  applicable 
with  respect  to  such  taxes  and  not  inconsistent  with  section 
2382  or  7300  of  title  10  of  such  Code,  shall  apply  with  respect 
to  the  assessment,  collection,  or  payment  of  excess  profits  to 
the  Treasury  as  provided  in  the  preceding  sentence,  and  to 
refunds  by  the  Treasury  of  overpayments  of  excess  profits 
into  the  Treasury. 

(14)  Amendment  of  section  148i. — 

(A)  Repeal. — Section  1481  (relating  to  mitigation  of 
effect  of  renegotiation  of  Government  contracts)  is  amended 
by  striking  out  subsection  (d)  (relating  to  renegotiation  for 
years  prior  to  1954) . 

(B)  Savings  provision. — If,  during  a  taxable  year  begin- 
ning after  December  31,  1976,  a  recovery  of  excessive  profits 
through  renegotiation  which  relates  to  profits  of  a  taxable 
year  subject  to  the  Internal  Revenue  Code  of  1939,  the 
adjustments  in  respect  to  such  renegotiation  shall  be  made 
under  section  3806  of  such  Code. 

(c)  Conforming  and  Clerical  Amendments. — 

(1)  Amendment  conforming  to  the  amendment  of  section 
108. — Section  1017  is  amended  by  striking  out  "section  108(a)" 
each  time  it  appears  therein  and  inserting  in  lieu  thereof  "section 
108". 

(2)  Amendments  conforming  to  repeal  or  section  les. — 

(A)  Section  1238  is  amended  by  striking  out  "(relating  to 
amortization  deduction  of  emergency  facilities)"  and  insert- 
ing in  lieu  thereof  "(as  in  effect  before  its  repeal  by  the  Tax 
Reform  Act  of  1976)". 

(B)  Sections  642(f)  and  1082(a)  (2)  (B)  are  each  amended 
by  striking  out  "168,". 

(C)  Sections  1245(a)  (2)  and  1250(b)  (3)  are  each  amended 
by  striking  out  "168,"  each  place  it  appears  and  inserting  in 
lieu  thereof  "168  (as  in  effect  before  its  repeal  by  the  Tax 
Reform  Act  of  1976),". 
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(D)  The  table  of  sections  for  part  VI  of  subchapter  B  of 
chapter  1  is  amended  by  striking  out  the  item  relating  to 
section  168.  Ante,  p.  1837. 

(3)  Amexdmexts  cox-formixg  to  the  repeal  of  section 

1347.  

(A)  Section  5(b)  is  amended  by  striking  out  paragraph    26  USC  5. 
(5)  and  by  redesignating  paragraphs  (2),  (3),  and  (4),  as 
paragraphs  (1),  (2).  and  (3),  respectively. 

(B)  The  table  of  sections  for  part  VI  of  subchapter  Q  of 
chapter  1  is  amended  by  striking  out  the  item  relating  to 

section  1347.  Ante,  p.  1840. 

(C)  The  heading  of  part  VI  of  subchapter  Q  of  chapter  1    26  USC  1331. 
is  amended  to  read  as  follows : 

"PART  VI— MAXIMUM  RATE  ON  PERSONAL  SERVICE 

INCOME." 

(D)  The  table  of  parts  for  subchapter  Q  of  chapter  1  is 
amended  by  striking  out  the  item  relating  to  part  VI  and 
inserting  in  lieu  thereof  the  folloAving: 

"Part  VI.  Maximum  rate  on  personal  service  income." 

(4)  AmEXDMEX^T  COX'FORMIX'G  to  the  repeal  of  SECTIOX  1471.  

The  table  of  subchapters  for  chapter  4  is  amended  by  striking 

out  the  item  relating  to  subchapter  A. 
(d)  Effecti\t:  Date. — Except  as  otherwise  expressly  provided,  the   26  USC  72  note, 
amendments  made  b}'  this  section  shall  apply  with  respect  to  taxable 
years  beginninor  after  December  31, 1976. 

SEC.  1952.  PROVISIONS  OF  SUBCHAPTER  D  OF  CHAPTER  39;  COTTON    United  States 
FUTURES.  Cotton  Futures 

(a)  Short  Title. — This  section  mav  be  cited  as  the  "United  States 

Cotton  Futures  Act".  ^  ^SC  15b. 

(b)  Repeal  of  Tax  ox'  Cottox^  Futlties. — Subchapter  D  of  chap- 
ter 39  (relating  to  tax  on  cotton  futures)  is  repealed.  26  USC  4851. 

(c)  Defix'itiox's. — For  purposes  of  this  section — 

( 1 )  Cottox'  futures  cox'tract. — The  term  "cotton  futures  con- 
tract'' means  any  contract  of  sale  of  cotton  for  future  delivery 
made  at,  on,  or  in  any  exchange,  board  of  trade,  or  similar  institu- 
tion or  place  of  business  which  has  been  designated  a  "contract 
market"  by  the  Connnodity  Futures  Trading  Commission  pur- 
suant to  the  Commodity  Exchange  Act  and  the  term  "contract  of  7  USC  1. 
sale"  as  so  used  shall  be  held  to  include  sales,  agreements  of  sale, 

and  agreements  to  sell. 

(2)  Future  deli\'ery. — The  term  "future  delivery"  shall  not 
include  any  cash  sale  of  cotton  for  deferred  shipment  or  delivery. 

(3)  Persox'. — The  term  "person"  includes  an  individual,  trust, 
estate,  partnership,  association,  company,  or  corporation. 

(4)  Secretary. — The  term  "Secretary"  means  the  Secretary 
of  Agriculture  of  the  United  States. 

(.5)  Stax'dards. — The  term  "standards"  means  the  official  cotton 
standards  of  the  United  States  established  by  the  Secretary  pur- 
suant to  the  United  States  Cotton  Standards  Act,  as  amended. 

(d)  Box'A  Fn)E  Spot  Markets  ax^d  Commercial  Differexces. — 
(1)  Defix'itiox'. — For  purposes  of  this  section,  the  only  markets 

which  shall  be  considered  bona  fide  spot  markets  shall  be  those 
wliich  the  Secretary  shall,  from  time  to  time,  after  investigation, 
determine  and  designate  to  be  such,  and  of  which  he  shall  give 
public  notice. 
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Rules  and  (2)  DETERMINATION. — In  determining,  pursuant  to  the  provi- 

regulations.  sions  of  this  section,  what  markets  are  bona  fide  spot  markets,  the 

Secretary  is  directed  to  consider  only  markets  in  which  spot  cotton 
is  sold  in  such  volume  and  under  such  conditions  as  customarily 
to  reflect  accurately  the  value  of  middling  cotton  and  the  differ- 
ences between  the  prices  or  values  of  middling  cotton  and  of  other 
grades  of  cotton  for  which  standards  shall  have  been  established 
by  the  Secretary ;  except  that  if  there  are  not  sufficient  places,  in 
the  markets  of  which  are  made  bona  fide  sales  of  spot  cotton  of 
grades  for  which  standards  are  established  by  the  Secretary,  to 
enable  him  to  designate  at  least  five  spot  markets  in  accordance 
with  subsection  (f)  (3),  he  shall,  from  data  as  to  spot  sales  col- 
lected by  him,  make  rules  and  regulations  for  determining  the 
actual  commercial  differences  in  the  value  of  spot  cotton  of  the 
grades  established  by  him  as  reflected  by  bona  fide  sales  of  spot 
cotton,  of  the  same  or  different  grades,  in  the  market  selected  and 
designated  by  him,  from  time  to  time,  for  that  purpose,  and  in 
that  event  differences  in  value  of  cotton  of  various  grades  involved 
in  contracts  made  pursuant  to  subsection  (f )  (1)  and  (2)  shall  be 
determined  in  compliance  with  such  rules  and  regulations.  It  shall 
be  the  duty  of  any  person  engaged  in  the  business  of  dealing  in 
cotton,  when  requested  by  the  Secretar}^  or  any  agent  acting  under 
his  instructions,  to  answer  correctly  to  the  best  of  his  knowledge, 
under  oath  or  otherwise,  all  questions  touching  his  knowledge  of 
the  number  of  bales,  the  classification,  the  price  or  bona  fide  price 
offered,  and  other  terms  of  purchase  or  sale,  of  any  cotton  involved 
■I  in  any  transaction  participated  in  by  him,  or  to  produce  all  books, 
letters,  papers,  or  documents  in  his  possession  or  under  his  control 
relating  to  such  matter. 

(3)  Withholding  information. — Any  person  engaged  in  tlie 
business  of  dealing  in  cotton  who  shall,  within  a  reasonable  time 
prescribed  by  the  Secretary  or  any  agent  acting  under  his  instruc- 
tions, willfully  fail  or  refuse  to  answer  questions  or  to  produce 
books,  letters,  papers,  or  documents,  as  required  under  paragraph 
(2)  of  this  subsection,  or  who  shall  willfully  give  any  answer 
that  is  false  or  misleading,  shall,  upon  conviction  thereof,  be  fined 
not  more  than  $500. 

(e)  Form  and  Validity  of  Cotton  Futures  Contracts. — Each 
cotton  futures  contract  shall  be  a  basis  grade  contract,  or  a  tendered 
grade  contract,  or  a  specific  grade  contract  as  specified  in  subsections 
(f),  (g),  or  (h)  and  shall  be  in  writing  plainly  stating,  or  evidenced 
by  written  memorandum  showing,  the  terms  of  such  contract,  includ- 
ing the  quantity  of  the  cotton  involved  and  the  names  and  addresses 
of  the  seller  and  buyer  in  such  contract,  and  shall  be  signed  by  the 
party  to  be  charged,  or  by  his  agent  in  his  behalf.  No  cotton  futures 
contract  which  does  not  conform  to  such  requirements  shall  be  enforce- 
able by,  or  on  behalf  of,  any  party  to  such  contract  or  his  privies. 

(f )  Basis  Grade  Contracts. — 

(1)  Conditions. — Each  basis  grade  cotton  futures  contract  shall 
comply  with  each  of  the  following  conditions  : 

(A)  Conformity  with  regulations. — Conform  to  the 
regulations  made  pursuant  to  this  section. 

(B)  Specification  of  grade,  price,  and  dates  of  sale  and 
SETTLEMENT. — Specify  the  basis  grade  for  the  cotton  involved 
in  the  contract,  which  shall  be  one  of  the  grades  for  which 
standards  are  established  by  the  Secretary,  except  grades  pro- 
hibited from  being  delivered  on  a  contract  made  under  this 
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subsection  by  subparagraph  (E),  tlie  price  per  pound  at 
which  the  cotton  of  such  basis  grade  is  contracted  to  be  bought 
or  sold,  the  date  Tvhen  the  purchase  or  sale  was  made,  and 
the  month  or  months  in  which  the  contract  is  to  be  fulfilled 
or  settled;  except  that  middling  shall  be  deemed  the  basis 
grade  incorporated  into  the  contract  if  no  other  basis  grade 
be  specified  either  in  the  contract  or  in  the  memorandum 
evidencing  the  same. 

(C)  Prom:siox  for  deli\-ery  of  staxdard  grades  only. — 
Provide  that  the  cotton  dealt  with  therein  or  delivered  there- 
under shall  be  of  or  within  the  grades  for  which  standards 
are  established  by  the  Secretary  except  grades  prohibited 
from  being  delivered  on  a  contract  made  under  this  subsection 
by  subparagraph  (E)  and  no  other  grade  or  grades. 

(D)  Prom:siox  for  settlement  on  basis  of  actual  commer- 
CL4L  differences. — Provide  that  in  case  cotton  of  grade  other 
than  the  basis  grade  be  tendered  or  delivered  in  settlement 
of  such  contract,  the  differences  above  or  below  the  contract 
price  which  the  receiver  shall  pay  for  such  grades  other  than 
the  basis  grade  shall  be  the  actual  commercial  differences, 
determined  as  hereinafter  provided. 

(E)  Prohibition  of  deli^-ery  of  inferior  cotton. — Pro- 
vide that  cotton  that,  because  of  the  presence  of  extraneous 
matter  of  any  character,  or  irregularities  or  defects,  is 
reduced  in  value  below  that  of  low  middling,  or  cotton  that  is 
below  the  grade  of  low  middling,  or,  if  tinged,  cotton  that  is 
below  the  grade  of  strict  middling,  or,  if  yellow  stained,  cot- 
ton that  is  below  the  grade  of  good  middling,  the  grades  men- 
tioned being  of  the  official  cotton  standards  of  the  United 
States,  or  cotton  that  is  less  than  seven-eighths  of  an  inch  in 
length  of  staple,  or  cotton  of  perished  staple,  or  of  imma- 
ture staple,  or  cotton  that  is  "gin  cut"  or  reginned,  or  cotton 
that  is  "repacked"  or  "false  packed"  or  "mixed  packed"  or 
"water  packed",  shall  not  be  delivered  on,  under,  or  in  settle- 
ment of  such  contract. 

(F)  Provisions  for  tender  in  full,  notice  of  delivery 
DATE,  AND  CERTIFICATE  OF  GRADE. — Provide  that  all  tenders  of 
cotton  under  such  contract  shall  be  the  full  number  of  bales 
involved  therein,  except  that  such  variations  of  the  number 
of  bales  may  be  permitted  as  is  necessary  to  bring  the  total 
weight  of  the  cotton  tendered  within  the  provisions  of  the 
contract  as  to  weight;  that,  on  the  fifth  business  day  prior 
to  delivery,  the  person  making  the  tender  shall  give  to  the 
person  receiving  the  same  written  notice  of  the  date  of 
delivery,  and  that,  on  or  prior  to  the  date  so  fixed  for  delivery, 
and  in  advance  of  final  settlement  of  the  contract,  the  person 
making  the  tender  shall  furnish  to  the  person  receiving  the 
same  a  written  notice  or  certificate  stating  the  grade  of  each 
individual  bale  to  be  delivered  and,  by  means  of  marks  or 
numbers,  identifying  each  bale  with  its  grade. 

(G)  Provision  for  tender  and  settlement  in  accordance 
WITH  G0\-ERNMENT  CLASSIFICATION. — Provide  that  all  tenders 
of  cotton  and  settlements  therefor  under  such  contract  shall 
be  in  accordance  with  the  classification  thereof  made  under 
the  regulations  of  the  Secretary  by  such  officer  or  officers  of 
the  Government  as  shall  be  designated  for  the  purpose,  and 
the  costs  of  such  classification  shall  be  fixed,  assessed,  col- 
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lected,  and  paid  as  provided  in  such  regulations.  The  Secre- 
tary is  authorized  to  prescribe  regulations  for  carrying  out 
the  purposes  of  this  subparagraph  and  the  certificates  of  the 
officers  of  the  Government  as  to  the  classification  of  any  cot- 
ton for  the  purposes  of  this  subparagraph  shall  be  accepted 
in  the  courts  of  the  United  States  in  all  suits  between  the 
parties  to  such  contract,  or  their  privies,  as  prima  facie  evi- 
dence of  the  true  classification  of  the  cotton  involved. 

(2)  Incorporation  of  conditions  in  contracts. — The  provi- 
sions of  paragraphs  (1)  (C),  (D),  (E),  (F),  and  (G)  shall  be 
deemed  fully  incorporated  into  any  such  contract  if  there  be 
written  or  printed  thereon,  or  on  the  memorandums  evidencing 
the  same,  at  or  prior  to  the  time  the  same  is  signed,  the  phrase 
"Subject  to  United  States  Cotton  Futures  Act,  subsection  (f)." 

(3)  Delivery  allowances. — For  the  purpose  of  this  subsection, 
the  differences  above  or  below  the  contract  price  which  the 
receiver  shall  pay  for  cotton  of  grades  above  or  below  the  basic 
grade  in  the  settlement  of  a  contract  of  sale  for  the  future 
delivery  of  cotton  shall  be  determined  by  the  actual  commercial 
differences  in  value  thereof  upon  the  sixth  business  day  prior  to 
the  day  fixed,  in  accordance  with  paragraph  (1)(F),  for  the 
delivery  of  cotton  on  the  contract,  established  by  the  sale  of  spot 
cotton  in  the  spot  markets  of  not  less  than  five  places  designated 
for  the  purpose  from  time  to  time  by  the  Secretary,  as  such  values 
were  established  by  the  sales  of  spot  cotton,  in  such  designated 
five  or  more  markets.  For  purposes  of  this  paragraph,  such  values 
in  the  such  spot  markets  shall  be  based  upon  the  standards  for 
grades  of  cotton  established  by  the  Secretary.  Whenever  the  value 
of  one  grade  is  to  be  determined  from  the  sale  or  sales  of  spot  cot- 
ton of  another  grade  or  grades,  such  value  shall  be  fixed  in  accord- 
ance with  rules  and  regulations  which  shall  be  prescribed  for  the 
purpose  by  the  Secretary. 

(g)  Tendered  Grade  Contracts. — 

(1)  Conditions. — Each  tendered  grade  cotton  future  contract 
shall  comply  with  each  of  the  following  conditions : 

(A)  Compliance  with  subsection  (f). — Comply  with  all 
the  terms  and  conditions  of  subsection  (f)  not  inconsistent 
with  this  subsection ;  and 

(B)  Provision  for  contingent  specific  performance. — 
Provide  that,  in  case  cotton  of  grade  or  grades  other  than  the 
basis  grade  specified  in  the  contract  shall  be  tendered  in  per- 
formance of  the  contract,  the  parties  to  such  contract  may 
agree,  at  the  time  of  the  tender,  as  to  the  price  of  the  grade 
or  grades  so  tendered,  and  that  if  they  shall  not  then  agree 
as  to  such  price,  then,  and  in  that  event,  the  buyer  of  said 
contract  shall  have  the  right  to  demand  the  specific  fulfill- 
ment of  such  contract  by  the  actual  delivery  of  cotton  of 
the  basis  grade  named  therein  and  at  the  price  specified  for 
such  basis  grade  in  said  contract. 

(2)  Incorporation  of  conditions  in  contract. — Contracts 
made  in  compliance  with  this  subsection  shall  be  known  as  "sub- 
section (g)  Contracts".  The  provisions  of  this  subsection  shall  be 
deemed  fully  incorporated  into  any  such  contract  if  there  be 
written  or  printed  thereon,  or  on  the  memorandum  evidencing  the 
same,  at  or  prior  to  the  time  the  same  is  signed,  the  phrase 
"Subject  to  United  States  Cotton  Futures  Act,  subsection  (g)". 
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(3)  APPLICATION  or  SUBSECTION. — Nothing  in  this  subsection 
shall  be  so  construed  as  to  authorize  any  contract  in  which,  or  in 
the  settlement  of  or  in  respect  to  which,  any  device  or  arrange- 
ment whatever  is  resorted  to,  or  any  agreement  is  made,  for  the 
determination  or  adjustment  of  the  price  of  the  grade  or  grades 
tendered  other  than  the  basis  grade  specified  in  the  contract  by 
any  "fixed  difference"  system,  or  by  arbitration,  or  by  any  other 
method  not  provided  for  by  this  section, 
(h)  Specific  Grade  Contracts. — 

(1)  Conditions. — Each  specific  grade  cotton  futures  contract 
shall  comply  with  each  of  the  following  conditions: 

(A)  Conformity  w^ith  rules  and  regulations. — Conform 
to  the  rules  and  regulations  made  pursuant  to  this  section. 

(B)  Specification  of  grade,  price,  dates  of  sale  and  deliv- 
ery.— Specify  the  grade,  type,  sample,  or  description  of  the 
cotton  involved  in  the  contract,  the  price  per  pound  at  which 
such  cotton  is  contracted  to  be  bought  or  sold,  the  date  of 
the  purchase  or  sale,  and  the  time  when  shipment  or  delivery 
of  such  cotton  is  to  be  made. 

(C)  Prohibition  of  delivery  of  other  than  specified 
GRADE. — Provide  that  cotton  of  or  within  the  grade  or  of  the 
type,  or  according  to  the  sample  or  description,  specified  in 
the  contract  shall  be  delivered  thereunder,  and  that  no  cot- 
ton which  does  not  conform  to  the  type,  sample,  or  descrip- 
tion, or  which  is  not  of  or  within  the  grade  specified  in  the 
contract  shall  be  tendered  or  delivered  thereunder. 

(D)  Provision  for  specific  performance. — Provide  that 
the  delivery  of  cotton  under  the  contract  shall  not  be  effected 
by  means  of  "setoff"  or  "ring*'  settlement,  but  only  by  the 
actual  transfer  of  the  specified  cotton  mentioned  in  the 
contract. 

(2)  Incorporation  of  conditions  in  contract. — The  provisions 
of  paragraphs  (1)  (A),  (C),  and  (D)  shall  be  deemed  fullv  incor- 
porated into  any  such  contract  if  there  be  written  or  printed 
thereon,  or  on  the  document  or  memorandum  evidencing  the  same, 

at  or  prior  to  the  time  the  same  is  entered  into,  the  words  "Sub-  Ante,  p.  1841. 
ject  to  Ignited  States  Cotton  Futures  Act,  subsection  (h)". 

(3)  Application  of  subsection. — This  subsection  shall  not  be 
construed  to  apply  to  any  contract  of  sale  made  in  compliance 
with  subsection  (f )  or  (g). 

fi)  Liability  of  Principal  for  Acts  of  Agent. — When  construing 
and  enforcing  the  provisions  of  this  section,  the  act,  omission,  or  fail- 
ure of  any  official,  agent,  or  other  person  acting  for  or  emploved  by  any 
association,  partnership,  or  corporation  within  the  scope  of  his  employ- 
ment or  office  shall,  in  every  case,  also  be  deemed  the  act,  omission,  or 
failure  of  such  association,  partnership,  or  corporation,  as  well  as  that 
of  the  person. 

(j )  Regulations. — The  Secretary  is  authorized  to  make  such  regu- 
lations with  the  force  and  effect  of  law  as  he  determines  may  be 
necessary  to  carry  out  the  provisions  of  this  section  and  the  powers 
vested  in  him  by  this  section. 

(k)  Violations.— Any  person  who  knowingly  violates  any  regula- 
tion made  m  pursuance  of  this  section,  shall,  upon  conviction  thereof, 
be  fined  not  less  than  $100  nor  more  than  $.500,  for  each  violation 
thereof,  m  thp  discretion  of  the  court,  arid,  in  case  of  natural  persons, 
may,  in  addition  be  punished  by  imprisonment  for  not  less  than  30 
days  nor  more  than  90  days,  for  each  violation,  in  the  discretion  of  the 
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court  except  that  this  subsection  shall  not  apply  to  violations  subject 
to  subsection  (d)  (3). 

(1)  Applicability  to  Contracts  Prior  to  Effective  Date. — The 
provisions  of  this  section  shall  not  apply  to  any  cotton  futures  contract 
entered  into  prior  to  the  effective  date  of  this  section  or  to  any  act  or 
failure  to  act  by  any  person  prior  to  such  effective  date  and  all  such 
prior  contracts,  acts  or  failure  to  act  shall  continue  to  be  governed  by 
26  use  1.  the  applicable  provisions  of  the  Internal  Revenue  Code  of  1954  as  in 

effect  prior  to  the  enactment  of  this  section.  All  designations  of  bona 
fide  spot  markets  and  all  rules  and  regulations  issued  by  the  Secretary 
pursuant  to  the  applicable  provisions  of  the  Internal  Revenue  Code  of 
1954  which  were  in  effect  on  the  effective  date  of  this  section,  shall 
remain  fully  effective  as  designations  and  regulations  under  this 
section  until  superseded,  amended,  or  terminated  by  the  Secretary. 

(m)  Authorization. — There  are  authorized  to  be  appropriated 
such  sums  as  may  be  necessary  to  carry  out  this  section, 
(n)  Conforming  and  Clerical  Amendments. — 
26  use  6808.  (1)  Section  6808  (relating  to  cross  references)  is  amended  by 

striking  out  paragraph  (2),  and  by  redesignating  paragraphs 
(3),  (6),  and  (11)  as  paragraphs  (1),  (2),  and  (3),  respectively. 
26  use  7233.  (2)  (A)  Section  7233  (relating  to  failure  to  pay  tax  on  cotton 

futures)  is  repealed. 

(B)  The  table  of  sections  for  part  II  of  subchapter  A  of 
chapter  75  is  amended  by  striking  out  the  item  relating  to  section 
7233. 

26  use  7263.  (3)  (A)  Section  7263  (relating  to  penalties  concerning  cotton 

futures)  is  repealed. 

(B)  The  table  of  sections  for  subchapter  B  of  chapter  75  is 
amended  by  striking  out  the  item  relating  to  section  7263. 
26  use  7492.  (4)  (A)  Subchapter  E  of  chapter  76  (relating  to  miscellaneous 

provisions  regarding  cotton  futures  contracts)  is  repealed. 

(B)  The  table  of  subchapters  for  chapter  76  is  amended  by 
striking  out  the  items  relating  to  subchapter  E. 
26  use  4801.  (5)  Chapter  39  (relating  to  regulatory  taxes)  is  amended  by 

striking  out  the  chapter  heading  and  the  table  of  subchapters. 

(6)  The  table  of  chapters  for  subtitle  D  is  amended  by  striking 
out  the  item  relating  to  chapter  39. 
26  use  15b  (o)  Effective  Date.— The  provisions  of  this  section  shall  take 

note.  effect  on  the  90th  day  after  the  date  of  the  enactment  of  this  Act. 

TITLE  XX— ESTATE  AND  GIFT  TAXES 

SEC.  2001.  UNIFIED  RATE  SCHEDULE  FOR  ESTATE  AND  GIFT  TAXES; 

UNIFIED  CREDIT  IN  LIEU  OF  SPECIFIC  EXEMPTIONS. 

(a)  Changes  in  Estate  Tax. — 
26  use  2001.  (1)  Imposition  OF  Tax;  Rate  Schedule.— Section  2001  (relat- 

ing to  rate  of  tax)  is  amended  to  read  as  follows: 
"SEC.  2001.  IMPOSITION  AND  RATE  OF  TAX. 

"(a)  Imposition.— A  tax  is  hereby  imposed  on  the  transfer  of  the 
taxable  estate  of  every  decedent  who  is  a  citizen  or  resident  of  the 
United  States. 

"(b)  Computation  of  Tax.— The  tax  imposed  by  this  section  shall 
be  the  amount  equal  to  the  excess  (if  any)  of — 

"(1)  a  tentative  tax  computed  in  accordance  with  the  rate 
schedule  set  forth  in  subsection  (c)  on  the  sum  of — 
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"  ( A )  the  amount  of  the  taxable  estate,  and 
"(B)  the  amount  of  the  adjusted  taxable  gifts,  over 
"(2)  the  aggregate  amount  of  tax  payable  under  chapter  12  26  USC  2501. 
with  respect  to  gifts  made  by  the  decedent  after  December  31, 
1976. 

For  purposes  of  paragraph  (1)  (B),  the  term  'adjusted  taxable  gifts' 
means  the  total  amount  of  the  taxable  gifts  (within  the  meaning  of 
section  2503)  made  by  the  decedent  after  December  31,  1976,  other 
than  gifts  which  are  includible  in  the  gross  estate  of  the  decedent, 
"(c)  Eate  Schedule. — 

"If  the  amount  with  respect  to  which  the  The  tentative  tax  is : 
tentative  tax  to  be  computed  is : 

Not  over  .$10,000  18  percent  of  sucli  amount. 

Over  '$10,000  but  not  over  $20,000  $1,800,  plus  20  percent  of  the  excess 

of  such  amount  over  $10,000. 
Over  $20,000  but  not  over  $40,000  '$3,800,  plus  22  percent  of  the  excess 

of  such  amount  over  $20,000. 
Over  $40,000  but  not  over  $60,000  $8,200,  plus  24  percent  of  the  excess 

of  such  amount  over  $40,000. 
Over  $60,000  but  not  over  $80,000  $13,000,  plus  26  i^ercent  of  the  excess 

of  such  amount  over  $60,000. 
Over  $80,000  but  not  over  $100,000  $18,200,  plus  28  percent  of  the  excess 

of  sudh  amount  over  $80,000. 
Over  ?100,000  but  not  over  $150,000  $23,800.  plus  30  percent  of  the  excess 

of  such  amount  over  $100,000. 
Over  $150,000  but  not  over  $250,000  $38,800,  plus  32  percent  of  the  excess 

of  such  amount  over  $150,000. 
Over  $250,000  but  not  over  $500,000  870.800.  plus  34  percent  of  the  excess 

of  such  amount  over  $250,000. 
Over  $500,000  but  not  over  $750,000  $155,800,  plus  37  percent  of  the  excess 

of  such  amount  over  $500,000. 
Over  $750,000  but  not  over  $1,000,000  $248,300,  plus  39  percent  of  the  ex- 
cess of  such  amount  over  $750,000. 
Over  '$1,000,000  but  not  over  $1,250,000  $345,800  plus  41  percent  of  the  excess 

of  such  amount  over  $1,000,000. 
Over  $1,250,000  but  not  over  $1,500,000  $448,300,  plus  43  percent  of  the  excess 

of  such  amount  over  $1,250,000. 
Over  $1,500,000  but  not  over  .$2,000,000  $555,800,  plus  45  percent  of  the  excess 

of  such  amount  over  $1,500,000. 
Over  $2,000,000  but  not  over  $2,500,000  $780,800,  plus  49  percent  of  the  excess 

of  such  amount  over  $2,000,000. 
Over  $2,-500,000  but  not  over  .$3,000,000__  $1,025,800,  plus  53  percent  of  the  ex- 
cess of  such  amount  over  $2,-500,000. 
Over  $3,000,000  but  not  over  $3,500,000—  $1,290,800,  plus  57  percent  of  the  ex- 
cess of  such  amount  over  $3,000,000. 
Over  $3,500,000  but  not  over  .$4,000,000__  $1,575,800,  plus  61  percent  of  the  ex- 
cess of  such  amount  over  ,$3,500,000. 
Over  $4,000,000  but  not  over  $4,500,000__  $1,880,800,  plus  65  percent  over  the  ex- 
cess of  such  amount  over  $^,000,000. 
Over  $4,500,000  but  not  over  $5,000,000__  $2,205,800,  plus  69  percent  of  the  ex- 
cess of  such  amount  over  $^,500,000. 
Over   ,$5,000,000  .$2,5,50,800,  plus  70  percent  of  the  ex- 
cess of  such  amount  over  $5,000,000. 

"(d)  Adjustment  for  Gift  Tax  Paid  by  Spouse. — For  purposes 
of  subsection  (b)(2).  if — 

"  ( 1 )  the  decedent  was  the  donor  of  any  gift  one-half  of  which 
was  considered  under  section  2513  as  made  by  the  decedent's 
spouse,  and 

"(2)  the  amount  of  such  gift  is  includible  in  the  gross  estate 
of  the  decedent, 

any  tax  payable  by  the  spouse  under  chapter  12  on  such  gift  (as 
determined  under  section  2012(d))  shall  be  treated  as  a  tax  paya]3le 
with  respect  to  a  gift  made  by  the  decedent." 
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(2)  Allowance  or  unified  credit. — Part  II  of  subchapter  A  of 
chapter  11  (relating  to  credits  against  the  estate  tax)  is  amended 
by  inserting  before  section  2011  the  following  new  section: 

26  use  2010.       "SEC.  2010.  UNIFIED  CREDIT  AGAINST  ESTATE  TAX. 

"(a)  General  Rut.e. — A  credit  of  $47,000  shall  be  allowed  to  the 
estate  of  every  decedent  against  the  tax  imposed  by  section  2001. 
"(b)  Phase-in  of  $47,000  credit. — 

Subsection  (a)  shall  be  applied  by  sub- 
stituting for  *$47,000*  the  following 
"In  the  case  of  decedents  dying  in :  amount : 

1977   $30,000 

1978     34,000 

1979    38, 000 

1980     42,500 

"(c)  Adjustment  to  Credit  for  Certain  Gifts  Made  Before 
1977. — The  amount  of  the  credit  allowable  under  subsection  (a)  shall 
be  reduced  by  an  amount  equal  to  20  percent  of  the  aggregate  amount 
allowed  as  a  specific  exemption  under  section  2521  (as  in  eflPect  before 
its  repeal  by  the  Tax  Reform  Act  of  1976)  with  respect  to  gifts  made 
by  the  decedent  after  September  8, 1976. 

"(d)  Limitation  Based  on  Amount  of  Tax. — The  amount  of  the 
credit  allowed  by  subsection  (a)  shall  not  exceed  the  amount  of  the 
26  use  2012.       tax  imposed  by  section  2001." 

(3)  Termination  of  credit  for  gift  tax. — Section  2012  (relat- 
ing to  credit  for  gift  tax)  is  amended  by  adding  at  the  end  thereof 
the  following  new  subsection : 

"(e)  Section  Inapplicable  to  Gifts  Made  After  December  31, 
1976. — No  credit  shall  be  allowed  under  this  section  with  respect  to 
the  amount  of  any  tax  paid  under  chapter  12  on  any  gift  made  after 
December  31, 1976." 

26  use  2052.  (4)  Repeal  of  specific  exemption. — Section  2052  (relating  to 

exemption  for  purposes  of  the  estate  tax)  is  hereby  repealed. 
(5)  Adjustments  for  gifts  made  within  3  years  of  death. — 

26  use  2035.  Section  2035  (relating  to  transactions  in  contemplation  of  death) 

is  amended  to  read  as  follows : 

"SEC.  2035.  ADJUS™ENTS  FOR  GIFTS  MADE  WITHIN  3  YEARS  OF 
DECEDENTS  DEATH. 

"(a)  Inclusion  of  Gifts  Made  by  Decedent. — Except  as  provided 
in  subsection  (b),  the  value  of  the  gross  estate  shall  include  the  value 
of  all  property  to  the  extent  of  any  interest  therein  of  which  the  dece- 
dent has  at  any  time  made  a  transfer,  by  trust  or  otherwise,  during 
the  3-year  period  ending  on  the  date  of  the  decedent's  death. 

"(b)  Exceptions. — Subsection  (a)  shall  not  apply  to —  o 
"(1)  any  bona  fide  sale  for  an  adequate  and  full  consideration 
in  money  or  money's  worth,  and 

"(2)  any  gift  excludable  in  computing  taxable  gifts  by  reason 
of  section  2503(b)  (relating  to  $3,000  annual  exclusion  for  pur- 
poses of  the  gift  tax)  determined  without  regard  to  section  2513 
'  (a). 

"(c)  Inclusion  of  Gift  Tax  on  Certain  Gifts  Made  During  3 
Years  Before  Decedent's  Death. — The  amount  of  the  gross  estate 
(determined  without  regard  to  this  subsection)  shall  be  increased  by 
the  amount  of  any  tax  paid  under  chapter  12  by  the  decedent  or  his 
estate  on  any  gift  made  by  the  decedent  or  his  spouse  after  Decem- 
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ber  31,  1976,  and  during  the  3-year  period  ending  on  the  date  of  the 
decedent's  death.'- 

(b)  Changes  ix  Gift  Tax. — 

(1)  Kate  of  tax. — Subsection  (a)  of  section  2502  (relating   26  USC  2502. 
to  rate  of  gift  tax)  is  amended  to  read  as  follows : 

"(a)  Computatiox  of  Tax. — The  tax  imposed  by  section  2501  for 
each  calendar  quarter  shall  be  an  amount  equal  to  the  excess  of — 

"(1)  a  tentative  tax,  computed  in  accordance  with  the  rate 
schedule  set  forth  in  section  2001(c),  on  the  aggregate  sum  of  Ante,  p.  1846. 
the  taxable  gifts  for  such  calendar  quarter  and  for  each  of  the 
preceding  calendar  years  and  calendar  quarters,  over 

"(2)  a  tentative  tax,  computed  in  accordance  with  such  rate 
schedule,  on  the  aggregate  sum  of  the  taxable  gifts  for  each  of 
the  preceding  calendar  years  and  calendar  quarters." 

(2)  UxiFiED  CREorr. — Subchapter  A  of  chapter  12  (relating 
to  determination  of  gift  tax  liability)  is  amended  by  adding  at  the 
end  thereof  the  following  new  section : 

"SEC.  2505.  UNIFIED  CREDIT  AGAINST  GIFT  TAX.  25  USC  2505. 

"(a)  General  Etjle. — In  the  case  of  a  citizen  or  resident  of  the 
United  States,  there  shall  bo  allowed  as  a  credit  against  the  tax 
imposed  bv  section  2501  for  each  calendar  quarter  an  amount  equal 
to— 

"(1)  $47,000,  reduced  by 

"(2)  the  sum  of  the  amounts  allowable  as  a  credit  to  the 
individual  under  this  section  for  all  preceding  calendar  quarters. 
"(b)  Phase-in  or  $47,000  Credit.— 

Subsection  (a)(1)  shall  be  applied  by 
substituting  for  '$47,000'  the  follow- 


"In  the  case  of  gifts  made:  ing  amount : 

After  December  .31,  1976.  and  before  July  1,  1977   $6,  000 

After  June  30,  1977,  and  before  January  1,  1978  $30,  000 

After  December  31,  1977,  and  before  .January  1,  1979  $34,  000 

After  December  31.  1978,  and  before  .January  1,  1980  $38,000 

After  December  31,  1979.  and  before  January  1,  1981  $42,  500 


"(c)  Adji'Stment  to  Credit  for  Certain  Gifts  Made  Before 
1977. — The  amount  allowable  under  subsection  (a)  shall  be  reduced 
by  an  amount  equal  to  20  percent  of  the  aggregate  amount  allowed  as 
a  specific  exemption  under  section  2521  (as  in  effect  before  its  repeal 
by  the  Tax  Reform  Act  of  1976)  with  respect  to  gifts  made  by  the 
individual  after  Septeml^er  8, 1976. 

"(d)  Limitation  Based  on  Amount  of  Tax. — The  amount  of  the 
credit  allowed  under  subsection  (a)  for  any  calendar  quarter  shall 
not  exceed  the  amount  of  the  tax  imposed  by  section  2501  for  such 
calendar  quarter." 

(3)  Repeal  of  specific  exemption. — Section  2521  (relating  to  26  USC  2521. 
specific  exemption  in  the  case  of  the  gift  tax)  is  hereby  repealed, 
(c)  Technical,  Clerical,  and  Conforming  Changes. — 
(1)  Changes  in  estate  tax. — 

(A)  Credit  for  state  death  taxes. — Section  2011  (relat-  26  USC  2011. 
ing  to  credit  for  State  death  taxes)  is  amended — 

(i)  by  striking  out  "taxable  estate"  each  place  it 
appears  in  subsection  (b)  (including  the  heading  to  the 
table)  and  inserting  in  lieu  thereof  "adjusted  taxable 
estate"  ; 

(ii)  by  adding  at  the  end  of  subsection  (b)  the  follow- 
ing new  sentence: 
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"Adjusted  "For  purposes  of  this  section,  the  term  'adjusted  taxable  estate'  means 

taxable  estate."     the  taxable  estate  reduced  by  $60,000.", 

(iii)  by  striking  out  "taxable  estate"  each  place  it 
appears  in  subsection  (e)  and  inserting  in  lieu  thereof 
"adjusted  taxable  estate";  and 

(iv)  by  adding  at  the  end  thereof  the  following  new 
subsection : 

"(f)  Limitation  Based  on  Amount  of  Tax. — The  credit  provided 
by  this  section  shall  not  exceed  the  amount  of  the  tax  imposed  by  sec- 
tion 2001,  reduced  by  the  amount  of  the  unified  credit  provided  by 
section  2010." 

26  use  2012.  (B)  Credit  for  gift  tax, — Subsection  (a)  of  section  2012 

(relating  to  credit  for  gift  tax)  is  amended  by  striking  out 
"provided  by  section  2011"  and  inserting  in  lieu  thereof 
Ante,  p.  1848.  "provided  by  section  2011  and  the  unified  credit  provided  by 

section  2010". 

(C)  Credit  for  tax  on  prior  transfers. — 
26  use  2013.  (i)  The  first  sentence  of  section  2013(b)  is  amended 

'  by  striking  out  "and  increased  by  the  exemption  provided 

for  by  section  2052  or  section  2106(a)  (3),  or  the  corre- 
sponding provisions  of  prior  laws,  in  determining  the 
taxable  estate  of  the  transferor  for  purposes  of  the  estate 
tax". 

(ii)  Subparagraph   (A)   of  section  2013(e)(1)  is 
amended  to  read  as  follows : 
"  (A)  the  estate  tax  imposed  by  section  2001  or  section  2101 
(after  deducting  the  credits  provided  for  in  sections  2010, 
2011,  2012,  and  2014)  computed  without  regard  to  this  section, 
exceeds". 

26  use  2101.  (D)  Rate  OF  TAX  IN  case  of  nonresidents  NOT  citizens. — 

Section  2101  (relating  to  tax  imposed  in  the  case  of  estates 
of  nonresidents  not  citizens)  is  amended  to  read  as  follows : 

"SEC.  2101.  TAX  IMPOSED. 

"(a)  Imposition. — Except  as  provided  in  section  2107,  a  tax  is 
hereby  imposed  on  the  transfer  of  the  taxable  estate  (determined  as 
provided  in  section  2106)  of  every  decedent  nonresident  not  a  citizen 
of  the  United  States. 

"(b)  Computation  of  Tax. — The  tax  imposed  by  this  section  shall 
be  the  amount  equal  to  the  excess  (if  any)  of — 

"(1)  a  tentative  tax  computed  in  accordance  with  the  rate 
schedule  set  forth  in  subsection  (d)  on  the  sum  of — 
"  ( A )  the  amount  of  the  taxable  estate,  and 
"(B)  the  amount  of  the  adjusted  taxable  gifts,  over 
"(2)  a  tentative  tax  computed  in  accordance  with  the  rate 
schedule  set  forth  in  subsection  (d)  on  the  amount  of  the  adjusted 
taxable  gifts. 
"  (c)  Adjustivients  for  Taxable  Gifts. — 

"(1)  Adjusted  taxable  gifts  defined. — For  purposes  of  this 
section,  the  term  'adjusted  taxable  gifts'  means  the  total  amount 
of  the  taxable  gifts  (within  the  meaning  of  section  2503  as  modi- 
fied by  section  2511)  made  by  the  decedent  after  December  31, 
1976,  other  than  gifts  which  are  includible  in  the  gross  estate  of 
the  decedent. 

"(2)  Adjustment  for  certain  gift  tax. — For  purposes  of  this 
section,  the  rules  of  section  2001  (d)  shall  apply. 
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"(d)  Kate  Schedule. — 

"If  the  amount  with  respect  to  which 
the  tentative  tax  to  be  computed  is :      The  tentative  tax  is : 

Xot  over  $100,000   6%  of  such  amount. 

Over  $100,000  but  not  over  $500,000   $6,000,    plus    12%    of    excess  over 

$100,000. 

Over  $500,000  but  not  over  $1,000,000__.    $54,000,    plus    18%    of   excess  over 

$500,000. 

Over  $1,000,000  but  not  over  $2,000,000-    $144,000,    plus   24%    of   excess  over 

$1,000,000. 

Over  2,000,000   $384,000,   plus   30%    of   excess  over 

$2,000,000." 

(E)  Credit  in  case  of  estate  of  nonresidents  not 

CITIZENS.  

(i)  Section  2102  (relating  to  credits  against  tax  in   26  USC  2102. 
case  of  estates  of  nonresidents  not  citizens)  is  amended  by 

adding  at  the  end  thereof  the  following  new  subsection : 
"(c)  Unified  Credit. — 

"(1)  In  general. — A  credit  of  $3,600  shall  be  allowed  against   Ante,  p.  1850. 
the  tax  imposed  by  section  2101. 

"(2)  Residents  of  possessions  of  the  united  states. — In  the 
case  of  a  decedent  who  is  considered  to  be  a  'nonresident  not  a 
citizen  of  the  United  States'  under  section  2209,  the  credit  under 
this  subsection  shall  be  the  greater  of — 
"(A)  $3,600,  or 

"(B)  that  proportion  of  $15,075  which  the  value  of  that 
part  of  the  decedent's  gross  estate  which  at  the  time  of  his 
death  is  situated  in  the  United  States  bears  to  the  value  of  his 
entire  gross  estate  wherever  situated. 
"(3)  Phase-in  of  paragraph  (2)  (b)  amount. — In  the  case  of 
a  decedent  dying  before  1981,  paragraph   (2)  (B)   shall  be 
applied — 

"(A)  in  the  case  of  a  decedent  dying  during  1977,  by  sub- 
stituting '$8,480'  for  '$15,075', 

"(B)  in  the  case  of  a  decedent  dying  during  1978,  by  sub- 
stituting '$10,080'  for  '$15,075', 

"(C)  in  the  case  of  a  decedent  dying  during  1979,  by  sub- 
stituting'$11,680' for '$15,075',  and 

"(D)  in  the  case  of  a  decedent  dying  during  1980,  by  sub- 
stituting '$13,388'  for  '$15,075'. 
"(4)  Limitation  based  on  amount  of  tax. — The  credit  allowed 
under  this  subsection  shall  not  exceed  the  amount  of  the  tax 
imposed  by  section  2101. 

"(5)  Application  of  other  credits. — For  purposes  of  subsec- 
tion (a),  sections  2011  to  2013,  inclusive,  shall  be  applied  as  if 
the  credit  allowed  under  this  subsection  were  allowed  under  sec- 
tion 2010." 

(ii)  Subsection  (c)  of  section  2107  (relating  to  expa-    26  USC  2107. 
triation  to  avoid  tax)  is  amended  to  read  as  follows : 

"(c)  Credits. — 

"(1)  Unified  credit. — 

"(A)  In  general. — A  credit  of  $13,000  shall  be  allowed 
against  the  tax  imposed  by  subsection  (a) . 

"(B)  Limitation  based  on  amount  of  tax. — The  credit 
allowed  under  this  paragraph  shall  not  exceed  the  amount  of 
the  tax  imposed  by  subsection  (a) . 
"(2)  Other  credits. — The  tax  imposed  by  subsection  (a)  shall 
be  credited  with  the  amounts  determined  in  accordance  with  sub- 
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sections  (a)  and  (b)  of  section  2102.  For  purposes  of  subsection 
(a)  of  section  2102,  sections  2011  to  2013,  inclusive,  shall  be 
applied  as  if  the  credit  allowed  under  paragraph  (1)  were  allowed 
under  section  2010." 

(F)  Eepeal  of  specific  exemption. — Paragraph  (3)  of 
section  2106(a)  (relating  to  specific  exemption  in  case  of 
decedents  nonresidents  not  citizens)  is  hereby  repealed. 

(G)  Credit  for  foreign  death  taxes. — Paragraph  (2)  of 
section  2014(b)  (relating  to  limitations  on  credit)  is  amended 
by  striking  out  "sections  2011  and  2012"  and  inserting  in  lieu 
thereof  "sections  2010, 2011,  and  2012". 

(H)  Liability  OF  LIFE  insurance  beneficiaries. — The  first 
sentence  of  section  2206  (relating  to  liability  of  life  insurance 
beneficiaries)  is  amended  by  striking  out  "the  sum  of  the  tax- 
able estate  and  the  amount  of  the  exemption  allowed  in  com- 
puting the  taxable  estate,  determined  under  section  2051"  and 
inserting  in  lieu  thereof  "the  taxable  estate". 

(I)  Liability  of  recipients  of  certain  property. — The 
first  sentence  of  section  2207  (relating  to  liability  of  recipient 
of  property  over  which  decedent  had  power  of  appointment) 
is  amended  by  striking  out  "the  sum  of  the  taxable  estate  and 
the  amount  of  the  exemption  allowed  in  computing  the  tax- 
able estate,  determined  under  section  2052,  or  section  2106  (a) , 
as  the  case  may  be"  and  inserting  in  lieu  thereof  "the  taxable 
estate". 

,  (J)  Keturn  BY  executor. — ^Subsectiou  (a)  of  section  6018 
r      (relating  to  estate  tax  returns  by  executor)  is  amended — 

(i)  by  striking  out  "$60,000"  in  paragraph  (1)  and 
inserting  in  lieu  thereof  "$175,000" ; 
•  :  (ii)  by  striking  out  "$30,000"  in  paragraph  (2)  and 

inserting  in  lieu  thereof  "$60,000" ;  and 

(iii)  by  adding  at  the  end  thereof  the  following  new 
paragraphs : 

"  ( 3 )  Phase-in  of  filing  requirement  amount. — In  the  case  of 
a  decedent  dying  before  1981,  paragraph  (1)  shall  be  applied — 
"(A)  in  the  case  of  a  decedent  dying  during  1977,  by  sub- 
stituting '$120,000'  for  '$175,000', 

"(B)  in  the  case  of  a  decedent  dying  during  1978,  by  sub- 
stituting '$134,000'  for  '$175,000', 

"(C)  in  the  case  of  a  decedent  dying  during  1979,  by  sub- 
stituting '$147,000'  for  '$175,000',  and 

"(D)  in  the  case  of  a  decedent  dying  during  1980,  by  sub- 
stituting '$161,000'  for  '$175,000'. 
"  (4)  Adjustment  for  certain  giits. — The  amount  applicable 
under  paragraph  (1)  and  the  amount  set  forth  in  paragraph  (2) 
shall  each  be  reduced  (but  not  below  zero)  by  the  sum  of — 

"(A)  the  amount  of  the  adjusted  taxable  gifts  (within  the 
meaning  of  section  2001(b))  made  by  the  decedent  after 
December  31, 1976,  plus 

"(B)  the  aggregate  amount  allowed  as  a  specific  exemption 
under  section  2521  (as  in  effect  before  its  repeal  by  the  Tax 
Reform  Act  of  1976)  with  respect  to  gifts  made  by  the  dece- 
dent after  September  8, 1976." 
( K )  Revocable  transfers. — 

(i)  Paragraph  (1)  of  section  2038(a)   (relating  to 
revocable  transfers)  is  amended  by  striking  out  "in  con- 
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templatiori  of  decedent's  death"  and  inserting  in  lieu 
thereof  "during  the  3-year  period  ending  on  the  date  of 
the  decedent's  death". 

(ii)  Paragraph  (2)  of  section  2038(a)  (relating  to   26  USC  2038. 
revocable  transfer)  is  amended  by  striking  out  "in  con- 
templation of  his  death"  and  inserting  in  lieu  thereof 
"during  the  3-year  period  ending  on  the  date  of  the 
decedent's  death". 
(L)  Property  WITHIN  THE  UNITED  STATES. — Subsection  (b) 
of  section  2101:  (relating  to  revocable  transfers  and  transfers  26  USC  2104. 
in  contemplation  of  death)  is  amended  by  striking  out  "and 
Transfers  in  Contemplation  of  Death"  in  the  subsection 
heading  and  inserting  in  lieu  thereof  "and  Transfers  With-in 
3  Years  of  Death". 

(M)  Prior  interests. — Section  2044  (relating  to  prior   26  USC  2044. 
interests)  is  amended  by  striking  out  "specifically  provided 
therein"  and  inserting  in  lieu  thereof  "specifically  provided 
by  law". 

(N)  Clerical  AMENDMENTS. — 

(i)  The  item  relating  to  section  2001  in  the  table  of 
sections  for  part  I  of  subchapter  A  of  chapter  11  is 
amended  to  read  as  follows  : 

"Sec.  2001.  Imposition  and  rate  of  tax." 

(ii)  The  table  of  sections  for  part  II  of  subchapter 
A  of  chapter  11  is  amended  by  inserting  before  the  item 
relating  to  section  2011  the  following  new  item  : 

"Sec.  2010.  Unified  credit  against  estate  tax." 

(iii)  The  table  of  sections  for  part  III  of  subchapter 
A  of  chapter  11  is  amended  by  striking  out  the  item 
relating  to  section  2035  and  inserting  in  lieu  thereof  the 
following  new  item : 

"Sec.  2035.  Adjustments  for  gifts  made  within  3  years  of  decedent's 
death." 

(iv)  The  table  of  sections  for  part  IV  of  subchapter 
A  of  chapter  11  is  amended  by  striking  out  the  item 
relating  to  section  2052. 

(2)  Changes  in  gift  tax. — 

(A)  Taxable  gifts  for  preceding  years  and  quarters.^ — 
Subsection  (a)  of  section  2504  (relating  to  taxable  gifts  for  26  USC  2504. 
preceding  years  and  quarters)  is  amended  hy  striking  out 

"except  that"  and  all  that  follows  and  inserting  in  lieu  thereof 
"except  that  the  specific  exemption  in  the  amount,  if  any, 
allowable  under  section  2521  (as  in  effect  before  its  repeal 
by  the  Tax  Reform  Act  of  1976)  shall  be  applied  in  all  com- 
putations in  respect  of  calendar  years  or  calendar  quarters 
ending  before  January  1,  1977,  for  purposes  of  computing 
the  tax  for  any  calendar  quarter." 

( B )  Cleric  a  i.  amendments. — 

(i)  The  table  of  sections  for  subchapter  A  of  chapter 
12  is  amended  by  adding  at  the  end  thereof  the  following 
new  item : 

"Sec.  2505.  Unified  credit  against  gift  tax." 

(ii)  The  table  of  sections  for  subchapter  C  of  chapter 
12  is  amended  by  striking  out  the  item  relating  to  sec- 
tion 2521. 
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(d)  Effective  Dates. — 
26  use  2001  (1)  The  amendments  made  by  subsections  (a)  and  (c)  (1)  shall 

note.  apply  to  the  estates  of  decedents  dying  after  December  31,  1976 ; 

except  that  the  amendments  made  by  subsection  (a)  (5)  and  sub- 
paragraphs (K)  and  (L)  of  subsection  (c)  (1)  shall  not  apply  to 
transfers  made  before  January  1, 1977. 
26  use  2502  (2)  The  amendments  made  by  subsections  (b)  and  (c)  (2) 

note.  shall  apply  to  gifts  made  after  December  31,  1976. 

SEC.  2002.  INCREASE  IN  LIMITATIONS  ON  MARITAL  DEDUCTIONS; 
FRACTIONAL  INTERESTS  OF  SPOUSE. 

(a)  Increase  in  Estate  Tax  Marital  Deduction. — Paragraph  (1) 
26  use  2056.      of  section  2056(c)  (relating  to  limitation  on  marital  deduction)  is 

amended  to  read  as  follows : 
"(1)  Limitation. — 

^'(A)  In  general. — The  aggregate  amount  of  the  deduc- 
tions allowed  under  this  section  (computed  without  regard  to 
this  subsection)  shall  not  exceed  the  greater  of — 
"(i)  $250,000,  or 

"(ii)  50  percent  of  the  value  of  the  adjusted  gross 
"  •  i ,  estate  (as  defined  in  paragraph  (2) ) . 

^  "(B)  Adjustment  for  certain  gifts  to  spouse. — If  a 

deduction  is  allowed  to  the  decedent  under  section  2523  with 
respect  to  any  gift  made  to  his  spouse  after  December  31, 
1976,  the  limitation  provided  by  subparagraph  (A)  (deter- 
mined without  regard  to  this  subparagraph)  shall  be  reduced 
(but  not  below  zero)  by  the  excess  (if  any)  of — 
.      ■        .  "(i)  the  aggregate  of  the  deductions  allowed  to  the 

decedent  under  section  2523  with  respect  to  gifts  made 
:  •- ;  ;  > :» ■  ■      after  December  31, 1976,  over 

-    .    ^  "(ii)  the  aggregate  of  the  deductions  which  would 

have  been  allowable  under  section  2523  with  respect  to 
gifts  made  after  December  31, 1976,  if  the  amount  deduc- 
tible under  such  section  with  respect  to  any  gift  were 
50  percent  of  its  value. 
"(C)  Community  property  adjustment. — The  $250,000 
amount  set  forth  in  subparagraph  (A)  (i)  shall  be  reduced  by 
the  excess  (if  any)  of — 

"(i)  the  amount  of  the  subtraction  determined  under 
clauses  (i),  (ii),  and  (iii)  of  paragraph  (2)(B),  over 
"(ii)  the  excess  of  the  aggregate  of  the  deductions 
allowed  under  sections  2053  and  2054  over  the  amount 
taken  into  account  with  respect  to  such  deductions  under 
clause  (iv)  of  paragraph  (2)  (B)." 

(b)  Increase  in  Gift  Tax  Marital  Deduction. — ^Subsection  (a)  of 
26  use  2523.      section  2523  (relating  to  deduction  for  gift  to  spouse)  is  amended  to 

read  as  follows : 

"(a)  Allowance  OF  Deduction. — 

"(1)  In  general. — ^Where  a  donor  who  is  a  citizen  or  resident 
transfers  during  the  calendar  quarter  by  gift  an  interest  in  prop- 
erty to  a  donee  who  at  the  time  of  the  gift  is  the  donor's  spouse, 
there  shall  be  allowed  as  a  deduction  in  computing  taxable  gifts 
for  the  calendar  quarter  an  amount  with  respect  to  such  interest 
equal  to  its  value. 

"(2)  Limitation. — The  aggregate  of  the  deductions  allowed 
under  paragraph  (1)  for  any  calendar  quarter  shall  not  exceed 
the  sum  of— 
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"(A)  $100,000  reduced  (but  not  below  zero)  by  the  aggre- 
gate of  the  deductions  allowed  under  this  section  for  preced- 
ing calendar  quarters  beginning  after  December  31, 1976 ;  plus 
"(B)  50  percent  of  the  lesser  of — 

"(i)  the  amount  of  the  deductions  allowable  under 
paragraph  (1)  for  such  calendar  quarter  (determined 
without  regard  to  this  paragraph) ;  or 

"(ii)  the  amount  (if  any)  by  which  the  aggregate  of 
the  amounts  determined  under  clause  (i)  for  the  calen- 
dar quarter  and  for  each  preceding  calendar  quarter 
beginning  after  December  31,  1976,  exceeds  $200,000." 
(c)  Fractional  Interest  of  Spouse. — 

(1)  In  general. — Section  2040  (relating  to  joint  interests)  is  26  USC  2040. 
amended  by  adding  at  the  end  thereof  the  following  new 
subsection : 

"(b)  Certain  Joint  Interests  of  Husband  and  Wife. — 

"(1)  Interests  of  spouse  excluded  from  gross  estate. — Not- 
withstanding subsection  (a),  in  the  case  of  any  qualified  joint 
interest,  the  value  included  in  the  gross  estate  with  respect  to 
such  interest  by  reason  of  this  section  is  one-half  of  the  value  of 
such  qualified  joint  interest. 

"(2)  Qualified  joint  interest  defined. — For  purposes  of 
paragraph  (1),  the  term  'qualified  joint  interest'  means  any 
interest  in  property  held  by  the  decedent  and  the  decedent's 
spouse  as  joint  tenants  or  as  tenants  by  the  entirety,  but  only  if — 
"(A)  such  joint  interest  was  created  by  the  decedent,  the 
decedent's  spouse,  or  both, 

"(B)  (i)  in  the  case  of  personal  property,  the  creation  of 
such  joint  interest  constituted  in  whole  or  in  part  a  gift  for 
purposes  of  chapter  12,  or 

"(ii)  in  the  case  of  real  property,  an  election  under  section 
2515  applies  with  respect  to  the  creation  of  such  joint  interest, 
and 

"(C)  in  the  case  of  a  joint  tenancy,  only  the  decedent  and 
the  decedent's  spouse  are  joint  tenants." 

(2)  Amendment  of  related  gift  tax  provision. — Subsection 

(c)  of  section  2515  (relating  to  election  with  respect  to  tenancies  26  USC  2515. 
by  the  entirety)  is  amended  to  read  as  follows: 
"(c)  Exercise  of  Election. — 

"(1)  In  general. — The  election  provided  by  subsection  (a) 
shall  be  exercised  by  including  such  creation  of  a  tenancy  by  the 
entirety  as  a  transfer  by  gift,  to  the  extent  such  transfer  consti- 
tutes a  gift  (determined  without  regard  to  this  section),  in  the 
gift  tax  return  of  the  donor  for  the  calendar  quarter  in  which 
such  tenancy  by  the  entirety  was  created,  filed  within  the  time 
prescribed  by  law.  irrespective  of  whether  or  not  the  gift  exceeds 
the  exclusion  provided  by  section  2503(b). 

"  (2)  Subsequent  additions  in  value. — If  the  election  provided 
by  subsection  (a)  has  been  made  with  respect  to  the  creation  of 
any  tenancy  by  the  entirety,  such  election  shall  also  apply  to  each 
addition  made  to  the  value  of  such  tenancy  by  the  entirety. 

"(3)  Certain  actuarial  computations  not  required. — In  the 
case  of  any  election  under  subsection  (a)  with  respect  to  any 
property,  the  retained  interest  of  each  spouse  shall  be  treated  as 
one-half  of  the  value  of  their  joint  interest." 
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26  use  2040.  (3)  Clerical  amendment. — Section  2040  is  amended  by  strik- 

ing out  "The  value"  and  inserting  in  lieu  thereof  the  following: 
"  (a)  General  Rule. — The  value", 
(d)  Effective  Dates. — 
26  use  2056  (1)  (A)  Except  as  provided  in  subparagraph  (B),  the  amend- 

^ote.  ment  made  by  subsection  (a)  shall  apply  with  respect  to  the 

estates  of  decedents  dying  after  December  31,  1976. 
(B)  If- 

(i)  the  decedent  dies  after  December  31,  1976,  and  before 
January  1, 1979, 

(ii)  by  reason  of  the  death  of  the  decedent  property  passes 
from  the  decedent  or  is  acquired  from  the  decedent  under  a 
will  executed  before  January  1, 1977,  or  a  trust  created  before 

r  -  such  date,  which  contains  a  formula  expressly  providing 
that  the  spouse  is  to  receive  the  maximum  amount  of  property 
qualifying  for  the  marital  deduction  allowable  by  Federal 
law, 

(iii)  the  formula  referred  to  in  clause  (ii)  was  not 
amended  at  any  time  after  December  31,  1976,  and  before 
the  death  of  the  decedent,  and 

(iv)  the  State  does  not  enact  a  statute  applicable  to  such 
estate  w^hich  construes  this  type  of  formula  as  referring  to  the 
marital  deducton  allowable  by  Federal  law  as  amended  by 
subsection  (a), 

then  the  amendment  made  by  subsection  (a)  shall  not  apply  to  the 

estate  of  such  decedent. 
26  use  2523  (2)  The  amendment  made  by  subsection  (b)  shall  apply  to  gifts 

made  after  December  31, 1976. 
26  use  2040  (3)  The  amendments  made  by  subsection  (c)  shall  apply  to 

note.  joint  interests  created  after  December  31, 1976. 

SEC.  2003.  VALUATION  FOR  PURPOSES  OF  THE  FEDERAL  ESTATE  TAX 
OF  CERTAIN  REAL  PROPERTY  DEVOTED  TO  FARMING  OR 
CLOSELY  HELD  BUSINESSES. 

(a)  General  Rule. — Part  III  of  subchapter  A  of  chapter  11  (relat- 
ing to  gross  estate)  is  amended  by  inserting  after  section  2032  the 
following  new  section : 
26  use  2032A.     "SEC.  2032A.  VALUATION  OF  CERTAIN  FARM,  ETC.,  REAL  PROPERTY. 

"(a)  Value  Based  on  Use  Under  Which  Property  Qualifies. — 
"(1)  General  RULE. — If — 

"(A)  the  decedent  was  (at  the  time  of  his  death)  a  citizen 
or  resident  of  the  United  States,  and 

"(B)  the  executor  elects  the  application  of  this  section  and 
files  the  agreement  referred  to  in  subsection  (d)(2), 
then,  for  purposes  of  this  chapter,  the  value  of  qualified  real  prop- 
erty shall  be  its  value  for  the  use  under  which  it  qualifies,  under  [ 
subsection  (b) ,  as  qualified  real  property.  ( 
"(2)  Limitation. — The  aggregate  decrease  in  the  value  of  i 
qualified  real  property  taken  into  account  for  purposes  of  this 
chapter  which  results  from  the  application  of  paragraph  (1)  with 
respect  to  any  decedent  shall  not  exceed  $500,000. 
"(b)  Qualified  Real  Property. — 

"  ( 1 )  In  general. — For  purposes  of  this  section,  the  term  'quali- 
fied real  property'  means  real  property  located  in  the  United 
States  which,  on  the  date  of  the  decedent's  death,  was  being  used 
for  a  qualified  use,  but  only  if — 
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"(A)  50  percent  or  more  of  the  adjusted  v^luc  of  the  gross 
estate  consists  of  the  adjusted  value  of  real  or  personal  prop- 
erty which — 

"(i)  on  the  date  of  the  decedent's  death,  was  being 
used  for  a  qualified  use,  and 

*'  (ii)  was  acquired  from  or  passed  from  the  decedent  to 
a  qualified  heir  of  the  decedent. 
"(B)  25  percent  or  more  of  the  adjusted  value  of  the  gross 
estate  consists  of  the  adjusted  value  of  real  property  which 
meets  the  requirements  of  subparagraphs  (A)  (ii)  and  (C), 
"(C)  during  the  8-year  period  endmg  on  the  date  of  the 
decedent "s  death  there  have  been  periods  aggregating  5  years 
or  more  during  which — 

"(i)  such  real  property  was  owned  by  the  decedent  or 
a  member  of  the  decedent's  family  and  used  for  a  qualified 
use,  and 

"(ii)  there  was  material  participation  by  the  decedent 
or  a  member  of  the  decedent's  family  in  the  operation  of 
the  farm  or  other  business,  and 
"(D)  such  real  property  is  designated  in  the  agreement 
referred  to  in  subsection  (d)(2). 
"(2)  Qualified  rsE. — For  purposes  of  this  section,  the  term 
'qualified  use'  means  the  devotion  of  the  property  to  any  of  the 
following : 

"  ( A)  use  as  a  farm  for  farming  purposes,  or 
"(B)  use  in  a  trade  or  business  other  than  the  trade  or 
business  of  farming. 
"(3)  Adjusted  value. — For  purposes  of  paragraph  (1),  the 
term  'adjusted  value'  means — 

"(A)  in  the  case  of  the  gross  estate,  the  value  of  the  gross 
estate  for  purposes  of  this  chapter  (determined  without 
regard  to  this  section),  reduced  by  any  amounts  allowable  as 
a  deduction  under  paragraph  (4)  of  section  2053  (a) ,  or 

"(B)  in  the  case  of  anv  real  or  personal  property,  the  value 
of  such  property  for  purposes  of  this  chapter  (determined 
without  regard  to  this  section),  reduced  by  any  amounts 
allowable  as  a  deduction  in  respect  of  such  property  under 
paragraph  (4)  of  section  2053(a). 
"(c)  Tax  Treat:mext  of  Disposition's  and  Failures  To  Use  for 
Qualified  Use. — 

"(1)  Impositiox  of  additional  estate  tax. — If.  within  15  years 
after  the  decedent's  death  and  before  the  death  of  the  qualified 
heir — 

"(A)  the  qualified  heir  disposes  of  any  interest  in  qualified 
real  property  (other  than  by  a  disposition  to  a  member  of  his 
family) ,  or 

"(B)  the  qualified  heir  ceases  to  use  for  the  qualified  use 
the  qualified  real  property  which  was  acquired  (or  passed) 
from  the  decedent, 
then,  there  is  hereby  imposed  an  additional  estate  tax. 
"  (2)  Amount  of  additioxal  tax. — 

"(A)  Ix  GEXERAL. — The  amount  of  the  additional  tax 
imposed  by  paragraph  (1)  with  respect  to  any  interest  shall 
be  the  amount  equal  to  the  lesser  of — 

"(i)  the  adjusted  tax  difference  attributable  to  such 
interest,  or 
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"(ii)  the  excess  of  the  amount  realized  with  respect 
to  the  interest  (or,  in  any  case  other  than  a  sale  or 
exchange  at  arm's  length,  the  fair  market  value  of  the 
interest)  over  the  value  of  the  interest  determined  under 
subsection  (a). 
"(B)  Adjusted  tax  difference  attributable  to  inter- 
est.— For  purposes  of  subparagraph  (A),  the  adjusted  tax 
difference  attributable  to  an  interest  is  the  amoimt  which 
bears  the  same  ratio  to  the  adjusted  tax  difference  with 
respect  to  the  estate  (determined  under  subparagraph  (C)) 
as — 

"(i)  the  excess  of  the  value  of  such  interest  for  pur- 
poses of  this  chapter  (determined  without  regard  to 
subsection  (a))  over  the  value  of  such  interest  deter- 
mined under  subsection  (a),  bears  to 

"(ii)  a  similar  excess  determined  for  all  qualified  real 
property, 

"(C)  Adjusted  tax  difference  with  respect  to  the 
estate. — For  purposes  of  subparagraph  (B),  the  term 
^adjusted  tax  difference  with  respect  to  the  estate'  means  the 
excess  of  what  would  have  been  the  estate  tax  liability  but 
for  subsection  (a)  over  the  estate  tax  liability.  For  purposes 
of  this  subparagraph,  the  term  'estate  tax  liability'  means 
the  tax  imposed  by  section  2001  reduced  by  the  credits  allow- 
able against  such  tax. 

"(D)  Partial  dispositions. — For  purposes  of  this  para- 
graph, where  the  qualified  heir  disposes  of  a  portion  of  the 
interest  acquired  by  (or  passing  to)  such  heir  (or  a  predeces- 
sor qualified  heir)  or  there  is  a  cessation  of  use  of  such  a 
portion — 

"(i)  the  value  determined  under  subsection  (a)  taken 
into  account  under  subparagraph  (A)  (ii)  with  respect 
to  such  portion  shall  be  its  pro  rata  share  of  sucli  value  of 
such  interest,  and 

"(ii)  the  adjusted  tax  difference  attributable  to  the 
interest  taken  into  account  with  respect  to  the  transaction 
involving  the  second  or  any  succeeding  portion  shall  be 
reduced  by  the  amount  of  the  tax  imposed  by  this  subsec- 
tion with  respect  to  all  prior  transactions  involving  por- 
tions of  such  interest. 

"(3)    PhASEOUT  of  additional  tax  between   lOTH  AND  15TH 

years. — If  the  date  of  the  disposition  or  cessation  referred  to  in 
paragraph  (1)  occurs  more  than  120  months  and  less  than  180 
months  after  the  date  of  the  death  of  the  decedent,  the  amount  of 
the  tax  imposed  by  this  subsection  shall  be  reduced  (but  not  below  , 
zero)  by  an  amount  determined  by  multiplying  the  amount  of  j 
such  tax  (determined  without  regard  to  this  paragraph)  by  a 
fraction — 

"  ( A)  the  numerator  of  which  is  the  number  of  full  months 
after  such  death  in  excess  of  120,  and 
"(B)  the  denominator  of  which  is  60. 
"(4)  Only  i  additional  tax  imposed  with  respect  to  any  i 
PORTION. — In  the  case  of  an  interest  acquired  from  (or  passing 
from)  any  decedent,  if  subparagraph  (A)  or  (B)  of  paragraph 
(1)  applies  to  any  portion  of  an  interest,  subparagraph  (B)  or 
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(A),  as  the  case  may  be,  of  paragraph  (1)  shall  not  apply  with 
respect  to  the  same  portion  of  such  interest. 

"(5)  Due  date. — The  additional  tax  imposed  by  this  subsec- 
tion shall  become  due  and  payable  on  the  day  which  is  6  months 
after  the  date  of  the  disposition  or  cessation  referred  to  in  para- 
graph (1). 

"(6)  Liability  for  tax. — The  qualified  heir  shall  be  personally 
liable  for  the  additional  tax  imposed  by  this  subsection  with 
respect  to  his  interest. 

"(7)  Cessation  of  qualified  use. — For  purposes  of  paragraph 
(1)  (B).  real  property  shall  cease  to  be  used  for  the  qualified  use 
if—  ' 

"(A)  such  property  ceases  to  be  used  for  the  qualified  use 
set  forth  in  subparagraph  (A)  or  (B)  of  subsection  (b)  (2) 
under  which  the  property  qualified  under  subsection  (b),  or 
"(B)  during  any  period  of  8  years  ending  after  the  date  of 
the  decedent's  death  and  before  the  date  of  the  death  of  the 
qualified  heir,  there  had  been  periods  aggregating  3  years  or 
more  during  which — 

"(i)  in  the  case  of  periods  during  which  the  propeity 
was  held  by  the  decedent,  there  was  no  material  partici- 
pation by  the  decedent  or  any  member  of  his  family  in 
the  operation  of  the  farm  or  other  business,  and 

"  (ii)  in  the  case  of  periods  during  which  the  property 
was  held  by  any  qualified  heir,  there  was  no  material  par- 
ticipation by  such  qualified  heir  or  any  member  of  his 
family  in  the  operation  of  the  farm  or  other  business. 
"(d)  Election;  Agreement. — 

"(1)  Election. — The  election  under  this  section  shall  be  made 
not  later  than  the  time  prescribed  by  section  6075(a)  for  filing  26  USC  6075. 
the  return  of  tax  imposed  by  section  2001  (including  extensions   Ante,  p.  1846. 
thereof) .  and  shall  be  made  in  such  manner  as  the  Secretary  shall 
by  regulations  prescribe. 

"  (2)  Agreement. — The  agreement  referred  to  in  this  paragraph 
is  a  written  agreement  signed  by  each  person  in  b^ing  who  has  an 
interest  (whether  or  not  in  possession)  in  any  property  desig- 
nated in  such  agreement  consenting  to  the  application  of  subsec- 
tion (c)  with  respect  to  such  property. 
"(e)  Definitions:  Special  Rules. — For  purposes  of  this  section — 
"(1)  Qualified  tieir. — The  term  ^qualified  heir'  means,  with 
respect  to  any  property,  a  member  of  the  decedent's  family  who 
acquired  such  pro^jerty  (or  to  whom  such  property  passed)  from 
the  decedent.  If  a  qualified  heir  disposes  of  any  interest  in  quali- 
fied real  property  to  any  member  of  his  family,  such  member 
shall  thereafter  be  treated  as  the  qualified  heir  with  respect  to 
such  interest. 

"(2)  Member  of  family. — The  term  ^member  of  the  family' 
means,  with  respect  to  any  individual,  only  such  individual's 
ancestor  or  lineal  descendant,  a  lineal  descendant  of  a  grand- 
parent of  such  individual,  the  spouse  of  such  individual,  or  the 
spouse  of  any  such  descendant.  For  purposes  of  the  preceding 
sentence,  a  legally  adopted  child  of  an  individual  shall  be  treated 
as  a  child  of  such  individual  by  blood. 

"(3)  Certain  rf^\l  property  included. — In  the  case  of  real 
property  which  meets  the  requirements  of  subparagraph  (C) 
of  subsection  (b)  (1),  residential  buildings  and  related  improve- 
ments on  such  real  property  occupied  on  a  regular  basis  by  the 
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owner  or  lessee  of  such  real  property  or  by  persons  employed  by 
such  owner  or  lessee  for  the  purpose  of  operating  or  maintaining 
such  real  property,  and  roads,  buildings,  and  other  structures 
and  improvements  functionally  related  to  the  qualified  use  shall 
be  treated  as  real  property  devoted  to  the  qualified  use. 

"(4)  Farm. — The  term  'farm'  includes  stock,  dairy,  poultry, 
fruit,  furbearing  animal,  and  truck  farms,  plantations,  ranches, 
nurseries,  ranges,  greenhouses  or  other  similar  structures  used 
primarily  for  the  raising  of  agricultural  or  horticultural  com- 
modities, and  orchards  and  woodlands. 

"  (5)  Farming  purposes. — The  term  'farming  purposes'  means — 
"(A)  cultivating  the  soil  or  raising  or  harvesting  any  agri- 
cultural or  hoiticultural  commodity  (including  the  raising, 
shearing,  feeding,  caring  for,  training,  and  management  of 
animals)  on  a  farm ; 

"(B)  handling,  drying,  packing,  grading,  or  storing  on  a 
farm  any  agricultural  or  horticultural  commodity  in  its 
unmanufactured  state,  but  only  if  the  owner,  tenant,  or  oper- 
'  ator  of  the  farm  regularly  produces  more  than  one-half  of 

the  commodity  so  treated ;  and 

"(C)  (i)  the  planting,  cultivating,  caring  for,  or  cutting 
of  trees,  or 

"(ii)  the  preparation  (other  than  milling)  of  trees  for 
market. 

"(6)  Material  participation. — Material  participation  shall  be 
determined  in  a  manner  similar  to  the  manner  used  for  purposes 
26  use  1402.  of  paragraph  (1)  of  section  1402(a)  (relating  to  net  earnings 

from  self -employment ) . 

"  (7)  Method  of  valuing  farms. — 

"(A)  In  general. — Except  as  provided  in  subparagraph 
(B),  the  value  of  a  farm  for  farming  purposes  shall  be 
determined  by  dividing — 

"  (i)  the  excess  of  the  average  annual  gross  cash  rental 
for  comparable  land  used  for  farming  purposes  and 
located  in  the  locality  of  such  farm  over  the  average 
annual  State  and  local  real  estate  taxes  for  such  com- 
parable land,  by 

-  "(ii)  the  average  annual  effective  interest  rate  for  all 

new  Federal  Land  Bank  loans. 
For  purposes  of  the  preceding  sentence,  each  average  annual 
computation  shall  be  made  on  the  basis  of  the  5  most  recent 
calendar  years  ending  before  the  date  of  the  decedent's  death. 
"(B)  Exception. — ^^The  formula  provided  by  subpara- 
'  graph  (A)  shall  not  be  used — 

"(i)  where  it  is  established  that  there  is  no  compa- 
rable land  from  which  the  average  annual  gross  cash 
rental  may  be  determined,  or 

"(ii)  where  the  executor  elects  to  have  the  value  of 
the  farm  for  farming  purposes  determined  under  para- 
graph (8). 

"(8)  Method  of  valuing  closely  held  business  interests, 
ETC. — In  any  case  to  which  paragraph  (7)  (A)  does  not  apply, 
the  following  factors  shall  apply  in  determining  the  value  of  any 
qualified  real  property : 

"(A)  The  capitalization  of  income  which  the  property  can  ; 
be  expected  to  yield  for  farming  or  closely  held  business  pur-  ' 
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poses  over  a  reasonable  period  of  tiiue  under  prudent  manage- 
ment using  traditional  <"ropping  patterns  for  the  area,  taking 
into  account  soil  capacity,  terrain  configuration,  and  similar 
factors, 

"(B)  The  capitalization  of  the  fair  rental  value  of  tlie  land 
for  farm  land  or  closely  held  business  purposes, 

"(C)  Assessed  land  values  in  a  State  which  provides  a  dif- 
ferential or  use  value  assessment  law  for  farmland  or  closely 
held  business, 

"(D)  Comparable  sales  of  other  farm  or  closely  held  busi- 
ness land  in  the  same  geographical  area  far  enough  removed 
from  a  metropolitan  or  resort  area  so  that  nonagricultural 
use  is  not  a  significant  factor  in  the  sales  price,  and 

"(E)  Any  other  factor  which  fairly  values  the  farm  or 
closely  held  business  value  of  the  property. 
"(f)  Statute  of  Limitatioxs. — If  qualified  real  property  is  dis- 
posed of  or  ceases  to  be  used  for  a  qualified  use,  then — 

"(1)  the  statutory  period  for  the  assessment  of  any  additional 
tax  under  subsection  (c)  attributable  to  such  disposition  or  ces- 
sation shall  not  expire  before  the  expiration  of  3  years  from  the 
date  the  Secretary  is  notified  (in  such  manner  as  the  Secretary 
may  by  regulations  prescribe)  of  such  disposition  or  cessation, 
and 

"(2)  such  additional  tax  may  be  assessed  before  the  expiration 
of  such  3-year  period  notwithstanding  the  provisions  of  any  other 
law  or  rule  of  law  which  would  otherwise  prevent  such  assessment. 
"(g)  Applicattox  of  This  Section  axd  Section  6324B  to  Interests 
IN  Partnerships,  Corporations,  and  Trusts. — The  Secretary  shall 
prescribe  regulations  setting  forth  the  application  of  this  section  and 
section  6324B  in  the  case  of  an  interest  in  a  partnership,  corporation, 
or  trust  which,  with  respect  to  the  decedent,  is  an  interest  in  a  closely 
held  business  (within  the  meaning  of  paragraph  (1)  of  section 
6166(b))." 

(b)  Special  Lien. — Subchapter  C  of  chapter  64  (relating  to  lien 
for  taxes)  is  amended  by  inserting  after  section  6324A  the  following 
new  section : 

"SEC.  6324B.  SPECIAL  LIEN  FOR  ADDITIONAL  ESTATE  TAX  ATTRIBUT-    26  USC  6324B. 
ABLE  TO  FARM,  ETC.,  VALUATION. 

"(a)  General  Rule. — In  the  case  of  any  interest  in  qualified  real 
property  (within  the  meaning  of  section  2032A(b) ),  an  amount  equal   ^nte,  p.  1856. 
to  the  adjusted  tax  difference  attributable  to  such  interest  (within  the 
meaning  of  section  2032A(c)  (2)  (B))  shall  be  a  lien  in  favor  of  the 
United  States  on  the  property  in  which  such  interest  exists. 

"(b)  Period  of  Lien. — The  lien  imposed  by  this  section  shall  arise 
at  the  time  an  election  is  filed  under  section  2032A  and  shall  continue 
with  respect  to  any  interest  in  the  qualified  farm  real  property — 

"(1)  until  the  liability  for  tax  under  subsection  (c)  of  section 
2032A  with  respect  to  such  interest  has  been  satisfied  or  has  become 
unenforceable  by  reason  of  lapse  of  time,  or 

"(2)  until  it  is  established  to  the  satisfaction  of  the  Secretary 
that  no  further  tax  liability  may  arise  under  section  2032A(c) 
with  respect  to  such  interest. 
"(c)  Certain  Rules  Made  Applicable. — The  rules  set  forth  in 
paragraphs  (1),  (3),  and  (4)  of  section  6324A(d)  shall  apply  with    Post,  p.  1868. 
respect  to  the  lien  imposed  by  this  section  as  if  it  were  a  lien  imposed 
by  section  6324A. 
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"(d)  Substitution  of  Security  for  Liex. — To  the  extent  provided 
in  regulations  prescribed  by  the  Secretary,  the  furnishing  of  security 
may  be  substituted  for  the  lien  imposed  by  this  section." 
26  use  2013.  (c)  Credit  for  Tax  on  Prior  Transfers. — Section  2013  (relating 

to  credit  for  tax  on  prior  transfers)  is  amended  by  adding  at  the  end 
thereof  the  following  new  subsection : 

"(f)  Treatment  of  Additional  Tax  Imposed  ITnder  Section 
2032 A. — If  section  2032 A  applies  to  any  property  included  in  the 
gross  estate  of  the  transferor  and  an  additional  tax  is  imposed  with 
respect  to  such  property  under  section  2032A(c)  before  the  date  which 
is  2  years  after  the  date  of  the  decedent's  death,  for  purposes  of  this 
section — 

"(1)  the  additional  tax  imposed  by  section  2032A(€)  shall  be 
treated  as  a  Federal  estate  tax  payable  with  respect  to  the  estate  of 
the  transferor ;  and 

"(2)  the  value  of  such  property  and  the  amount  of  the  taxable 
estate  of  the  transferor  shall  be  determined  as  if  section  2032A  did 
not  apply  with  respect  to  such  property." 

(d)  Clerical  Amendments. — 

(1)  The  table  of  sections  for  part  III  of  subchapter  A  of 
chapter  11  is  amended  by  inserthig  after  the  item  relating  to  sec- 
tion 2032  the  following  new  item : 

"Sec.  2032A.  Valuation  of  certain  farm,  etc.,  real  property." 

(2)  The  table  of  sections  for  subchapter  C  of  chapter  64  is 
amended  by  inserting  after  the  item  relating  to  section  6324A  the 
following  new  item : 

*'Sec.  6324B.  Special  lien  for  additional  estate  tax  attributable  to  farm, 
etc.,  valuation." 

(e)  Efiective  Date. — The  amendments  made  by  this  section  shall 
apply  to  the  estates  of  decedents  dying  after  December  31,  1976. 

SEC.  2004.  EXTENSION  OF  TIME  FOR  PAYMENT  OF  ESTATE  TAX. 

(a)  General  Kule. — Subchapter  B  of  chapter  62  (relating  to 
extensions  of  time  for  payment  of  tax)  is  amended  by  redesignating 
section  6166  as  section  61 66 A  and  by  inserting  after  section  6165  the 
following  new  section : 

"SEC.  6166.  ALTERNATE  EXTENSION  OF  TIME  FOR  PAYMENT  OF 
ESTATE  TAX  WHERE  ESTATE  CONSISTS  LARGELY  OF 
INTEREST  IN  CLOSELY  HELD  BUSINESS. 

"(a)  5- Year  Deferral;  10- Year  Installment  Payment. — 

"(1)  In  general. — If  the  value  of  an  interest  in  a  closely  held 
business  which  is  included  in  determining  the  gi'oss  estate  of  a 
decedent  who  was  (at  the  date  of  his  death)  a  citizen  or  resident 
of  the  United  States  exceeds  65  percent  of  the  adjusted  gross 
estate,  the  executor  may  elect  to  pay  part  or  all  of  the  tax  imposed 
by  section  2001  in  2  or  more  (but  not  exceeding  10)  equal 
installments. 

"(2)  Limitation. — The  maximum  amount  of  tax  which  may 
be  paid  in  installments  under  this  subsection  shall  be  an  amount 
which  bears  the  same  ratio  to  the  tax  imposed  by  section  2001 
(reduced  by  the  credits  against  such  tax)  as — 

"(A)  the  closely  held  business  amount,  bears  to 
"(B)  the  amount  of  the  adjusted  gross  estate. 
"(3)  Date  for  payment  of  installments. — If  an  election  is 
made  under  paragraph  (1),  the  first  installment  shall  be  paid  on 
or  before  the  date  selected  by  the  executor  which  is  not  more  than 


26  use  2032A 
note. 


26  use  6166. 
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5  years  after  the  date  prescribed  by  section  6151(a)  for  payment   £6  USC  6151. 
of  the  tax.  and  each  succeeding  installment  shall  be  paid  on  or 
before  the  date  which  is  1  year  after  the  date  prescribed  by  this 
paragraph  for  payment  of  the  preceding  installment. 

"  (4)  Eligibility  for  electiox. — No  election  may  be  made  under 
this  section  by  the  executor  of  the  estate  of  any  decedent  if  an 
election  under  section  6166A  applies  with  respect  to  the  estate         p-  1862. 
of  such  decedent. 
"(b)  Defixitioxs  axd  Special  Rules. — 

*'  ( 1 )  IxTEREST  IX  CLOSELY  HELD  BusixEss. — For  purposes  of  this 
section,  the  term  'interest  in  a  closely  held  business'  means — 

"(A)  an  interest  as  a  proprietor  in  a  trade  or  business 
c-arried  on  as  a  proprietorship ; 

"(B)  an  interest  as  a  partner  in  a  partnership  carrying  on 
a  trade  or  business,  if — 

"  (i)  20  percent  or  more  of  the  total  capital  interest  in 
such  partnership  is  included  in  determining  the  gross 
estate  of  the  decedent,  or 

"(ii)  such  partnership  had  15  or  fewer  partners;  or 
"(C)  stock  in  a  corporation  carrying  on  a  trade  or  busi- 
ness if — 

"(i)  20  percent  or  more  in  value  of  the  voting  stock  of 
such  corporation  is  included  in  determining  the  gross 
estate  of  the  decedent,  or 

"(ii)  such  corporation  had  15  or  fewer  shareholders. 
"(2)  Rlxes  Wr  applyixg  paragraph  (1). — For  purposes  of 
paragraph  (1)  — 

"(A)  Time  for  testixg. — Determinations  shall  be  made  as 
of  the  time  immediately  before  the  decedent's  deo.th. 

"(B)  Certaix  ixterests  held  by  h:usbaxd  axd  wife. — 
Stock  or  a  partnership  interest  which — 

"(i)  is  community  property  of  a  husband  and  wife  (or 
the  income  from  which  is  community  income)  imder  the 
applicable  community  property  law  of  a  State,  or 

"(ii)  is  held  by  a  husband  and  wife  as  joint  tenants, 
tenants  by  the  entirety,  or  tenants  in  common, 
shall  be  treated  as  owned  by  one  shareholder  or  one  partner,  as 
the  case  maj-  be. 

"(C)  IxDiRECT  owxership. — Property  owned,  directly  or 
indirectly,  by  or  for  a  corporation,  partnership,  estate,  or  trust 
shall  be  considered  as  being  owned  proportionately  by  or  for 
its  shareholders,  partners,  or  beneficiaries.  For  purposes  of 
the  preceding  sentence,  a  person  shall  be  treated  as  a  bene- 
ficiary of  any  trust  only  if  such  person  has  a  present  interest 
in  the  trust. 

"(.3)  Farmhouses  axd  certaix  other  structures  takex  ixto 
ACCOux'T. — For  purposes  of  the  65-percent  requirement  of  sub- 
section (a)  (1),  an  interest  in  a  closely  held  business  which  is  the 
business  of  farming  includes  an  interest  in  residential  buildings 
and  related  improvements  on  the  farm  which  are  occupied  on  a 
regular  basis  by  the  owner  or  lessee  of  the  farm  or  by  persons 
employed  by  such  owner  or  lessee  for  purposes  of  operating  or 
maintaining  the  farm. 

"(4)  Value. — For  purposes  of  this  section,  value  shall  be  value 
determined  for  purposes  of  chapter  11  (relating  to  estate  tax). 

"(5)  Closely  held  busixess  amount. — For  purposes  of  this 
section,  the  term  'closely  held  business  amount'  means  the  value  of 
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the  interest  in  a  closely  held  business  which  qualifies  under  sub- 
section (a) (1). 

"(6)  Adjusted  gross  estate. — For  purposes  of  this  section,  the 
term,  'adjusted  gross  estate'  means  the  value  of  the  gross  estate 
reduced  by  the  sum  of  the  amounts  allowable  as  a  deduction  under 
26  use  2053,  section  2053  or  2054,  Such  sum  shall  be  determined  on  the  basis  of 

2054.  the  facts  and  circumstances  in  existence  on  the  date  (including 

Jnte,  p.  1846.  extensions)  for  filing  the  return  of  tax  imposed  by  section  2001 

( or,  if  earlier,  the  date  on  which  such  return  is  filed ) . 
"(c)  Special  Rule  for  Interests  in  2  or  More  Closely  Held 
Businesses. — For  purposes  of  this  section,  interests  in  2  or  more 
closely  held  businesses,  with  respect  to  each  of  which  there  is  included 
in  determining  the  value  of  the  decedent's  gross  estate  more  than  20 
percent  of  the  total  value  of  each  such  business,  shall  be  treated  as  an 
interest  in  a  single  closely  held  business.  For  purposes  of  the  20-percent 
requirement  of  the  preceding  sentence,  an  interest  in  a  closely  held 
business  which  represents  the  surviving  spouse's  interest  in  property 
held  by  the  decedent  and  the  surviving  spouse  as  community  property 
or  as  joint  tenants,  tenants  by  the  entirety,  or  tenants  in  common  shall 
be  treated  as  having  been  included  in  determining  the  value  of  the 
decedent's  gross  estate. 

"(d)  Election. — Any  election  under  subsection  (a)  shall  be  made 
not  later  than  the  time  prescribed  by  section  6075(a)  for  filing  the 
return  of  tax  imposed  by  section  2001  (including  extensions  thereof), 
and  shall  be  made  in  such  manner  as  the  Secretary  shall  by  regula- 
tions prescribe.  If  an  election  under  subsection  (a)  is  made,  the  pro- 
visions of  this  subtitle  shall  apply  as  though  the  Secretary  were 
extending  the  time  for  payment  of  the  tax. 

"(e)  Proration  of  Deficiency  to  Installments. — If  an  election  is 
made  under  subsection  (a)  to  pay  any  part  of  the  tax  imposed  by 
section  2001  in  installments  and  a  deficiency  has  been  assessed,  the 
deficiency  shall  (subject  to  the  limitation  provided  by  subsection  (a) 
(2))  be  prorated  to  the  installments  payable  under  subsection  (a). 
The  part  of  the  deficiency  so  prorated  to  any  installment  the  date  for, 
payment  of  which  has  not  arrived  shall  be  collected  at  the  same  time! 
as,  and  as  a  part  of,  such  installment.  The  part  of  the  deficiency  so 
prorated  to  any  installment  the  date  for  payment  of  which  has  arrived 
shall  be  paid  upon  notice  and  demand  from  the  Secretary.  This  sub- 
section shall  not  apply  if  the  deficiency  is  due  to  negligence,  to  inten- 
tional disregard  of  rules  and  regulations,  or  to  fraud  with  intent  to 
evade  tax. 

"(f)  Time  for  Payment  of  Initsrest. — If  the  time  for  payment  of 
any  amount  of  tax  has  been  extended  under  this  section — 

"(1)  Interest  for  first  5  years. — Interest  payable  under  sec- 
tion 6601  of  any  unpaid  portion  of  such  amount  attributable  to  the 
first  5  years  after  the  date  prescribed  by  section  6151(a)  for  pay- 
ment of  the  tax  shall  be  paid  annually. 

"(2)  Interest  for  periods  after  first  5  years. — Interest  pay- 
able under  section  6601  on  any  unpaid  portion  of  such  amount 
attributable  to  any  period  after  the  5-year  period  referred  to  in 
paragraph  (1)  shall  be  paid  annually  at  the  same  time  as,  and  as 
a  part  of,  each  installment  payment  of  the  tax. 

"(3)  Interest  in  the  case  of  certain  deficiencies. — In  the 
case  of  a  deficiency  to  which  subsection  (e)  applies  which  is 
assessed  after  the  close  of  the  5-year  period  referred  to  in  para- 
graph (1) ,  interest  attributable  to  such  5-year  period,  and  interest 
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assigned  under  paragraph  (2)  to  any  installment  the  date  for 
payment  of  which  has  arrived  on  or  before  the  date  of  the  assess- 
ment of  the  deficiency,  shall  be  paid  upon  notice  and  demand  from 
the  Secretary. 

"  (4)  Selectiox  of  shorter  period. — ^If  the  executor  has  selected 
a  period  shorter  than  5  years  under  subsection  (a)(e3),  such 
shorter  period  shall  be  substituted  for  5  years  in  paragraphs  (1), 
(2) ,  and  (3)  of  this  subsection. 
"(g)  Acceleration  of  Payment. — 

"(1)  Disposition  of  interest;  withdrawal  of  funds  from 

business.  

"(A)  If— 

"(i)  one-third  or  more  in  value  of  an  interest  in  a 
closely  held  business  which  qualifies  under  subsection 
(a)  (1)  is  distributed,  sold,  exchanged,  or  otherwise  dis- 
posed of,  or 

"  (ii)  aggregate  withdrawals  of  money  and  other  prop- 
erty from  the  trade  or  business,  an  interest  in  which  qual- 
ifies under  subsection  (a)  (1),  made  with  respect  to  such 
interest,  equal  or  exceed  one-third  of  the  value  of  such 
trade  or  business, 
then  the  extension  of  time  for  payment  of  tax  provided  in 
subsection  (a)  shall  cease  to  apply,  and  any  unpaid  portion 
of  the  tax  payable  in  installments  shall  be  paid  upon  notice 
and  dem.and  f  rom  the  Secretary. 

"(B)  In  the  case  of  a  distribution  in  redemption  of  stock 
to  which  section  303  (or  so  much  of  section  304  as  relates  to    26  USC  303. 
section  303)  applies — 

"(i)  subparagraph  (A)  (i)  does  not  apply  with  respect 
to  the  stock  redeemed ;  and  for  purposes  of  such  subpara- 
graph the  interest  in  the  closely  held  business  shall  be 
considered  to  be  such  interest  reduced  by  the  value  of  the 
stock  redeemed,  and 

"(ii)  subparagraph  (A)  (ii)   does  not  apply  with 
respect  to  withdrawals  of  money  and  other  property  dis- 
tributed; and  for  purposes  of  such  subparagraph  the 
value  of  the  trade  or  business  shall  be  considered  to  be 
such  value  reduced  by  the  amount  of  money  and  other 
property  distributed. 
This  subparagraph  shall  apply  only  if,  on  or  before  the 
date  prescribed  by  subsection  (a)  (3)  for  the  payment  of 
the  first  installment  which  becomes  due  after  the  date  of  the 
distribution  (or,  if  earlier,  on  or  before  the  day  which  is 
1  year  after  the  date  of  the  distribution) ,  there  is  paid  an 
amount  of  the  tax  imposed  by  section  2001  not  less  than 
the  amount  of  money  and  other  property  distributed. 

"(C)  Subparagraph  (A)  (i)  does  not  apply  to  an  exchange 
of  stock  pursuant  to  a  plan  of  reorganization  described  in 
subparagraph  (D),  (E),  or  (F)  of  section  368(a)(1)  nor 
to  an  exchange  to  which  section  355  (or  so  much  of  sec- 
tion 356  as  relates  to  section  355)  applies;  but  any  stock 
received  in  such  an  exchange  shall  be  treated  for  purposes  of 
subparagraph  (A)  (i)  as  an  interest  qualifying  under  sub- 
section (a) (1). 

"(D)  Subparagraph  (A)  (i)  does  not  apply  to  a  trans- 
fer of  property  of  the  decedent  to  a  person  entitled  by  rea- 
son of  the  decedent's  death  to  receive  such  pi-operty  under 
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the  decedent's  will,  the  applicable  law  of  descent  and  dis- 
tribution, or  a  trust  created  by  the  decedent. 
"(2)  Undistributed  income  of  estate. — 

"(A)  If  an  election  is  made  under  this  section  and  the 
estate  has  undistributed  net  income  for  any  taxable  year 
ending  on  or  after  the  due  date  for  the  first  installment,  the 
executor  shall,  on  or  before  the  date  prescribed  by  law  for 
filing  the  income  tax  return  for  such  taxable  year  (including 
extensions  thereof),  pay  an  amount  equal  to  such  undis- 
tributed net  income  in  liquidation  of  the  unpaid  portion  of  the 
tax  payable  in  installments. 

"(B)  For  purposes  of  subparagraph  (A),  the  undistrib- 
uted net  income  of  the  estate  for  any  taxable  year  is  the 
amount  by  which  the  distributable  net  income  of  the  estate 
26  use  643.  f^^i"  such  taxable  yesir  (as  defined  in  section  643)  exceeds 

the  sum  of — 

"(i)  the  amounts  for  such  taxable  year  specified  in 
paragraphs  (1)  and  (2)  of  section  661(a)  (relating  to 
deductions  for  distributions,  etc.)  ; 

"(ii)  the  amount  of  tax  imposed  for  the  taxable  year 
on  the  estate  under  cha2:)ter  1 ;  and 
Ante,  p.  1846.  "(iii)  the  amount  of  the  tax  imposed  by  section  2001 

(including  interest)  paid  by  the  executor  during  the  tax- 
able year  (other  than  any  amount  paid  pursuant  to  this 
paragraph). 

"  (3)  Failure  TO  PAY  INSTALLMENT. — If  any  installment  under 
this  section  is  not  paid  on  or  before  the  date  fixed  for  its  pay- 
ment by  this  section  (including  any  extension  of  time  for  the 
i      payment  of  such  installment),  the  unpaid  portion  of  the  tax 
payable  in  installments  shall  be  paid  upon  notice  and  demand 
from  the  Secretary. 
"(h)  Election  in  Case  of  Certain  Deficiencies. — 
"  ( 1 )  In  general. — If — 

"(A)  a  deficiency  in  the  tax  imposed  by  section  2001  is 
assessed, 

"(B)  the  estate  qualifies  under  subsection  (a)  (1),  and 
"(C)  the  executor  has  not  made  an  election  under  sub- 
section (a), 

the  executor  may  elect  to  pay  the  deficiency  in  installments.  This 
subsection  shall  not  apply  if  the  deficiency  is  due  to  negligence, 
to  intentional  disregard  of  rules  and  regulations,  or  to  fraud  with 
intent  to  evade  tax. 

"  (2)  Time  of  election. — An  election  under  this  subsection  shall 
be  made  not  later  than  60  days  after  issuance  of  notice  and  \ 
demand  by  the  Secretary  for  the  payment  of  the  deficiency,  and 
shall  be  made  in  such  manner  as  the  Secretary  shall  by  regulations 
prescribe.  ^  . 

"(3)  Effect  of  election  on  payment. — If  an  election  is  made 
under  this  subsection,  the  deficiency  shall  (subject  to  the  limita- 
tion provided  by  subsection  (a)  (2) )  be  prorated  to  the  install- 
ments which  would  have  been  due  if  an  election  had  been  timely 
made  under  subsection  (a)  at  the  time  the  estate  tax  return  was 
filed.  The  part  of  the  deficiency  so  prorated  to  any  installment 
the  date  for  payment  of  which  would  have  arrived  shall  be  paid 
at  the  time  of  the  making  of  the  election  under  this  subsection. 
The  portion  of  the  deficiency  so  prorated  to  installments  the  date  ; 
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for  payment  of  which  would  not  have  so  arrived  shall  be  paid  at 
the  time  such  installments  would  have  been  due  if  such  an  election 
had  been  made. 

"(i)  Regulations. — The  Secretary  shall  prescribe  such  regulations 
as  may  be  necessary  to  the  application  of  this  section. 
"  ( j )  Ckoss  Eeferexces. — 
"(1)  Security.— 

"For  authority  of  the  Secretary  to  require  security  in  the  case 
of  an  extension  under  this  section,  see  section  6165. 
"(2)  Lien.— 

'^For  special  lien  (in  lieu  of  bond)  in  the  case  of  an  extension 
under  this  section,  see  section  6324A. 
"(3)  Period  of  limitation. — 

"For  extension  of  the  period  of  limitation  in  the  case  of  an 
extension  under  this  section,  see  section  6503(d). 
"(4)  Interest.— 

"For  provisions  relating  to  interest  on  tax  payable  in  install- 
ments under  this  section,  see  subsection  (j)  of  section  6601.** 

(b)  4- Percent  Interest  Rate. — Section  6601  (relating  to  interest   26  USC  6601. 
on  underpayment,  nonpayment,  or  extension  of  time  for  payment  of 

tax)  is  amended  by  redesignating  subsection  (j)  as  subsection  (k) 
and  by  inserting  after  subsection  (i)  the  following  new  subsection: 

"  ( j )  4-Percent  Rate  on  Certain  Portion  of  Estate  Tax  Extended 
LTnder  Section  6166. — 

"(1)  In  general. — If  the  time  for  payment  of  an  amount  of 
tax  imposed  by  chapter  11  is  extended  as  provided  in  section 
6166,  interest  on  the  4-percent  portion  of  such  amount  shall  (in 
lieu  of  the  annual  rate  provided  by  subsection  (a) )  be  paid  at  the 
rate  of  4  percent.  For  purposes  of  this  subsection,  the  amount  of 
any  deficiency  which  is  prorated  to  installments  payable  under 
section  6166  shall  be  treated  as  an  amount  of  tax  payable  in  install- 
ments under  such  section. 

'•(2)  4 -PERCENT  portion. — For  purposes  of  this  subsection,  the 
term  '4-percent  portion*  means  the  lesser  of — 

"(A)  $345,800  reduced  by  the  amount  of  the  credit  allow-    ' 

able  under  section  2010  ( a )  ;  or  ^  P- 

"(B)  the  amount  of  the  tax  imposed  by  chapter  11  which 
is  extended  as  prodded  in  section  6166. 
"(3)  Treat:ment  of  pay:ments. — If  the  amount  of  tax  imposed 
by  chapter  11  which  is  extended  as  provided  in  section  6166 
exceeds  the  4-percent  portion,  any  payment  of  a  portion  of  such 
amount  shall,  for  purposes  of  computing  interest  for  periods  after 
such  payment,  be  treated  as  reducing  the  4-percent  portion  by  an 
amount  which  bears  the  same  ratio  to  the  amount  of  such  pay- 
ment as  the  amount  of  the  4-percent  portion  (determined  with- 
out regard  to  this  paragraph)  bears  to  the  amount  of  the  tax 
which  is  extended  as  provided  in  section  6166." 

(c)  Reasonable  Cause  Substituted  for  Undue  Hardship  in  Deter- 
mining Eligibility  for  Extensions  of  Payment  of  Estate  Tax. —     -    — 

(1)  Paragraph  (2)  of  section  6161(a)  (relating  to  extension   26  USC  6161. 
of  time  for  paying  estate  tax)  is  amended  to  read  as  follows : 

"(2)  Estate  tax. — The  Secretary  may,  for  reasonable  cause, 
extend  the  time  for  payment  of — 

"(A)  any  part  of  the  amount  determined  by  the  executor 
as  the  tax  imposed  by  chapter  11,  or 

"(B)  any  part  of  any  installment  under  section  6166  or 
6166 A  (including  any  part  of  a  deficiency  prorated  to  any 
installment  under  such  section) , 
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for  a  reasonable  period  not  in  excess  of  10  years  from  the  date  pre- 
scribed by  section  6151(a)  for  payment  of  the  tax  (or,  in  the  case 
of  an  amount  referred  to  in  subparagraph  (B),  if  later,  not 
beyond  the  date  which  is  12  months  after  the  due  date  for  the  last 
installment) ." 

26  use  6161.  (2)  Subsection  (b)  of  section  6161  (relating  to  extension  of  time 

for  payment  of  certain  deficiencies)  is  amended  to  read  as  follows :  ' 
"  (b)  Amount  Determined  as  Deficiency. — 

"(1)  Income,  gift,  and  certain  other  taxes. — Under  regula- 
tions prescribed  by  the  Secretary,  the  Secretary  may  extend  the  i 
time  for  the  payment  of  the  amount  determined  as  a  deficiency  of  a 
tax  imposed  by  chapter  1,  12,  41,  42,  43,  or  44  for  a  period  not  to 
exceed  18  months  from  the  date  fixed  for  the  payment  of  the 
deficiency,  and  in  exceptional  cases,  for  a  further  period  not  to 
exceed  12  months.  An  extension  under  this  paragraph  may  be 
granted  only  where  it  is  shown  to  the  satisfaction  of  the  Secretary  , 
that  payment  of  a  deficiency  upon  the  date  fixed  for  the  payment 
thereof  will  result  in  undue  hardship  to  the  taxpayer  in  the  case 
of  a  tax  imposed  by  chapter  1,  41,  42,  43,  or  44,  or  to  the  donor  in  ! 
the  case  of  a  tax  imposed  by  chapter  12. 

"(2)  Estate  tax. — Under  regulations  prescribed  by  the  Secre- 
tary, the  Secretary  may,  for  reasonable  cause,  extend  the  time  for  ( 
the  payment  of  any  deficiency  of  a  tax  imposed  by  chapter  11  for  a  i 
reasonable  period  not  to  exceed  4  years  from  the  date  otherwise 
fixed  for  the  payment  of  the  deficiency. 

"(3)    No  EXTENSION  FOR  CERTAIN  DEFICIENCIES.  No  CXteUsion 

shall  be  granted  under  this  subsection  for  any  deficiency  if  the 
deficiency  is  due  to  negligence,  to  intentional  disregard  of  rules 
and  regulations,  or  to  fraud  with  intent  to  evade  tax.*' 
26  use  6163.  (3)  Subsection  (b)  of  section  6163  (relating  to  extension  to  pre- 

vent undue  hardship  in  case  of  reversionary  or  remainder  interest) 
is  amended  to  read  as  follows : 
•'(b)  Extension  for  Reasonable  Cause. — ^At  the  expiration  of  the 
period  of  postponement  provided  for  in  subsection  (a),  the  Secretary 
may,  for  reasonable  cause,  extend  the  time  for  payment  for  a  reasonable 
period  or  periods  not  in  excess  of  3  years  from  the  expiration  of  the 
period  of  postponement  provided  in  subsection  (a) 
26  use  6503.  (4)  Subsection  (d)  of  section  6503  (relating  to  extensions  of 

time  for  payment  of  estate  tax)  is  amended  by  striking  out  "sec- 
tion 6166"  and  inserting  in  lieu  thereof  "section  6163,  6166,  or 
6166A". 

(d)  Special  Lien  for  Estate  Tax  Deferred  Under  Section  6166. — 
(1)  In  general. — Subchapter  C  of  chapter  64  (relating  to  lien 
for  taxes)  is  amended  by  inserting  after  section  6324  the  follow-  \ 
ing  new  section :  ; 

26  use  6324A.     "SEC.  6324A.  SPECIAL  LIEN  FOR  ESTATE  TAX  DEFERRED  UNDER  SEC- 
TION 6166  OR  61 66 A. 

"(a)  General  Rule. — In  the  case  of  any  estate  with  respect  to 
which  an  election  has  been  made  under  section  6166  or  6166A,  if  the 
executor  makes  an  election  under  this  section  (at  such  time  and  in 
such  manner  as  the  Secretary  shall  by  regulations  prescribe)  and  files 
the  agreement  referred  to  in  subsection  (c) ,  the  deferred  amount  (plus 
any  interest,  additional  amount,  addition  to  tax,  assessable  penalty, 
and  costs  attributable  to  the  deferred  amount)  shall  be  a  lien  in  favor 
of  the  United  States  on  the  section  6166  lien  property. 

"(b)  Section  6166  Lien  Property. —  i 
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"(1)  Ix  CtEXeral. — For  purposes  of  this  section,  the  term  *sec-  "Section  6166 
tion  61i36  lien  property'  means  interests  in  real  and  other  property  lien  property." 
to  the  extent  such  interests — 

"(A)  can  be  expected  to  survive  the  deferral  period,  and 
•'(B)  are  designated  in  the  agreement  referred  to  in  sub- 
section (c). 

"(2)  ^klAxiiiUM  VALUE  OF  REQUIRED  PROPERTY. — The  maximuui 
value  of  the  property  which  the  Secretary  may  require  as  section 
6166  lien  property  with  respect  to  any  estate  shall  be  a  value  which 
is  not  greater  than  the  sum  of — 

"(A)  the  deferred  amount,  and 
"(B)  the  aggregate  interest  amount. 
For  purposes  of  the  preceding  sentence,  the  value  of  any  prop- 
erty shall  be  determined  as  of  the  date  prescribed  by  section  6151    26  USC  6151. 
(a)  for  payment  of  the  tax  imposed  by  chapter  11  and  shall  be 
determined  by  taking  into  account  any  encumbrance  such  as  a  lien 
under  section  6824B.  Ante,  p.  1861. 

"(3)  Partial  sl'bstitutiox  of  boxd  for  lien. — If  the  value 
required  as  section  6166  lien  property  pursuant  to  paragraph  (2)  Ante,  p.  1862. 
exceeds  the  value  of  the  interests  in  property  covered  by  the  agree- 
ment referred  to  in  subsection  (c),  the  Secretary  may  accept  bond 
in  an  amount  equal  to  such  excess  conditioned  on  the  payment 
of  the  amount  extended  in  accordance  with  the  terms  of  such 
extension. 

"(c)  AoREEMEXT. — The  agreement  referred  to  in  this  subsection  is 
a  written  affreemf^iit  signed  by  each  person  in  being  who  has  an  interest 
(whether  or  not  in  possession)  in  any  property  designated  in  such 
agreement — 

"(1)  consenting  to  the  creation  of  the  lien  under  this  section 
with  respect  to  such  property,  and 

"(2)  designating  a  responsible  pei-son  who  shall  be  the  agent 
for  the  beneficiaries  of  the  estate  and  for  the  persons  who  have 
consented  to  the  creation  of  the  lien  in  dealings  with  the  Secretary 
on  matters  arising  under  section  6166  or  6166A  or  this  section.  Ante,  p.  1862. 
"(d)  Special  Rules. — 

"(1)  Requiremext  THAT  LiEX  BE  FILED. — Tlic  lieu  imposed  by 
this  section  shall  not  be  valid  as  against  any  purchaser,  holder  of 
a  security  interest,  mechanic's  lien,  or  judgment  lien  creditor 
until  notice  thereof  which  meets  the  requirements  of  section  6323 
(f)  has  been  filed  by  the  Secretary.  Such  notice  shall  not  be 
required  to  be  refiled. 

"(2)  Period  of  liex. — The  lien  imposed  by  this  section  shall 
arise  at  the  time  the  executor  is  discharged  from  liability  under 
section  2204  (or,  if  earlier,  at  the  time  notice  is  filed  pursuant  to 
paragraph  (1))  and  shall  continue  until  the  liability  for  the 
deferred  amount  is  satisfied  or  becomes  unenforceable  by  reason  of 
lapse  of  time. 

"(3)  Priorities. — Even  though  notice  of  a  lien  imposed  by 
this  section  has  been  filed  as  provided  in  paragraph  (1),  such  lien 
I       shall  not  be  valid — 

"(A)  Real  property  tax  axd  special  assessmext  liexs. — 
I  To  the  extent  pro\'ided  in  section  6323  (b)  (6) . 

I  "(B)  Real  property  subject  to  a  mechaxic's  lien  for 

I  REPAIRS  axd  iMPRo\^>rEXTS. — In  the  case  of  any  real  property 

subject  to  a  lien  for  repair  or  improvement,  as  against  a 
mechanic's  lienor. 


90  STAT.  1870 


PUBLIC  LAW  94-455— OCT.  4.  1976 


''(C)  Eeal   property    coxsTRrcTiox    OR  improve:hext 
FixAxcixG  agree:mex't.— As  aoainst  any  security  interest  set 
forth  ill  paraii"r:ipli  (o)  of  section  t>oi^o(  c)  (whether  such  secu- 
rity interest  came  into  existence  before  or  after  tax  lien  tilinof) . 
Subparagraphs  (B)  and  (C)  shall  not  apply  to  any  security 
interest  which  came  into  existence  after  the  date  on  which  the 
Secretary  filed  notice  (in  a  manner  similar  to  notice  filed  under 
section  6323(f))  that  payment  of  the  deferred  amoimt  has  been 
Ante.  p.  1862.  accelerated  under  section  6166  (g)  or  6166A  (h) . 

(-1)  LiEX"  TO  BE  ix'  LiET  OF  SECTiox  6  3  24  LiEX". — If  there  is  a  lien 
under  this  section  on  any  property  with  respect  to  any  estate,  there 
shall  not  be  anj'  lien  under  section  6324  on  such  property  with 
respect  to  the  same  estate. 

'*(5)  AdDITIOX^^L  LIEX  property  required  IX  CERTAIX  CASES.^ — - 

If  at  any  time  the  value  of  the  proi>erty  coyered  by  the  agree- 
riient  is  less  than  the  mipaid  portion  of  the  deferred  amount 
and  the  aggregate  interest  amount,  the  Secretary  may  require  the 
addition  of  property  to  the  agreement  (but  he  may  not  reciuire 
under  this  paragraph  that  the  yalue  of  the  property  covered  by 
the  agreement  exceed  such  unpaid  portion).  If  property  having 
the  required  yalue  is  not  added  to  the  property  covered  by  the 
agreement  (or  if  other  security  equal  to  the  required  value  is  not 
furnished)  within  90  days  after  notice  and  demand  therefor  by  the 
Secretary,  the  failure  to  comply  with  the  preceding  sentence  shall 
be  treated  as  an  act  accelerating  payment  of  the  installments  under 
section  6166(g)  or  6166a  (h). 

''(6)  LiEX^  TO  BE  ix"  LIEU  OP  Box'D. — The  Secretary  may  not 
require  under  section  6165  the  furnishing  of  any  bond  for  the 
payment  of  any  tax  to  which  an  agreement  which  meets  the 
requirements  of  subsection  (c)  applies. 
"(e)  Defixitioxs. — For  purposes  of  this  section — 

''(1)  Deferred  amoux^t. — Tlie  term  'deferred  amount*  means 
the  aggregate  amount  deferred  under  section  6166  or  6166 A 
(determined  as  of  the  date  prescribed  by  section  6151  (a)  for  pay- 
ment of  the  tax  imposed  by  chapter  11) . 

"(2)  Aggregate  ix'terest  amoux't. — The  term  'aggregate  inter- 
est amount'  means  the  aggregate  amount  of  interest  which  will  be 
payable  over  the  deferral  period  with  respect  to  the  deferred 
amount  (determined  as  of  the  date  prescribed  by  section  6151(a) 
for  payment  of  the  tax  imposed  by  chapter  11 ) . 

"(3)  Deferral  period. — The  term  'deferral  period'  means  the 
period  for  which  the  payment  of  tax  is  deferred  pursuant  to  the 
election  under  section  6166  or  6166A. 

"  (4)  ApPLICATIOX  of  DEFIXITIOX'S  IX  CASE  OF  deficiexcies. — In 
the  case  of  a  deficiency,  a  separate  deferred  amount,  aggregate 
interest  amount,  and  deferral  period  shall  be  determined  as  of  the 
due  date  of  the  fii-st  installment  after  the  deficiency  is  prorated 
t-o  installments  under  section  6166  or  6166A." 

(2)  Discharge  of  executor  fro:m  persox^^al  liability. — Section 
26  use  2204.  2204  (relating  to  discharge  of  fiduciary  from  i^ersonal  liability) 

is  amended  by  adding  at  the  end  thereof  the  following  neAv  sub- 
section : 

"(c)  SpF.riAL  LiKX  I'xder  Sectiox"  6324A. — For  purjioses  of  the 
second  sentence  of  sitbsection  (n)  and  the  last  sentence  of  stibsection 
Ante.  p.  1868.        (b) .  an  agreemcTit  which  meets  the  requirements  of  section  6:^)24A 
(relating  to  SDecial  lien  for  estate  tax  deferred  under  section  6166  or 
6166A)  shall  be  treated  as  the  ftirnishing  of  bond  with  respect  to  the 
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amount  for  ^yhicll  the  time  for  payment  has  been  extended  under  ^nte,  p.  1862. 
section  6166  or  6166A.*' 

(e)  A:mexdmexts  of  Section  303. — 

(1)  ExTEXsiox  OF  PERIOD  FOR  DISTRIBUTION. — Paragraph  (1)  of 

section  303(b)  (relating  to  distributions  in  redemption  of  stock    26  USC  303. 
to  pay  death  taxes)  is  amended  by  striking  out  "or"  at  the  end 
of  subparagraph  (A),  by  striking  out  the  period  at  the  end  of 
subparagraph  (B)  and  inserting  in  lieu  thereof      or  '\  and  by 
adding  at  the  end  thereof  the  f olloAying  new  subparagraph : 

"(C)  If  an  election  has  been  made  under  section  6166  or 
6166A  and  if  the  time  prescribed  by  this  subparagraph  expires 
at  a  later  date  than  the  time  prescribed  by  subparagrat)h 
(B)  of  this  paragraph,  within  the  time  determined  under 
section  6166  or  6 166 A  for  the  payment  of  the  installments." 

(2)  Relationship  of  stock  to  decedent's  estate. — 

(A)  Subparagraph  (A)  of  section  303(b)(2)  is  amended 
to  read  as  follows : 

"(A)  In  general. — Subsection  (a)  shall  apply  to  a  distri- 
bution by  a  corporation  only  if  the  value  (for  Federal  estate 
tax  purposes)  of  all  of  the  stock  of  such  corporation  which  is 
included  in  deteiTuining  the  yalue  of  the  decedent's  gross 
estate  exceeds  50  percent  of  the  excess  of — 

"  (i)  the  value  of  the  gross  estate  of  such  decedent,  over 
"(ii)  the  sum  of  the  amounts  allowable  as  a  deduction 
under  section  2053  or  2054." 

(B)  The  first  sentence  of  subparagraph  (B)  of  section  303 
(b)  (2)  is  amended  by  striking  out  "the  35  percent  and  50 
percent  requirements"  and  inserting  in  lieu  thereof  "the  50 
percent  requirement". 

(3)  Relationship  of  shareholder  to  estate  tax. — Subsection 
(b)  of  section  303  is  amended  by  adding  at  the  end  thereof  the 
following  new  paragraphs : 

"  ( 3 )  Relationship  of  shareholder  to  estate  tax. — Subsection 
(a)  shall  apply  to  a  distribution  by  a  corporation  only  to  the 
extent  that  the  interest  of  the  shareholder  is  reduced  directly  (or 
through  a  binding  obligation  to  contribute)  by  any  payment  of 
an  amount  described  in  paragraph  (1)  or  (2)  of  subsection  (a). 

"(4)  Additional  requirements  for  distributions  made  more 
THAN  4  years  ai^t.r  decedent's  DEATH.— Ill  the  case  of  amounts 
distributed  more  than  4  years  after  the  date  of  the  decedent's 
death,  subsection  (a)  shall  apply  to  a  distribution  by  a  corpora- 
tion only  to  the  extent  of  the  lesser  of — 

"(A)  the  aggregate  of  the  amounts  referred  to  in  para- 
graph (1)  or  (2)  of  subsection  (a)  which  remained  unpaid 
immediately  before  the  distribution,  or 

"(B)  the  aggregate  of  the  amounts  referred  to  in  para- 
graph (1)  or  (2)  of  subsection  (a)  which  are  paid  during 
the  1-3'ear  period  beginning  on  the  date  of  such  distribution." 

(4)  Stock  with  substituted  basis. — Subsection  (c)  of  section 
303  (relating  to  stock  with  substituted  basis)  is  amended  by  strik- 
ing out  "limitation  specified  in  subsection  (b)  (1)"  and  inserting 
in  lieu  thereof  "limtations  specified  in  subsection  (b)". 

(f )  Technical,  Clerical,  and  Conforming  Changes. — 

(1)  The  table  of  sections  for  subchapter  C  of  chapter  64  is 
amended  by  inserting  after  the  item  relating  to  section  6324  the 
following  new  item : 
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•"Sec.  t^o24A.  Special  lien  for  estate  tax  deferred  under  section  0166  or 
6166A." 

20  use  7403.  (1^)  Section  7403 (a)  (relating  to  action  to  enforce  lien  or  to 

subject  property  to  pavment  of  fax)  is  amended  by  adding  at  the 
end  thereof  the  following  new  sentence  :  "For  purposes  of  the  pre- 

Ante.  p.  1862.  ceding  sentence,  any  acceleration  of  payment  under  section  6166 

(g)  or  6166A(h)  shall  be  treated  as  a  neglect  to  pay  tax." 

26  use  2011.  ^  (3)  Paragraph  (2)  of  section  2011  (c^  (relating* to  credit  for 

State  death  taxes)  is  amended  by  striking  out  "section  6161"  and 
inserting  in  lieu  thereof  "section  6161.  6166  or  6166 A". 

26  use  2204.  -pj^^  last  sentence  of  section  2204(b)  is  amended  by  striking 

out  "has  not  been  extended  under"  and  inserting  in  lieu  thereof 
"has  been  extended  under". 

(5)  The  table  of  sections  for  subchapter  B  of  chapter  62  is 
amended  by  striking  out  the  item  relating  to  section  6166  and 
inserting  in  lieu  thereof  the  following : 

••Sec.  6166.  Alternate  extension  of  time  for  payment  of  estate  tax  where 
estate  consists  largely  of  interest  in  closely  held  business. 
•■Sec.  6166A.  Extension  of  time  for  payment  of  estate  tax  where  estate 
tax  consists  largely  of  interest  in  closely  held  business.". 

(6)  Subsections  (a)  and  (b)  of  section  2204  (relating  to  dis- 
charge of  fiduciary  from  personal  liability)  are  as  amended  by 
strikiuir  out  "or  6166"  and  inserting  in  lieu  thereof  "6166  or 
6166A". 

26  use  6166  (g)  Effectr-e  Date. — The  amendments  made  by  this  section  shall 

note.  '^pply  t<^  the  estates  of  decedents  dying  after  December  31,  1976. 

SEC.  2005.  CARRYOVER  BASIS, 
(a)  General  Kfle. — 

(1)  Amexdmext  of  sectiox  1014. — Subsection  (d)  of  section 
26  use  1014.             1014  (relating  to  basis  of  property  acquired  from  a  decedent)  is 

amended  to  read  as  follows : 
"  (d)  Decedexts  Dyixg  Aftek  December  31, 1976. — In  the  case  of  a 
decedent  dying  after  December  31, 1976.  the  section  shall  not  apply  to 
any  property  for  which  a  carryover  basis  is  provided  by  section  1023." 

(2)  Cakryo^-er  basis. — Part  II  of  subchapter  O  of  chapter  1 
(relating  to  basis  rules  of  general  application)  is  amended  by 

26  use  1024.  redesignating  section  1023  as  section  1024  and  by  inserting  after 

section  1022  the  following  new  section : 

26  use  1023.       '*SEC.  1023.  CARRYOVER  BASIS  FOR  CERTAIN  PROPERTY  ACQUIRED 

FROM  A  DECEDENT  DYING  AFTER  DECEMBER  31,  1976. 

••(a)  Gexeral  Rtle. — 

"(1)  CARRY0^'ER  basis. — Except  as  otherwise  provided  in  this 
section,  the  basis  of  carryover  basis  property  acquired  from  a 
decedent  dying  after  December  31. 1976,  in  the  hands  of  the  person 
so  acquiring  it  shall  be  the  adjusted  basis  of  the  property  immedi- 
ately before  the  death  of  the  decedent,  further  adjusted  as  pro- 
vided in  this  section. 

"(2)    Loss  ox  PERSOXAL  AXD  HOUSEHOLD  EFFECTS.  111  tllC  CaSC 

of  any  carryover  basis  property  which,  in  the  hands  of  the 
decedent,  was  a  personal  or  household  effect,  for  purposes  of  deter- 
mining loss,  the  basis  of  such  property  in  the  hands  of  the  person 
acquiring  such  property  from  the  decedent  shall  not  exceed  its  fair 
market  value. 
"(b)  Carryover  Basis  Property  Defixed. — 

"  (1)  Ix  GEXERAL. — For  purposcs  of  this  section,  the  term  'carry- 
over basis  property'  means  any  property  which  is  acquired  from 
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or  passed  from  a  decedent  (within  the  meaning  of  section 

1014(b))  and  which  is  not  excluded  pursuant  to  paragraph  (2)    26  USC  1014. 

or  (3). 

"(2)  Certaix  propeety  xot  CARPTo^'ER  BASIS  PROPERTY. — The 
teiTQ  'carrvover  basis  property'  does  not  include — 

"(A)  any  item  of  gross  income  in  respect  of  a  decedent 
described  in  section  691 ; 

''(B)  property  described  in  section  2042  (relating  to  pro- 
ceeds of  life  insurance)  ; 

''(C)  a  joint  and  survivor  annuity  under  which  the  surviv- 
ing annuitant  is  taxable  under  section  72,  and  payments  and 
distributions  under  a  deferred  compensation  plan  described 
in  pait  I  of  subchapter  D  of  chapter  1  to  the  extent  such  pay- 
ments and  distributions  are  taxable  to  the  decedent's  bene- 
ficiary under  chapter  1 ; 

•■(D)  property  included  in  the  decedent's  gross  estate  by 
reason  of  section  2035,  2038,  or  2041  which  has  been  disposed 
of  before  the  decedent's  death  in  a  transaction  in  which  gain 
or  loss  is  recognizable  for  purposes  of  chapter  1 ; 

"(E)  stock  or  a  stock  option  passing  from  the  decedent  to 
the  extent  income  in  respect  of  such  stock  or  stock  option  is 
includable  in  gross  income  under  section  422(c)  (1).  423(c), 
or  424(c)  (1)  ;  and 

"(F)  property  described  in  section  1014 (b)  (5) . 

"(3)   $10,000  EXCLUSION  FOR  CERTAIN  ASSETS.  

''(A)  Exclusion. — The  term  'carryover  basis  property' 
does  not  include  any  asset^ — 

"(i)  which,  in  the  hands  of  the  decedent,  was  a  per- 
sonal or  household  effect,  and 

"(ii)  with  respect  to  whicli  the  executor  has  made  an 
election  under  this  paragraph. 
"(B)  Limitation. — The  fair  market  value  of  all  assets 
designated  under  this  subsection  with  respect  to  anv  decedent 
shall  not  exceed  $10,000. 

"(C)  Election. — An  election  under  this  paragraph  with 
respect  to  any  asset  shall  be  made  by  the  executor  not  later 

than  the  date  prescribed  by  section  6075(a)  for  filing  the   

return  of  the  tax  imposed  by  section  2001  or  2101  (including   Ante,  pp.  1846, 
extensions  thereof),  and  shall  l>e  made  in  such  manner  as  1850. 
the  Secretary  shall  by  regulations  prescribe. 
"(c)  Increase  in  Basis  for  Federal  and  State  Estate  Taxes 
Attributable  to  Appreciation. — The  basis  of  appreciated  carryover 
basis  property  ( determined  after  any  adjustment  under  subsection 
f  h) )  which  is  subject  to  the  tax  imposed  by  section  2001  or  2101  in  the 
hands  of  the  person  acquiring  it  from  the  decedent  shall  be  increased 
by  an  amount  which  bears  the  same  ratio  to  the  Federal  and  State 
estate  taxes  as — 

"(1)  the  net  appreciation  in  value  of  such  property,  bears  to 
"(2)  the  fair  market  value  of  all  property  which  is  subject  to 
the  tax  imposed  by  section  2001  or  2101. 
"(d)  $f)0.0r)O  MiNoruM  for  Bases  of  Carryover  Basis  Properties. — 
"(1)  In  general. — If  $60,000  exceeds  the  aggregate  bases  (as 
determined  after  any  adjustment  under  subsection  (h)  or  (c) )  of 
all  canwover  basis  property,  the  basis  of  each  appreciated  carry- 
over basis  property  (after  any  adjustment  under  subsection  (h)  or 
(c) )  shall  be  increased  by  an  amount  which  bears  the  same  ratio 
to  the  amount  of  such  excess  as — 
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"(A)  the  net  appreciation  in  value  of  such  property,  bears 

to 

"(B)  the  net  appreciation  in  value  of  all  such  property. 
''(2)  Special  rule  for  personal  or  household  effect. — For 
purposes  of  paragraph  (1),  the  basis  of  any  property  which  is  a 
personal  or  household  effect  shall  be  treated  as  not  greater  than 
the  fair  market  value  of  such  property. 

"(3)  Nonresident  not  citizen. — This  subsection  shall  not 
apply  to  any  carryover  basis  property  acquired  from  any  decedent 
who  was  (at  the  time  of  his  death)  a  nonresident  not  a  citizen  of 
the  United  States. 
"(e)  Further  Increase  in  Basis  for  Certain  State  Succession 
Tax  Paid  by  Transferee  of  Property. — If — 

"(1)  any  person  acquires  appreciated  carryoA^er  basis  property 
from  a  decedent,  and 

"  (2)  such  person  actually  pays  an  amount  of  estate,  inheritance, 
legacy,  or  succession  taxes  with  respect  to  such  property  to  any 
State  or  the  District  of  Columbia  for  which  the  estate  is  not  liable, 
then  the  basis  of  such  property  (after  any  adjustment  under  subsec- 
tion (h),  (c),or  (d))  shall  be  increased  by  an  amount  which  bears 
the  same  ratio  to  the  aggregate  amount  of  all  such  taxes  paid  by  such 
person  as — 

"(A)  the  net  appreciation  in  value  of  such  property,  bears  to 

"(B)  the  fair  market  value  of  all  property  acquired  by  such 
person  which  is  subject  to  such  taxes, 
"(f)  Special  Rules  and  Definitions  for  Application  of  Subsec- 
tions (c),  (d),  and  (e). — 

"(1)  Fair  market  value  limitation. — The  adjustments  under 
subsections  (c),  (d),  and  (e)  shall  not  increase  the  basis  of  prop- 
erty above  its  fair  market  value. 

"(2)  Net  appreciation. — For  purposes  of  this  section,  the  net 
appreciation  in  value  of  any  property  is  the  amount  by  which 
the  fair  market  value  of  such  property  exceeds  the  adjusted  basis 
of  such  property  immediately  before  the  death  of  the  decedent 
(as  determined  after  any  adjustment  under  subsection  (h)). 
For  purposes  of  subsection  (d),  such  adjusted  basis  shall  be 
increased  by  the  amount  of  any  adjustment  under  subsection  (c), 
and,  for  purposes  of  subsection  (e),  such  adjusted  basis  shall  be 
increased  by  the  amount  of  any  adjustment  under  subsection  (c) 
or  (d). 

"(3)  Federal  and  state  estate  taxes. — For  purposes  of  sub- 
section (c) ,  the  term  'Federal  and  State  estate  taxes'  means — 
Ante,  pp.  1846,  "(A.)  ^^^^  tax  imposed  by  section  2001  or  2101,  reduced  by 

1850.  the  credits  against  such  tax,  and 

"(B)  any  estate,  inheritance,  legacy,  or  succession  taxes,  for 
which  tlie  estate  is  liable,  actually  paid  by  the  estate  to  any 
State  or  the  District  of  Columbia. 
"(4)  Certain  marital  and  charitable  deduction  property 
treated  as  not  subject  to  tax. — For  purposes  of  subsections  (c) 
and  (e) ,  property  shall  be  treated  as  not  subject  to  a  tax — 

"(A)  with  respect  to  the  tax  imposed  bv  section  2001  or 
2101,  to  the  extent  that  a  deduction  is  allowable  with  respect 
to  sucli  propertv  under  section  2055  or  2056  or  under  section 
26  use  2055,  2106(a)  (2),  and 

2056,2106.  "(B)  with  respect  to  State  estate  taxes  and  with  respect 

to  the  State  taxes  referred  to  in  subsection  (e)(2),  to  the 
extent  that  such  property  is  not  subject  to  such  taxes. 
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"(5)  Appreciated  carryo\'er  basis  property.— For  purposes  of 
this  section,  the  term  'appreciated  carryover  basis  property"  means 
any  carryover  basis  property  if  the  fair  market  value  of  such 
property  exceeds  the  adjusted  basis  of  such  property  immediately 
before  the  death  of  the  decedent. 
"  (g)  Other  Special  Rules  axd  Definitioxs. — 

"(1)  Fair  market  value. — For  purposes  of  this  section,  when 
not  otherwise  distinctly  expressed,  the  term  'fair  market  value' 
means  value  as  determined  under  chapter  11. 

Property  passixg  from  the  decedext. — For  purposes  of 
this  section,  property  passing  from  the  decedent  shall  be  treated 
as  property  acquired  from  the  decedent. 

"(3)  Decedext's  basis  uxkx'owx. — If  the  facts  necessary  to 
determine  the  basis  (unadjusted)  of  carryover  basis  property 
immediately  before  the  death  of  the  decedent  are  unknown  to  the 
person  acquiring  such  property  from  the  decedent,  such  basis  shall 
be  treated  as  being  the  fair  market  value  of  such  property  as  of 
the  date  (or  approximate  date)  at  which  such  property  was 
acquired  by  the  decedent  or  by  the  last  preceding  owner  in  whose 
hands  it  did  not  have  a  basis  determined  in  whole  or  in  part  by 
reference  to  its  basis  in  the  hands  of  a  prior  holder. 

''(4)  Certain  mortgages. — For  purposes  of  subsections  (c), 
(d),  and  (e),  if — 

"(A)  there  is  an  unpaid  mortgage  on,  or  indebtedness  in 
respect  of,  property, 

"(B)  such  mortgage  or  indebtedness  does  not  constitute  a 
liability  of  the  estate,  and 

''(C)  such  property  is  included  in  the  gross  estate  undi- 
minished by  such  mortgage  or  indebtedness, 
then  the  fair  market  value  of  such  property  to  be  treated  as 
included  in  the  gross  estate  shall  be  the  fair  market  value  of  such 
property,  diminished  by  such  mortgage  or  indebtedness. 
"(h)  Adjustment  to  Basis  for  December  31,  1976,  Fair  Market 
Value. — 

"(1)  Marketable  bonds  ax^d  securities. — If  the  adjusted  basis 
immediately  before  the  death  of  the  decedent  of  any  property 
which  is  carryover  basis  property  reflects  the  adjusted  basis  of  any 
marketable  bond  or  security  on  December  31,  1976,  and  if  the  fair 
market  value  of  such  bond  or  security  on  December  31,  1976, 
exceeded  its  adjusted  basis  on  such  date,  then,  for  purposes  of 
determining  gain,  the  adjusted  basis  of  such  property  shall  be 
increased  by  the  amount  of  such  excess. 
"  (2)  Property  other  thax"  ]vi^vrketable  bonds  ax^d  securities. — 
"(A)  In  general. — If — 

"(i)  the  adjusted  basis  immediately  before  the  death 
of  the  decedent  of  any  property  which  is  carryover  basis 
property  reflects  the  adjusted  basis  on  December  31, 
1976,  of  any  property  other  than  a  marketable  bond  or 
security,  and 

"(ii)  the  value  of  such  carryover  basis  property  (as 
determined  with  respect  to  the  estate  of  the  decedent 
without  regard  to  section  2032)  exceeds  the  adjusted  26  USC  2032. 
basis  of  such  property  immediately  before  the  death  of 
the  decedent  (determined  without  regard  to  this  sub- 
section), 

then,  for  purposes  of  determining  gain,  the  adjusted  basis  of 
such  property  immediately  before  the  death  of  the  decedent 
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(determined  without  regard  to  this  subsection)  shall  be 
increased  by  the  amount  determined  under  subparagraph  (B) . 

"(B)  Amount  of  increase. — The  amount  of  the  increase 
under  this  subparagraph  for  any  property  is  the  sum  of — 
"(i)  the  excess  referred  to  in  subparagraph  (A)  (ii), 
reduced  by  an  amount  equal  to  all  adjustments  for 
depreciation,  amortization,  or  depletion  for  the  holding 
period  of  such  property,  and  then  multiplied  by  the 
applicable  fraction  determined  under  subparagraph 
(C),and 

"(ii)  the  adjustments  to  basis  for  depreciation,  amor- 
tization, or  depletion  which  are  attributable  to  that  por- 
tion of  the  holding  period  for  such  property  which  occurs 
before  January  1, 1977. 
"(C)  Applicable  fraction. — For  purposes  of  subpara- 
graph (B)(i),  the  term  'applicable  fraction'  means,  with 
respect  to  any  property,  a  fraction — 

"(i)  the  numerator  of  which  is  the  number  of  days  in 
the  holding  period  with  respect  to  such  property  which 
occurs  before  January  1, 1977,  and 

"(ii)  the  denominator  of  which  is  the  total  number  of 
days  in  such  holding  period. 
"(D)  Substantial    improvements. — Under  regulations 
prescribed  by  the  Secretary,  if  there  is  a  substantial  improve- 
ment of  any  property,  such  substantial  improvement  shall  be 
treated  as  a  separate  property  for  purposes  of  this  paragraph. 
"(E)  Definitions. — For  purposes  of  this  paragraph — 

"(i)  The  term  'marketable  bond  or  security'  means 
any  security  for  which,  as  of  December  1976,  there  was  a 
market  on  a  stock  exchange,  in  an  over-the-counter  mar- 
ket, or  otherwise. 

"(ii)  The  term  'holding  period'  means,  with  respect  to 
any  carryover  basis  property,  the  period  during  which 
the  decedent  (or,  if  any  other  person  held  such  property 
immediately  before  the  death  of  the  decedent,  such  other 
person)  held  such  property  as  determined  under  section 
1223 ;  except  that  such  period  shall  end  on  the  date  of  the 
decedent's  death. 

"(i)  Regulations. — The  Secretary  shall  prescribe  such  regulations 
as  may  be  necessary  to  carry  out  the  purposes  of  this  section." 
26  use  1016.  (3)  Amendment  OF  section  1016. — Section  1016(a)  (relating 

to  adjustments  to  basis)  is  amended  by  striking  out  the  period  at 
the  end  thereof  and  by  inserting  in  lieu  thereof  a  semicolon  and 
by  adding  at  the  end  thereof  the  following  new  paragraph : 

"(23)  to  the  extent  provided  in  section  1023,  relating  to  carry- 
over basis  for  certain  property  acquired  from  a  decedent  dying 
after  December  31, 1976." 

(4)  Amendments  of  section  69 1. — 
26  use  691.  (A)  Section  691(c)(2)(A)    (relating  to  deduction  for 

estate  tax  in  case  of  income  in  respect  of  decedents)  is 
amended  to  read  as  follows : 
"Estate  tax."  "(A)  The  term  'estate  tax'  means  Federal  and  State  estate 

taxes  (within  the  meaning  of  section  1023(f)(3))." 

(B)  Section  691(c)  (2)  (C)  is  amended  to  read  as  follows: 
"(C)  The  estate  tax  attributable  to  such  net  value  shall  be 
an  amount  which  bears  the  same  ratio  to  the  estate  tax  as 
such  net  value  bears  to  the  value  of  the  gross  estate." 
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( 5 )  Kepeal  of  section  124  6(e) . — Section  1246  ( relating  to  gain   26  USC  1246. 
on  foreign  investment  company  stock)  is  amended  by  striking  out 
subsection  (e)  and  by  redesignating  subsections  (f)  and  (g)  as 
subsections  (e)  and  (f) ,  respectively. 

(b)  NoxRECOGXiTiox  OF  Gain  Where  Certain  Appreciated  Carry- 
over Basis  Property  Is  LTsed  in  Satisfaction  of  a  Pecuniary 
Kequest. — Part  III  of  subchapter  O  of  chapter  1  (relating  to  common 
nontaxable  exchanges)  is  amended  by  adding  at  the  end  thereof  the 
following  new  section : 

"SEC.  1040.  USE  OF  CERTAIN  APPRECIATED  CARRYOVER  BASIS  PROP-    26  USC  1040. 
ERTY  TO  SATISFY  PECUNIARY  REQUEST, 
(a)  General  Rule. — If  the  executor  of  the  estate  of  any  decedent 
satisfies  the  right  of  any  person  to  receive  a  pecuniary  bequest  wdth 
appreciated  carryover  basis  property  (as  defined  in  section  1023(f)    ^^te,  p.  1872. 
(5) ) ,  then  gain  on  such  exchange  shall  be  recognized  to  the  estate  only 
to  the  extent  that,  on  the  date  of  such  exchange,  the  fair  market  value 
of  such  property  exceeds  the  value  of  such  property  for  purposes  of 
chapter  11. 

"(b)  Similar  Rule  for  Certain  Trusts. — To  the  extent  provided 
in  regulations  prescribed  by  the  Secretary,  a  rule  similar  to  the  rule 
provided  in  subsection  (a)  shall  apply  w^here — 

"(1)  by  reason  of  the  death  of  the  decedent,  a  person  has  a 
right  to  receive  from  a  trust  a  specific  dollar  amount  which  is  the 
equivalent  of  a  pecuniary  bequest,  and 

"('2)  the  trustee  of  the  trust  satisfies  such  right  with  carryover 
basis  property  to  which  section  1023  applies. 
"(c)  Basis  of  Property  Acquired  in  Exchange  Described  in  Sub- 
section (a)  or  (b). — The  basis  of  property  acquired  in  an  exchange 
with  respect  to  which  gain  realized  is  not  recognized  by  reason  of  s'lo- 
section  (a)  or  (b)  shall  be  the  basis  of  such  property  immediately 
before  the  exchange,  increased  by  the  amount  of  the  gain  recognized 
to  the  estate  or  trust  on  the  exchange." 

(c)  Limitation  of  Increase  in  Basis  for  Gift  Tax  Paid  to  That 
Portion  of  Gift  Tax  Attributable  to  Net  Appreciation  in  Value. — 
Subsection  (d)  of  section  1015  (relating  to  increased  basis  for  gift  tax   26  USC  1015. 
paid)  is  amended  by  adding  at  the  end  thereof  the  following  new 
paragraph : 

"(6)  Special  rule  for  gifts  made  after  December  3i,  i976. — 
(A)  In  general. — In  the  case  of  any  gift  made  after 
December  31,  1976,  the  increase  in  basis  provided  by  this 
subsection  with  respect  to  any  gift  for  the  gift  tax  paid  under 
chapter  12  shall  be  an  amount  (not  in  excess  of  the  amount 
of  tax  so  paid)  which  bears  the  same  ratio  to  the  amount  of 
tax  so  paid  as — 

•'(i)  the  net  appreciation  in  value  of  the  gift,  bears  to 
(ii)  the  amount  of  the  gift. 
"(B)  Net  appreciation. — For  purposes  of  paragraph  ( 1 ) , 
the  net  appreciation  in  value  of  any  gift  is  the  amount  by 
which  the  fair  market  value  of  the  gift  exceeds  the  donor's 
adjusted  basis  immediately  before  the  gift." 

(d)  Informatfon  Requirement. — 

(1)  In  general. — Subpart  A  of  part  III  of  subchapter  A  of 
chapter  61  (relating  to  information  concerning  persons  subject  to 
special  provisions)  is  amended  by  inserting  after  section  6039 
the  following  new  section : 
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"SEC.  6039A.  INFORMATION  REGARDING  CARRYOVER  BASIS  PROPERTY 
ACQUIRED  FROM  A  DECEDENT. 

"(a)  In  General. — Every  executor  (as  defined  in  section  2203) 
shall  furnish  the  Secretary  such  information  with  respect  to  carryover 
basis  property  to  which  section  1023  applies  as  the  Secretary  may  by 
regulations  prescribe. 

"(b)  Statements  To  Be  Furnished  to  Persons  Who  Acquire 
Property  From  a  Decedent. — Every  executor  who  is  required  to  fur- 
nish information  under  subsection  (a)  shall  furnish  in  writing  to  each 
person  acquiring  an  item  of  such  property  from  the  decedent  (or  to 
whom  the  item  passes  from  the  decedent)  the  adjusted  basis  of  such 
item." 

(2)  Penalties. — Subchapter  B  of  chapter  68   (relating  to 
assessable  penalties)  is  amended  by  adding  at  the  end  thereof  the 
following  new  section : 
"SEC.  6694.  FAILURE  TO  FILE  INFORMATION  WITH  RESPECT  TO  CARRY- 
OVER BASIS  PROPERTY, 
"(a)  Information  Required  To  Be  Furnished  to  the  Secre- 
tary.— Any  executor  who  fails  to  furnish  information  required  under 
subsection  (a)  of  section  6039A  on  the  date  prescribed  therefor  (deter- 
mined with  regard  to  any  extension  of  time  for  filing),  unless  it  is 
shown  that  such  failure  is  due  to  reasonable  cause  and  not  to  willful 
neglect,  shall  pay  a  penalty  of  $100  for  each  such  failure,  but  the  total 
amount  imposed  for  all  such  failures  shall  not  exceed  $5,000. 

"(b)  Information  Required  To  Be  Furnished  to  Beneficiaries. — 
Any  executor  who  fails  to  furnish  in  writing  to  each  person  described 
in  subsection  (b)  of  section  6039 A  the  information  required  under 
such  subsection,  unless  it  is  shown  that  such  failure  is  due  to  reasonable 
cause  and  not  to  willful  neglect,  shall  pay  a  penalty  of  $50  for  each 
such  failure,  but  the  total  amount  imposed  for  all  such  failures  shall 
not  exceed  $2,500." 

(e)  Clerical  Amendments. — 

(1)  The  table  of  sections  for  part  II  of  subchapter  O  of  chapter 
1  is  amended  by  striking  out  the  item  relating  to  section  1023  and 
inserting  in  lieu  thereof  the  following : 

"Sec.  1023.  Carryover  basis  for  certain  property  acquired  from  a 

decedent  dying  after  December  31,  1976. 
"Sec.  1024.  Cross  references." 

(2)  The  table  of  sections  for  part  III  of  subchapter  O  of  chap- 
ter 1  is  amended  by  adding  at  the  end  thereof  the  following : 

"Sec.  1040.  Use  of  certain  appreciated  carryover  basis  property  to  sat- 
isfy pecuniary  bequest." 

(3)  The  table  of  sections  for  part  III  of  subchapter  A  of 
chapter  61  is  amended  by  inserting  after  the  item  relating  to 
section  6039  the  following : 

"Sec.  6039A.  Information  regarding  carryover  basis  property  acquired 
from  a  decedent." 

(4)  The  table  of  sections  for  subchapter  B  of  chapter  68  is 
amended  by  adding  at  the  end  thereof  the  following : 

"Sec.  6694.  Failure  to  file  information  with  respect  to  carryover  basis 
property." 

(f )  Effective  Dates. — 

26USC  1023  (1)  Except  as  provided  in  paragraph  (2),  the  amendments 

note.  made  by  this  section  shall  apply  in  respect  of  decedents  dying 

after  December  31, 1976. 


26  use  6039A. 


Ante,  p.  1872. 


26  use  6694. 


Supra. 


i 
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(2)  The  amendment  made  by  subsection  (c)  shall  apply  to  gifts  26  USC  1023 
made  after  December  31, 1976.  note. 
SEC.  2006.  CERTAIN  GENERATION-SKIPPING  TRANSFERS. 

(a)  Imposition  of  Tax. — Subtitle  B  (relating  to  estate  and  gift 
taxes)  is  amended  by  adding  at  the  end  thereof  the  following  new 
chapter : 

"CHAPTER  13— TAX  ON  CERTAIN  GENERATION-SKIPPING 

TRANSFERS 


"Subchapter  A.  Tax  imposed. 

"Subchapter  B.  Definitions  and  special  rules. 

"Subchapter  C.  Administration. 


"Subchapter  A — Tax  Imposed 

"Sec.  2601.  Tax  imposed. 
"Sec.  2602.  Amount  of  tax. 
"Sec.  2603.  Liability  for  tax. 

"SEC.  2601.  TAX  IMPOSED.  26  USC  2601. 

"A  tax  is  hereby  imposed  on  every  generation-skipping  transfer  in 
the  amount  determined  under  section  2602. 

"SEC.  2602.  AMOUNT  OF  TAX.  26  USC  2602. 

''(a)  General  Kule. — The  amount  of  the  tax  imposed  by  section 
2601  with  respect  to  any  transfer  shall  be  the  excess  of — 

''(1)  a  tentative  tax  computed  in  accordance  with  the  rate 
schedule  set  forth  in  section  2001(c)  (as  in  effect  on  the  date  Ante,  p.  1846. 
of  transfer)  on  the  sum  of — 

"(A)  the  fair  market  value  of  the  property  transferred 
determined  as  of  the  date  of  transfer  (or  in  the  case  of  an 
election  under  subsection  (d),  as  of  the  applicable  valuation 
date  prescribed  by  section  2032), 

"(B)  the  aggregate  fair  market  v^ahie  (determined  for 
purposes  of  this  chapter)  of  all  prior  transfers  of  the  deemed 
transferor  to  which  this  chapter  applied, 

"(C)  the  amount  of  the  adjusted  taxable  gifts  (within 
the  meaning  of  section  2001(b))  made  by  the  deemed  trans- 
feror before  this  transfer,  and 

"(D)  if  the  deemed  transferor  has  died  at  the  same  time 
as,  or  before,  this  transfer,  the  taxable  estate  of  the  deemed 
transferor,  over 

"(2)  a  tentative  tax  (similarly  computed)  on  the  sum  of  the 
amounts  determined  under  subparagraphs  (B),  (C),  and  (D) 
of  paragraph  (1). 
"  (b)  Multiple  Simultaneous  Transfers. — If  two  or  more  transfers 
which  are  taxable  under  section  2601  and  which  have  the  same  deemed  Supra. 
transferor  occur  by  reason  of  the  same  event,  the  tax  imposed  by  sec- 
tion 2601  on  each  such  transfer  shall  be  the  amount  which  bears 
the  same  ratio  to — 

"(1)  the  amount  of  the  tax  which  would  be  imposed  by  section 
2601  if  the  aggregate  of  such  transfers  were  a  single  transfer,  as 
"(2)  the  fair  market  value  of  the  property  transferred  in  such 
transfer  bears  to  the  aggregate  fair  market  value  of  all  property 
transferred  in  such  transfers. 
"(c)  Deductions,  Credits,  Etc. — 
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"(1)  General  rule. — Except  as  otherwise  provided  in  this  , 
subsection,  no  deduction,  exclusion,  exemption,  or  credit  shall  be 
allowed  against  the  tax  imposed  by  section  2601. 

"(2)  Charitable  deductions  allowed. — The  deduction  under  \ 
section  2055,  2106(a)  (2),  or  2522,  whichever  is  appropriate,  shall 
be  allowed  in  determining  the  tax  imposed  by  section  2601. 

"(3)  Unused  portion  of  unified  credit. — If  the  generation- 
skipping  transfer  occurs  at  the  same  time  as,  or  after,  the  death 
of  the  deemed  transferor,  then  the  portion  of  the  credit  under 
section  2010(a)  (relating  to  unified  credit)  which  exceeds  the  j 
sum  of — 

"  ( A)  the  tax  imposed  by  section  2001,  and  \ 
"(B)  the  taxes  theretofore  imposed  by  section  2601  with 
respect  to  this  deemed  transferor, 
shall  be  allowed  as  a  credit  against  the  tax  imposed  by  section 
2601.  The  amount  of  the  credit  allowed  by  the  preceding  sentence  , 
shall  not  exceed  the  amount  of  the  tax  imposed  by  section  2601. 

"(4)  Credit  for  tax  on  prior  transfers. — The  credit  under 
section  2013  (relating  to  credit  for  tax  on  prior  transfers)  shall 
be  allowed  against  the  tax  imposed  by  section  2601.  For  purposes  j 
of  the  preceding  sentence,  section  2013  shall  be  applied  as  if  so  i 
much  of  the  property  subject  to  tax  under  section  2601  as  is  not  t 
taken  into  account  for  purposes  of  determining  the  credit  allow- 
able by  section  2013  with  respect  to  the  estate  of  the  deemed  trans-  | 
feror  passed  from  the  transferor  (as  defined  in  section  2013)  to  j 
the  deemed  transferor. 

"(5)  Coordination  with  estate  tax. — 

"  ( A)  Adjustments  to  marital  deduction. — If  the  genera- 
tion-skipping transfer  occurs  at  the  same  time  as,  or  within 
9  months  after,  the  death  of  the  deemed  transferor,  for  pur-  1 
poses  of  section  2056  (relating  to  bequests,  etc.,  to  surviving  !| 
spouse) ,  the  value  of  the  gross  estate  of  the  deemed  transferor 
shall  be  deemed  to  be  increased  by  the  amount  of  such 
transfer. 

"(B)  Certain  expenses  attributable  to  generation-skip- 
ping TRANSFER. — If  the  gencration-skipping  transfer  occurs  | 
at  the  same  time  as,  or  after,  the  death  of  the  deemed  trans-  • 
feror,  for  purposes  of  this  section,  the  amount  taken  into 
account  with  respect  to  such  transfer  shall  be  reduced — 

"(i)  in  the  case  of  a  taxable  termination,  by  any  item 
referred  to  in  section  2053  or  2054  to  the  extent  that  a 
deduction  would  have  been  allowable  under  such  section 
for  such  item  if  the  amount  of  the  trust  had  been  includi- 
ble in  the  deemed  transferor's  gross  estate  and  if  the  f 
deemed  transferor  had  died  immediately  before  such 
transfer,  or  \ 

"(ii)  in  the  case  of  a  taxable  distribution,  by  any 
expense  incurred  in  connection  with  the  determination,  * 
collection,  or  refund  of  the  tax  imposed  by  section  2601  ^ 
on  such  transfer.  ' 
"(C)  Credit  for  state  inheritance  tax. — If  the  genera-  f 
tion-skipping  transfer  occurs  at  the  same  time  as,  or  after, 
the  death  of  the  deemed  transferor,  there  shall  be  allowed 
as  a  credit  against  the  tax  imposed  by  section  2601  an  amount 
equal  to  that  portion  of  the  estate,  inheritance,  legacy,  or 
succession  tax  actually  paid  to  any  State  or  the  District  of 
Columbia  in  respect  of  any  property  included  in  the  genera-  j 
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tion-skipping  transfer,  but  only  to  the  extent  of  the  lesser 
of— 

"(i)  that  portion  of  such  taxes  which  is  levied  on  such 
transfer,  or 

''(ii)  the  excess  of  the  limitation  applicable  under  sec- 
tion 2011  (b)  if  the  adjusted  taxable  estate  of  the  decedent 
had  been  increased  by  the  amount  of  the  transfer  and  all 
prior  (reneration-skipping  transfers  to  which  this  sub- 
paragraph applied  which  had  the  same  deemed  trans- 
feror, over  the  sum  of  the  amount  allowable  as  a  credit 
under  section  2011  with  respect  to  the  estate  of  the 
decedent  plus  the  aggregate  amounts  allowable  under  this 
subparagraph  with  respe<it  to  such  prior  generation- 
skip])ing  transfers, 
"(d)  Alternate  Valuatiox. — 

*•  ( 1 )  Ix  GEXER.\L. — In  the  case  of — 

•*(A)  1  or  more  generation-skipping  transfers  from  the 
same  trust  which  have  the  same  deemed  transferor  and  which 
are  taxable  terminations  occurring  at  the  same  time  as  the 
death  of  such  deemed  transferor ;  or 

"(B)  1  or  more  generation-skipping  transfers  from  the 
same  trust  with  different  deemed  transferors — 

"(i)  which  are  taxable  terminations  occurring  on  the 
same  day;  and 

"(ii)  which  would,  but  for  section  2613(b)  (2),  have 
occurred  at  the  same  time  as  the  death  of  the  individuals 
who  ai-e  the  deemed  transferors  with  respect  to  the 
transfei-s; 

the  trustee  may  elect  to  value  all  of  the  property  transferred  in 
such  transfers  in  accordance  with  section  2032. 

"(2)  Special  rules. — If  the  trustee  makes  an  election  under 
paragraph  (1)  with  respect,  to  any  generation-skipping  trans- 
fer, section  2032  shall  be  applied  by  taking  into  account  (in  lieu 
of  the  date  of  the  decedent's  death)  the  following  date: 

"(A)  in  the  case  of  any  generation-skipping  transfer 
described  in  paragraph  (1)  (A),  the  date  of  the  death  of  the 
deemed  transferor  described  in  such  paragraph,  or 

"(B)  in  the  case  of  any  generation-skipping  transfer 
described  in  paragraph  (1)  (B) ,  the  date  on  which  such  trans- 
fer occurred. 

"(e)  Tr.\xsfers  Withix  3  Years  of  Death  of  Deemed  Trax^s- 
Fj-.iioR. — Lender  regulations  prescribed  by  the  Secretary,  the  principles 
'  of  section  2035  shall  apply  with  respect  to  transfers  made  during  the 
3-year  period  ending  on  the  date  of  the  deemed  transferor's  death.  In 
the  case  of  any  transfer  to  which  this  subsection  applies,  the  amount 
of  the  tax  imposed  by  this  chapter  shall  be  determined  as  if  the  trans- 
fer occurred  after  the  death  of  the  deemed  transferor  and  appropriate 
adjustments  shall  be  made  with  respect  to  the  amount  of  any  prior 
transfer  which  is  taken  into  account  under  subparagraph  (B)  or  (C) 
of  subsection  (a)  (1). 

"SEC.  2603.  LIABILITY  FOR  TAX.  26  USC  2603. 

"  ( a )  Persoxal  Liability. — 

"(1)  Ix  GEXERAL. — If  the  tax  imposed  by  section  2601  is  not  Ante,  p.  1879. 
paid,  when  due  then — 

"(A)  except  to  the  extent  provided  in  paragraph  (2),  the 
trustee  shall  be  personally  liable  for  any  portion  of  such  tax 
which  is  attributable  to  a  taxable  termination,  and 
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"(B)  the  distributee  of  the  property  shall  be  personally 
liable  for  such  tax  to  the  extent  provided  in  paragraph  (3). 
"(2)  Limitation  or  personal  liability  of  trustee  who  relies 
ON  certain  information  furnished  by  the  secretary. — 

"(A)  Information  with  respect  to  rates. — The  trustee 
shall  not  be  personally  liable  for  any  increase  in  the  tax 
Ante,  p.  360.  imposed  by  section  2601  which  is  attributable  to  the  applica- 

tion to  the  transfer  of  rates  of  tax  which  exceeds  the  rates  of 
tax  furnished  by  the  Secretary  to  the  trustee  as  being  the  rates 
at  which  the  transfer  may  reasonably  be  expected  to  be  taxed. 

"(B)  Amount  of  remaining  exclusion. — The  trustee  shall 
not  be  personally  liable  for  any  increase  in  the  tax  imposed  by 
section  2601  which  is  attributable  to  the  fact  that — 

"(i)  the  amount  furnished  by  the  Secretary  to  the 
trustee  as  being  the  amount  of  the  exclusion  for  a  trans- 
fer to  a  grandchild  of  the  grantor  of  the  trust  which  may 
reasonably  be  expected  to  remain  with  respect  to  the 
deemed  transferor,  is  less  than 

"(ii)  the  amount  of  such  exclusion  remaining  with 
respect  to  such  deemed  transferor. 
"(3)  Limitation  on  personal  liability  of  distributee. — The 
distributee  of  the  property  shall  be  personally  liable  for  the  tax 
imposed  by  section  2601  only  to  the  extent  of  an  amount  equal  to 
the  fair  market  value  (determined  as  of  the  time  of  the  distribu- 
tion) of  the  property  received  by  the  distributee  in  the 
distribution. 

"(b)  Lien. — The  tax  imposed  by  section  2601  on  any  transfer  shall 
be  a  lien  on  the  property  transferred  until  the  tax  is  paid  in  full  or 
becomes  unenforceable  by  reason  of  lapse  of  time. 

"Subchapter  B — Definitions  and  Special  Rules 

"Sec.  2611.  Generation-skipping  transfer. 
"Sec.  2612.  Deemed  transferor. 
"Sec.  2613.  Other  definitions. 
"Sec.  2614.  Special  rules. 

26  use  2611.       "SEC.  2611.  GENERATION-SKIPPING  TRANSFER. 

"(a)  Generation-Skipping  Transfer  Defined.— For  purposes  of 
this  chapter,  the  terms  'generation-skipping  transfer'  and  'transfer' 
mean  any  taxable  distribution  or  taxable  termination  with  respect  to  a 
generation-skipping  trust  or  trust  equivalent. 

"(b)  Generation-Skipping  Trust. — For  purposes  of  this  chapter, 
the  term  'generation-skipping  trust'  means  any  trust  having  younger 
Post,  p.  1884.       generation  beneficiaries  (within  the  meaning  of  section  2613(c)  (1)) 
who  are  assigned  to  more  than  one  generation. 

"(c)  Ascertainment  of  Generation. — For  purposes  of  this  chapter, 
the  generation  to  which  any  person  (other  than  the  grantor)  belongs 
shall  be  determined  in  accordance  with  the  following  rules : 

"(1)  an  individual  who  is  a  lineal  descendent  of  a  grandparent 
of  the  grantor  shall  be  assigned  to  that  generation  which  results 
from  comparing  the  number  of  generations  between  the  grandpar- 
ent and  such  individual  with  the  number  of  generations  between 
the  grandparent  and  the  grantor, 

"(2)  an  individual  who  has  been  at  any  time  married  to  a  per- 
son described  in  paragraph  (1)  shall  be  assigned  to  the  generation 
of  the  person  so  described  and  an  individual  who  has  been  at  any 
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time  married  to  the  grantor  shall  be  assigned  to  the  grantor's 
generation, 

a  relationship  by  the  half  blood  shall  be  treated  as  a  rela- 
tionship by  the  whole  blood, 

"(4:)  a  relationship  by  legal  adoption  shall  be  treated  as  a  rela- 
tionship by  blood, 

"  ( 5 )  an  individual  who  is  not  assigned  to  a  generation  by  rea- 
son of  the  foregoing  paragraphs  shall  be  assigned  to  a  generation 
on  the  basis  of  the  date  of  such  individual's  birth,  with — 

"(A)  an  individual  born  not  more  than  121/4  yeai^  after 
the  date  of  the  birth  of  the  grantor  assigned  to  the  grantor's 
generation. 

"(B)  an  individual  born  more  than  121/^  years  but  not 
more  than  ?>7V2  years  after  the  date  of  the  birth  of  the  grantor 
assigned  to  the  first  generation  younger  than  the  grantor,  and 
''(C)  similar  rules  for  a  new  generation  every  25  years, 

"(6)  an  individual  who,  but  for  this  paragraph,  would  be 
assigned  to  more  than  one  generation  shall  be  assigned  to  the 
youngest  such  generation,  and 

"(7)  if  any  beneficiary  of  the  trust  is  an  estate  or  a  trust,  part- 
nership, corporation,  or  other  entity  (other  than  an  organization 
described  in  section  511(a)  (2)  and  other  than  a  charitable  trust 
described  in  section  511(b)(2)),  each  individual  having  an 
indirect  interest  or  power  in  the  trust  through  such  entity  shall  be 
treated  as  a  beneficiary  of  the  trust  and  shall  be  assigned  to  a  gen- 
eration under  the  foregoing  provisions  of  this  subsection. 
"(d)  Genekation-Skippixg  Trust  Equivalent. — 

"(1)  In  general. — For  purposes  of  this  chapter,  the  term 
'generation-skipping  trust  equivalent'  means  any  arrangement 
which,  altliougli  not  a  trust,  has  substantially  the  same  effect  as  a 
generation-skipping  trust. 

"(2)  Examples  of  arrangements  to  which  subsection 
RELATES. — Arrangements  to  be  taken  into  account  for  purposes  of 
determining  whether  or  not  paragraph  (1)  applies  include  (but 
are  not  limited  to)  arrangements  involving  life  estates  and 
remainders,  estates  for  years,  insurance  and  annuities,  and  split 
interests. 

"(3)  IvEFERENCES  TO  TRUST  INCLUDE  REFERENCES  TO  TRUST  EQUIV- 
ALENTS.— Any  reference  in  this  chapter  in  respect  of  a  generation- 
skipping  trust  shall  include  the  appropriate  reference  in  respect 
of  a  generation-skipping  trust  equivalent. 
"SEC.  2612.  DEExMED  TRANSFEROR.  26  USC  2612. 

"(a)  General  Rule. — For  purposes  of  this  chapter,  the  deemed 
transferor  with  respect  to  a  transfer  is — 

"(1)  except  as  provided  in  paragraph  (2),  the  parent  of  the 
transferee  of  the  property  who  is  more  closely  related  to  the 
grantor  of  the  trust  than  the  other  parent  of  such  transferee  (or 
if  neitlier  parent  is  related  to  such  grantor,  the  parent  having  a 
closer  affinity  to  the  grantor) ,  or 

"(2)  if  the  parent  described  in  paragraph  (1)  is  not  a  j^ounger 
generation  beneficiary  of  the  trust  but  1  or  more  ancestors  of  the 
transferee  is  a  younger  generation  beneficiary  related  by  blood  or 
adoption  to  the  grantor  of  the  trust,  the  youngest  of  such  ancestors. 
"(b)  Determination  of  KELA  noNSiiip. — For  purposes  of  subsection 
(a) ,  a  parent  related  to  the  grantor  of  the  trust  by  blood  or  adoption  is 
more  closely  related  than  a  parent  related  to  such  grantor  by 
marriage. 
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26  use  2613.       "SEC.  2613.  OTHER  DEFINITIONS. 

"(a)  Taxable  Distribution. — For  purposes  of  this  chapter — 

"(1)  In  general. — The  term  'taxable  distribution'  means  any 
distribution  which  is  not  out  of  the  income  of  the  trust  (within 
the  meaning  of  section  643(b) )  from  a  generation-skipping  trust 
to  any  younger  generation  beneficiary  who  is  assigned  to  a  genera- 
tion younger  than  the  generation  assignment  of  any  other  person 
who  is  a  younger  generation  beneficiary.  For  purposes  of  the  pre- 
ceding sentence,  an  individual  who  at  no  time  has  had  anything 
other  than  a  future  interest  or  future  power  (or  both)  in  the  trust 
shall  not  be  considered  as  a  younger  generation  beneficiary. 

"(2)  Source  of  distribution. — If,  during  the  taxable  year  of 
the  trust,  there  are  distributions  out  of  the  income  of  the  trust 
(within  the  meaning  of  section  643(b) )  and  out  of  other  amounts, 
for  purposes  of  paragraph  (1)  the  distributions  of  such  income 
shall  be  deemed  to  have  been  made  to  the  beneficiaries  (to  the 
extent  of  the  aggregate  distributions  made  to  each  such  benefici- 
ary during  such  year)  in  descending  order  of  generations,  begin- 
ning with  the  beneficiaries  assigned  to  the  oldest  generation. 

"(3)  Payment  of  tax. — If  any  portion  of  the  tax  imposed  by 
this  chapter  with  respect  to  any  transfer  is  paid  out  of  the  income 
or  corpus  of  the  trust,  an  amount  equal  to  the  portion  so  paid 
shall  be  deemed  to  be  a  generation-skipping  transfer. 

"(4)  Certain  distributions  excluded  from  tax. — The  term 
'taxable  distribution'  does  not  include — 

"  ( A)  any  transfer  to  the  extent  such  transfer  is  to  a  grand- 
child of  the  grantor  of  the  trust  and  does  not  exceed  the 
limitation  provided  by  subsection  (b)(6),  and 

"(B)  any  transfer  to  the  extent  such  transfer  is  subject  to 
tax  imposed  by  chapter  11  or  12. 
"(b)  Taxable  Termination. — For  purposes  of  this  chapter — 

"(1)  In  general. — The  term  'taxable  termination'  means  the 
termination  (by  death,  lapse  of  time,  exercise  or  nonexercise,  or 
otherwise)  of  the  interest  or  power  in  a  generation-skipping  trust 
of  any  younger  generation  beneficiary  who  is  assigned  to  any 
generation  older  than  the  generation  assignment  of  any  other 
person  who  is  a  younger  generation  beneficiary  of  that  trust.  Such 
term  does  not  include  a  termination  of  the  interest  or  power  of 
any  person  who  at  no  time  has  had  anything  other  than  a  future 
interest  or  future  power  (or  both)  in  the  trust. 
"(2)  Time  certain  terminations  deemed  to  occur. — 

"(A)  Where  2  or  more  beneficiaries  are  assigned  to 
same  generation. — In  any  case  where  2  or  more  younger 
generation  beneficiaries  of  a  trust  are  assigned  to  the  same 
generation,  except  to  the  extent  provided  in  reflations  pre- 
scribed by  the  Secretary,  the  transfer  constituting  the  termi- 
nation With  respect  to  each  such  beneficiary  shall  be  treated 
as  occurring  at  the  time  when  the  last  such  termination  occurs. 

"(B)  Same  beneficiary  has  more  than  1  interest  or 
power. — In  any  case  where  a  younger  generation  beneficiary 
of  a  trust  has  both  an  interest  and  a  power,  or  more  than  1 
interest  or  power,  in  the  trust,  except  to  the  extent  provided 
in  regulations  prescribed  by  the  Secretary,  the  termination 
with  respect  to  each  such  interest  or  power  shall  be  treated  as 
occurring  at  the  time  when  the  last  such  termination  occurs. 
"(C)  Unusual  order  of  termination. — 
"(i)  In  general. — If — 
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"(I)  but  for  this  subparagraph,  there  would  have 
been  a  termination  (determined  after  the  applica- 
tion of  subparagraphs  (A)  and  (B))  of  an  interest 
or  power  of  a  younger  generation  beneficiary  (here- 
inafter in  this  subparagraph  referred  to  as  the 
'younger  beneficiary'),  and 

''(II)  at  the  time  such  termination  would  have 
occurred,  a  beneficiary  (hereinafter  in  this  subpara- 
graph referred  to  as  the  'older  beneficiary')  of  the 
trust  assigned  to  a  higher  generation  than  the  gener- 
ation of  the  younger  beneficiary  has  a  present  inter- 
est or  power  in  the  trust, 
then,  except  to  the  extent  provided  in  regulations  pre- 
scribed by  the  Secretary,  the  transfer  constituting  the 
termination  with  respect  to  the  younger  beneficiary  shall 
be  treated  as  occurring  at  the  time  when  the  termination 
of  the  last  present  interest  or  power  of  the  older  bene- 
ficiary occurs. 

"(ii)  Special  rules. — If   clause    (i)    applies  with 
respect  to  any  younger  beneficiary — 

"  (I)  this  chapter  shall  be  applied  first  to  the  termi- 
nation of  the  interest  or  power  of  the  older  bene- 
ficiary as  if  such  termination  o<:*curred  before  the 
termination  of  the  power  or  interest  of  the  younger 
beneficiary;  and 

"(II)  the  value  of  the  property  taken  into  account 
for  purposes  of  determining  the  tax   (if  any) 
imposed  by  this  chapter  with  respect  to  the  termi- 
nation of  the  interest  or  power  of  the  younger  bene- 
ficiary shall  be  reduced  by  the  tax  (if  any)  imposed 
by  this  chapter  with  respect  to  the  termination  of 
the  interest  or  power  of  the  older  beneficiary. 
"(D)  Special  rule. — Subparagraphs  (A)  and  (C)  shall 
also  apply  where  a  person  assigned  to  the  same  generation  as, 
or  a  higher  generation  than,  the  person  wliose  power  or  inter- 
est terminates  has  a  ])resent  power  or  interest  immediately 
after  the  termination  and  such  power  or  interest  arises  as  a 
result  of  such  termination. 
"(3)  Deemed  transferees  of  certain  terminations. — Where, 
at  the  time  of  any  termination,  it  is  not  clear  who  will  be  the 
transferee  of  any  portion  of  the  property  transferred,  except  to 
the  extent  provided  in  regulations  prescribed  by  the  Secretary, 
such  portion  shall  be  deemed  transferred  pro  rata  to  all  benefi- 
ciaries of  the  trust  in  accordance  with  the  amount  which  each  of 
them  would  receive  under  a  maximum  exercise  of  discretion  on 
their  behalf.  For  purposes  of  the  preceding  sentence,  where  it  is 
not  clear  whether  discretion  will  l>e  exercised  per  stirpes  or  per 
capita,  it  shall  be  presumed  that  the  discretion  will  be  exercised 
per  stirpes. 

"  (4)  Termination  of  power. — In  the  case  of  the  termination  of 
any  power,  the  property  transferred  shall  be  deemed  to  be  the 
property  subject  to  the  power  immediately  before  the  termination 
(determined  without  the  application  of  paragraph  (2)). 

"(5)  Certain  terminations  excluded  from  tax. — The  term 
'taxable  termination'  does  not  include — 

"  ( A)  any  transfer  to  the  extent  such  transfer  is  to  a  grand- 
child of  the  grantor  of  the  trust  and  does  not  exceed  the 
limitation  provided  by  paragraph  (6),  and 
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"(B)  any  transfer  to  the  extent  such  transfer  is  subject 
26  use  2001  ^        imposed  by  chapter  11  or  12. 

2501.  '  "(6)  $250,000  LIMIT  ON  EXCLUSION  OF  TRANSFERS  TO  GRANDCHIL- 

DREN.— In  the  case  of  any  deemed  transferor,  the  maximum 
amount  exchided  from  the  terms  'taxable  distribution'  and  'tax- 
able termination'  by  reason  of  provisions  exempting  from  such 
terms  transfers  to  the  grandchildren  of  the  grantor  of  the  trust 
shall  be  $250,000.  The  preceding  sentence  shall  be  applied  to 
transfers  from  one  or  more  trusts  in  the  order  in  which  such 
transfers  are  made  or  deemed  made. 

"(7)  Coordination  WITH  SUBSECTION  (a). — 

"(A)    Terminations  take  precedence  over  distribu- 
tions.— If — 

"  (i)  the  death  of  an  individual  or  any  other  occurrence 
is  a  taxable  termination  with  respect  to  any  property, 
and 

"(ii)  such  occurrence  also  requires  the  distribution  of 
part  or  all  of  such  property  in  a  distribution  which  would 
(but  for  this  subparagraph)  be  a  taxable  distribution, 
then  a  taxable  distribution  shall  be  deemed  not  to  have 
occurred  with  respect  to  the  portion  described  in  clause  (i). 
"(B)  Certain  prior  transfers. — To  the  extent  that — 

"(i)  the  deemed  transferor  in  any  prior  transfer  of 
the  property  of  the  trust  being  transferred  in  this  trans- 
fer was  assigned  to  the  same  generation  as  (or  a  lower 
generation  than)  the  generation  assignment  of  the 
deemed  transferor  in  this  transfer, 

"(ii)  the  transferee  in  such  prior  transfer  was 
assigned  to  the  same  generation  as  (or  a  higher  generation 
than)  the  generation  assignment  of  the  transferee  in  this 
transfer,  and 

"(iii)  such  transfers  do  not  have  the  effect  of  avoiding 
tax  under  this  chapter  with  respect  to  any  transfer, 
the  terms  'taxable  termination'  and  'taxable  distribution'  do 
not  include  this  later  transfer. 
"(c)  Younger  Generation  Beneficiary;  Beneficiary. — For  pur- 
poses of  this  chapter — 

"(1)  Younger  generation  beneficiary. — The  term  'younger 
generation  beneficiary'  means  any  beneficiary  who  is  assigned  to  a 
generation  younger  than  the  grantor's  generation. 

"(2)  Time  for  ascertaining  younger  generation  benefi- 
ciaries.— A  person  is  a  younger  generation  beneficiary  of  a  trust 
w^ith  respect  to  any  transfer  only  if  such  person  was  a  younger 
generation  beneficiary  of  the  trust  immediately  before  the  trans- 
fer (or,  in  the  case  of  a  series  of  related  transfers,  only  if  such 
person  was  a  younger  generation  beneficiary  of  the  trust  imme- 
diately before  the  first  of  such  transfers) . 

"(3)  Beneficiary. — The  term  'beneficiary'  means  any  person 
who  has  a  present  or  future  interest  or  power  in  the  trust. 
"(d)  Interest  or  Power. — For  purposes  of  this  chapter — 

"(1)  Interest. — A  person  has  an  interest  in  a  trust  if  such 
person — 

"(A)  has  a  right  to  receive  income  or  corpus  from  the 
trust,  or 

"(B)  is  a  permissible  recipient  of  such  income  or  corpus. 
"(2)  Power.— The  term  'power'  means  any  power  to  establish 
or  alter  beneficial  enjoyment  of  the  corpus  or  income  of  the  trust. 
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"(e)  Li3iiTED  Pow'ER  To  AppoixT  Amoxg  Lixeal  Descexdaxts  of 
Graxtor  Xot  Takex  Ixto  Accouxt  ix  Certaix  Cases. — For  purposes 
of  tliis  chapter,  if  any  individual  does  nop  have  any  present  or  future 
power  in  the  trust  other  than  a  power  to  dispose  of  the  corpus  of  the 
trust  or  the  income  therefrom  to  a  beneficiary  or  a  class  of  beneficiaries 
who  are  lineal  descendants  of  the  grantor  assigned  to  a  generation 
younger  than  the  generation  assignment  of  such  individual,  then  such 
individual  shall  be  treated  as  not  having  any  power  in  the  trust. 

"(f)  Effect  of  Aj)Oftiox. — For  purposes  of  this  chapter,  a  relation- 
ship by  legal  adoption  shall  be  treated  as  a  relationship  by  blood. 
"SEC.  2614.  SPECIAL  RULES.  26  USC  2614. 

"(a)  Basis  Adjustmext. — If  property  is  transferred  to  any  person 
pursuant  to  a  generation-skipping  transfer  which  occurs  before  the 
death  of  the  deemed  transferor,  the  basis  of  such  property  in  the 
hands  of  the  transferee  shall  be  increased  (but  not  above  the  fair 
market  value  of  such  property)  by  an  amount  equal  to  that  portion  of 
the  tax  imposed  by  section  2601  with  respect  to  the  transfer  which  is 
attributable  to  the  excess  of  the  fair  market  value  of  such  property 
over  its  adjusted  basis  immediately  before  the  transfer.  If  property 
is  transferred  in  a  generation-skipping  transfer  subject  to  tax  under 
this  chapter  which  occurs  at  the  same  time  as,  or  after,  the  death  of 
the  deemed  transferor,  the  basis  of  such  property  shall  be  adjusted  in 
a  manner  similar  to  the  manner  provided  by  section  1023  without  Ante,  p.  1872. 
regard  to  subsection  (d)  thereof  (relating  to  basis  of  property  passing 
from  a  decedent  dying  after  December  31,  1976). 

"(b)  NoxREsmEXTS  XoT  Citizexs  of  the  Uxfted  States. — If  the 
deemed  transferor  of  any  transfer  is,  at  the  time  of  the  transfer,  a 
nonresident  not  a  citizen  of  the  United  States  and — 

"(1)  if  the  deemed  transferor  is  alive  at  the  time  of  the  trans- 
fer, there  shall  be  taken  into  account  only  property  which  would 
be  taken  into  account  for  purposes  of  chapter  12,  or  26  USC  2501. 

"(2)  if  the  deemed  transferor  has  died  at  the  same  time  as,  or 
before,  the  transfer,  there  shall  be  taken  into  account  only  prop- 
erty which  would  be  taken  into  account  for  purposes  of  chapter  11.   26  USC  2001. 
"(c)  Disclaimers. — 

"For  provisions  relating  to  the  efifect  of  a  qualified  disclaimer  for  pur- 
poses of  this  chapter,  see  section  2518. 

"Subchapter  C — Administration 

-Sec.  2621.  Administration. 
-Sec.  2622.  Regulations. 

"SEC.  2621.  ADMINISTRATION.  26  USC  2621. 

"(a)  General  Rule. — Insofar  as  applicable  and  not  inconsistent 
with  the  provisions  of  this  chapter — 

"(1)  if  the  deemed  transferor  is  not  alive  at  the  time  of  the 
transfer,  all  provisions  of  subtitle  F  (including  penalties)  appli- 
cable to  chapter  11  or  section  2001  are  hereby  made  applicable  in  Ante,  p.  1846. 
respect  of  this  cha^^ter  or  section  2601,  as  the  case  may  be,  and 
"(2)  if  the  deemed  transferor  is  alive  at  the  time  of  the  trans- 
fer, all  provisions  of  subtitle  F  (including  penalties)  applicable   26  USC  6001. 
to  chapter  12  or  section  2501  are  hereby  made  applicable  in  respect 
of  this  chapter  or  section  2601,  as  the  case  may  be. 
"(b)  Sections  6166  and  6166A  Not  Applicable. — For  purposes  of 
this  chapter,  sections  6166  and  6166A  (relating  to  extensions  of  time   ^^t^,  p.  1862. 


90  STAT.  1888 


PUBLIC  LAW  94-455— OCT.  4,  1976 


for  payment  of  estate  tax  where  estate  consists  largely  of  interest  in 
closely  held  business)  shall  not  apply. 
"(c)  Return  Requirements. — 
Regulations.  "  ( 1 )  In  General. — ^The  Secretary  shall  prescribe  by  regulations 

the  person  who  is  required  to  make  the  return  with  respect  to 
the  tax  imposed  by  this  chapter  and  the  time  by  which  any  such 
return  must  be  filed.  To  the  extent  practicable,  such  regulations 
shall  provide  that — 

"(A)  the  person  who  is  required  to  make  such  return 
shall  be — 

"(i)  in  the  case  of  a  taxable  distribution,  the  dis- 
tributee, or 

"(ii)  in  the  case  of  a  taxable  termination,  the  trustee; 
and 

"(B)  the  return  shall  be  filed— 

"(i)  in  the  case  of  a  generation-skipping  transfer 
occurring  before  the  death  of  the  deemed  transferor,  on 
or  before  the  90th  day  after  the  close  of  the  taxable 
year  of  the  trust  in  which  such  transfer  occurred,  or 

"(ii)  in  the  case  of  a  generation-skipping  transfer 
occurring  at  the  same  time  as,  or  after,  the  death  of 
the  deemed  transferor,  on  or  before  the  90th  day  after  the 
last  day  prescribed  by  law  (including  extensions)  for 
filing  the  return  of  tax  under  chapter  11  with  respect 
to  the  estate  of  the  deemed  transferor  (or  if  later,  the 
day  which  is  9  months  after  the  day  on  which  such 
generation-skipping  transfer  occurred). 
Regulations.  "  (2)  INFORMATION  RETURNS. — The  Secretary  may  by  regulations 

require  the  trustee  to  furnish  the  Secretary  with  such  informa- 
tion as  he  determines  to  be  necessary  for  purposes  of  this 
chapter. 

26  use  2622.        "SEC.  2622.  REGULATIONS. 

"The  Secretary  shall  prescribe  such  regulations  as  may  be  necessary 
or  appropriate  to  carry  out  the  purposes  of  this  chapter,  including 
regulations  providing  the  extent  to  which  substantially  separate  and 
independent  shares  of  different  beneficiaries  in  the  trust  shall  be 
treated  as  separate  trusts." 

(b)  Technical,  Clerical,  and  Conforming  Changes. — 

(1)  Clerical  change. — The  table  of  chapters  for  subtitle  B  is 
amended  by  adding  at  the  end  thereof  the  following  new  item: 

"Chapter  13.  Tax  on  certain  generation-skipping  transfers."' 

26  use  2013.  (2)  Credit  for  tax  on  prior  transfers. — Section  2013  (relating 

to  credit  for  tax  on  prior  transfers)  is  amended  by  adding  at  the 
end  thereof  the  following  new  subsection : 
''(g)  Treatment  of  Tax  Imposed  on  Certain  Generation- Skipping 
Transfers. — If  any  property  was  transferred  to  the  decedent  in  a 
transfer  which  is  taxable  under  section  2601  (relating  to  tax  imposed 
on  generation-skipping  transfers)  and  if  the  deemed  transferor  (as 
defined  in  section  2612)  is  not  alive  at  the  time  of  such  transfer,  for 
purposes  of  this  section — 

"(1)  such  property  shall  be  deemed  to  have  passed  to  the  de- 
cedent from  the  deemed  transferor; 

"(2)  the  tax  payable  under  section  2601  on  such  transfer  shall 
be  treated  as  a  Federal  estate  tax  payable  with  respect  to  the  es- 
tate of  the  deemed  transferor:  and 
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"(3)  the  amount  of  the  taxable  estate  of  the  deemed  transferor 
shall  be  increased  by  the  value  of  such  property  as  determined 
for  purposes  of  the  tax  imposed  by  section  2601  on  the  transfer." 

(3)  Ixco:me  IX  respect  of  a  decedent. — Subsection  (c)  of  sec- 
tion 691  (relating  to  deduction  for  estate  tax)  is  amended  by   26  USC  691. 
adding  at  the  end  thereof  the  following  new  paragraph : 

"(3)  Special  rule  for  generation-skipping  transfers. — For 
purposes  of  this  section — 

"(A)  the  tax  imposed  by  section  2601  or  any  State  inherit- 
ance tax  described  in  section  2602(c)  (5)  (C)  on  any  genera- 
tion-skipping transfer  shall  be  treated  as  a  tax  imposed  by 
section  2001  on  the  estate  of  the  deemed  transferor  (as  defined   Ante,  p.  1846. 
in  section  2612  (a)  ; 

"(B)  any  property  transferred  in  such  a  transfer  shall  be 
treated  as  if  it  were  included  in  the  gross  estate  of  the  deemed 
transferor  at  the  value  of  such  property  taken  into  account 
for  purposes  of  the  tax  imposed  by  section  2601 ;  and 

"(C)  under  regulations  prescribed  by  the  secretary,  any 
item  of  gross  income  subject  to  the  tax  imposed  under  sec- 
tion 2601  shall  be  treated  as  income  described  in  subsec- 
tion (a)  if  such  item  is  not  properly  includible  in  the  gross 
income  of  the  trust  on  or  before  the  date  of  the  generation- 
skipping  transfer  (within  the  meaning  of  section  2611(a)) 
and  if  such  transfer  occurs  at  or  after  the  death  of  the  deemed 
tranferor  (as  so  defined)." 

(4)  Special  rules  for  generation-skipping  transfers. — 

Section  303  is  amended  by  adding  at  the  end  thereof  the  following  26  USC  303. 
new  subsection : 

"(d)  Special  Eules  for  Generation-Skipping  Transfers. — Under 
regulations  prescribed  by  the  Secretary,  where  stock  in  a  corporation 
is  subject  to  tax  under  section  2601  as  a  result  of  a  generation-skipping 
transfer  (within  the  meaning  of  section  2611(a) ),  which  occurs  at  or 
after  the  death  of  the  deemed  transferor  (within  the  meaning  of 
section  2612)  — 

"(1)  the  stock  shall  be  deemed  to  be  included  in  the  gross  estate 
of  the  deemed  transferor ; 

"(2)  taxes  of  the  kind  referred  to  in  subsection  (a)  (1)  which 
are  imposed  because  of  the  generation-skipping  transfer  shall  be 
treated  as  imposed  because  of  the  deemed  transferor's  death  (and 
for  this  purpose  the  tax  imposed  by  section  2601  shall  be  treated 
as  an  estate  tax)  ; 

"(3)  the  period  of  distribution  shall  be  measured  from  the  date 
of  the  generation-skipping  transfer;  and 

"(4)  the  relationship  of  stock  to  the  decedent's  estate  shall  be 
measured  with  reference  solely  to  the  amount  of  the  generation- 
skipping  transfer." 

(c)  Effective  Dates.—  26  USC  2601 

(1)  In  general. — Except  as  provided  in  paragraph  (2),  the  note, 
amendments  made  by  this  section  shall  apply  to  any  generation- 
skipping  transfer  (within  the  meaning  of  section  2611(a)  of  the 
Internal  Revenue  Code  of  1954)  made  after  April  30,  1976. 

(2)  Exceptions. — The  amxcndments  made  by  this  section  shall 
not  apply  to  any  generation-skipping  transfer — 

(A)  under  a  trust  which  was  irrevocable  on  April  30, 1976, 
but  only  to  the  extent  that  the  transfer  is  not  made  out  of 
corpus  added  to  the  trust  after  April  30,  1976,  or 
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(B)  in  the  case  of  a  decedent  dying  before  J anuary  1, 1982, 
pursuant  to  a  will  (or  revocable  trust)  which  was  in  existence 
on  April  30,  1976,  and  was  not  amended  at  any  time  after 
that  date  in  any  respect  which  will  result  in  the  creation  of,  or 
increasing  the  amount  of,  any  generation-skipping  transfer. 
For  purposes  of  subparagraph  (B),  if  the  decedent  on  April  30, 
1976,  was  under  a  mental  disability  to  change  the  disposition  of 
his  property,  the  period  set  forth  in  such  subparagraph  shall  not 
expire  before  the  date  which  is  2  years  after  the  date  on  which 
he  first  regains  his  competence  to  dispose  of  such  property. 

(3)  Trust  equivalents. — For  purposes  of  paragraph  (2),  in 
the  case  of  a  trust  equivalent  within  the  meaning  of  subsection  (d) 
of  section  2611  of  the  Internal  Revenue  Code  of  1954,  the  provi- 
sions of  such  subsection  (d)  shall  apply. 

SEC.  2007.  ORPHANS'  EXCLUSION. 

(a)  General  Rule. — Part  IV  of  subchapter  A  of  chapter  11  (relat- 
ing to  taxable  estate)  is  amended  by  adding  at  the  end  thereof  the 
following  new  section : 

26  use  2057.        "SEC.  2057.  BEQUESTS,  ETC.,  TO  CERTAIN  MINOR  CHILDREN. 

"(a)  Ajllowance  of  Deduction. — For  purposes  of  the  tax  imposed 
Ante,  p.  1846.       by  section  2001,  if— 

"(1)  the  decedent  does  not  have  a  surviving  spouse,  and 
"  (2)  the  decedent  is  survived  by  a  minor  child  who,  immediately 
after  the  death  of  the  decedent,  has  no  known  parent, 
then  the  value  of  the  taxable  estate  shall  be  determined  by  deducting 
from  the  value  of  the  gross  estate  an  amount  equal  to  the  value  of  any 
interest  in  property  which  passes  or  has  passed  from  the  decedent  to 
such  child,  but  only  to  the  extent  that  such  interest  is  included  in  deter- 
mining the  value  of  the  gross  estate. 

"  (b)  Limitation. — The  aggregate  amount  of  the  deductions  allowed 
under  this  section  (computed  without  regard  to  this  subsection) 
with  respect  to  interests  in  property  passing  to  any  minor  child  shall 
not  exceed  an  amount  equal  to  $5,000  multiplied  by  the  excess  of  21 
over  the  age  (in  years)  which  such  child  has  attained  on  the  date  of 
the  decedent's  death. 

"(c)  Limitation  in  the  Case  of  Life  Estate  or  Other  Terminable 
Interest. — A  deduction  shall  be  allowed  under  this  section  with 
respect  to  any  interest  in  property  passing  to  a  minor  child  only  to  the 
extent  that  a  deduction  would  have  been  allow^able  under  section 
2056(b)  if  such  interest  had  passed  to  a  surviving  spouse  of  the  dece- 
dent. For  purposes  of  this  subsection,  an  interest  shall  not  be  treated 
as  terminable  solely  because  the  property  will  pass  to  another  person 
if  the  child  dies  before  the  youngest  child  of  the  decedent  attains 
age  21. 

"(d)  Definitions. — For  purposes  of  this  section — 

"(1)  Minor  child. — The  term  'minor  child'  means  any  child 
of  the  decedent  who  has  not  attained  the  age  of  21  before  the 
date  of  the  decedent's  death. 

"(2)  Adopted  children. — A  relationship  by  legal  adoption 
shall  be  treated  as  replacing  a  relationship  by  blood. 

"(3)  Property  passing  from  the  decedent. — The  determina- 
tion of  whether  an  interest  in  property  passes  from  the  decedent 
Post,  p.  1894.  to  any  person  shall  be  made  in  accordance  with  section  2056(d)." 

(b)  Clerical  Amendment. — The  table  of  sections  for  part  IV  of 
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subchapter  A  of  chapter  11  is  amended  by  adding  at  the  end  thereof 
the  following  new  item : 

"Sec.  2057.  Bequests,  etc.,  to  certain  minor  children." 

(c)  Effectr'e  Date. — The  amendments  made  by  this  section  shall 
apply  to  the  estates  of  decedents  dying  after  December  31,  1976. 

SEC.  2008.  ADMINISTRATIVE  CHANGES. 

(a)   FuRXiSHixG  OF  Statement  Explaining  Estate  or  Gift 
Valuation. — 

(1)  In  general. — Chapter  77  (relating  to  miscellaneous  pro- 
visions) is  amended  by  adding  at  the  end  thereof  the  following 
new  section : 

"SEC.  7517.  FURNISHING  ON  REQUEST  OF  STATEMENT  EXPLAINING 
ESTATE  OR  GIFT  VALUATION. 

"(a)  General  Rule. — If  the  Secretary  makes  a  determination  or 
a  proposed  determination  of  the  value  of  an  item  of  property  for 
purposes  of  the  tax  imposed  under  chapter  11,  12,  or  13,  he  shall 
furnish,  on  the  written  request  of  the  executor,  donor,  or  the  person 
required  to  make  the  return  of  the  tax  imposed  by  chapter  13  (as  the 
case  may  be),  to  such  executor,  donor,  or  person  a  written  statement 
containing  the  material  required  by  subsection  (b).  Such  statement 
shall  be  furnished  not  later  than  45  days  after  the  later  of  the  date  of 
such  request  or  the  date  of  such  determination  or  proposed 
determination. 

"(b)  Contents  of  Statement. — A  statement  required  to  be  fur- 
nished under  subsection  (a)  with  respect  to  the  value  of  an  item  of 
property  shall — 

"(1)  explain  the  basis  on  which  the  valuation  was  determined 
or  proposed, 

"(2)  set  forth  any  computation  used  in  arriving  at  such  value, 
and 

"(3)  contain  a  copy  of  any  expert  appraisal  made  by  or  for 
the  Secretary. 

"(c)  Effect  of  Statement. — ^Except  to  the  extent  otherwise  pro- 
vided by  law,  the  value  determined  or  proposed  by  the  Secretary  with 
respect  to  which  a  statement  is  furnished  under  this  section,  and  the 
method  used  in  arriving  at  such  value,  shall  not  be  binding  on  the 
Secretary.'' 

(2)  Conforming  and  clerical  AMENDJvrENTS. —   

(A)  Section  2031  (defining  gross  estate)  is  amended  by   -26  USC  2031. 
adding  at  the  end  thereof  the  following  new  subsection : 

"(c)  Cross  Reference. — 

"For  executor's  right  to  be  furnished  on  request  a  statement  regard- 
ing any  valuation  made  by  the  Secretary  within  the  gross  estate,  see 
section  7517."  

(B)  Section  2512   (relating  to  valuation  of  gifts)   is   26  USC  2512. 
amended  by  adding  at  the  end  thereof  the  following  new 
subsection : 

"(c)  Cross  Reference. — 

*Tor  individual's  right  to  be  furnished  on  request  a  statement  regard- 
ing any  valuation  made  by  the  Secretary  of  a  gift  by  that  individual, 
see  section  7517." 

(C)  The  table  of  sections  for  chapter  77  is  amended  by 
adding  at  the  end  thereof  the  following : 

"Sec.  7517.  Furnishing  on  request  of  statement  explaining  estate  or 
gift  valuation." 
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(b)  Special  Rule  for  Filing  Returns  Where  Gifts  in  Calendar 
26  use  6075.      Quarter  Total  $25,000  or  Less.— Subsection  (b)  of  section  6075 

relating  to  gift  tax  returns)  is  amended  to  read  as  follows: 
"(b)  Gift  Tax  Retltins. — 

"(1)  General  rule. — Except  as  provided  in  paragraph  (2), 
returns  made  under  section  6019  (relating  to  gift  taxes)  shall  be 
filed  on  or  before  the  15th  day  of  the  second  month  following  the 
close  of  the  calendar  quarter, 

"(2)  Special  rule  where  gifts  in  a  calendar  quarter  total 
$25,000  OR  LESS. — If  the  total  amount  of  taxable  gifts  made  by  a 
person  during  a  calendar  quarter  is  $25,000  or  less,  the  return 
under  section  6019  for  such  quarter  shall  be  hied  on  or  before  the 
15th  day  of  the  second  month  after — 

"(A)  the  close  of  the  first  subsequent  calendar  quarter  in 
the  calendar  year  in  which  the  sum  of — 

"(i)  the  taxable  gifts  made  during  such  subsequent 
quarter,  plus 

"(ii)  all  other  taxable  gifts  made  during  the  calendar 
year  and  for  which  a  return  has  not  yet  been  required  to 
be  filed  under  this  subsection, 
exceeds  $25,000,  or 

"(B)  if  a  return  is  not  required  to  be  filed  under  sub- 
paragraph ( A ) ,  the  close  of  the  fourth  calendar  quarter  of 
the  calendar  year. 
"(3)  Nonresidents  not  citizens  of  the  united  states. — In  the 
case  of  a  nonresident  not  a  citizen  of  the  United  States,  paragraph 
(2)  shall  be  applied  by  substituting  '$12,500'  for  '$25,000'  each 
place  it  appears." 

(c)  Pltblic  Index  of  Filed  Tax  Liens. — 

(1)  Initial  filing  of  notice. — 

26  use  6323.  (A)  Section  6323(f)  (relating  to  filing  of  notice  of  lien) 

is  amended  by  adding  at  the  end  thereof  the  following  new 
paragraph : 

"(4)  Index. — The  notice  of  lien  referred  to  in  subsection  (a) 
shall  not  be  treated  as  meeting  the  filing  requirements  under  para- 
graph (1)  unless  the  fact  of  filing  is  entered  and  recorded  in  a 
public  index  at  the  district  office  of  the  Internal  Revenue  Service 
for  the  district  in  which  the  property  subject  to  the  lien  is 
situated." 

(B)  Paragraph  (2)  of  section  6323(f)  is  amended  by  strik- 
ing out  "paragraph  (1)"  and  inserting  in  lieu  thereof  "para- 
graphs (1)  and  (4)". 

(2)  Refiling  of  notice. — Section  6323(g)  (2)  (A)  (relating  to 
refiling  of  notice  of  lien)  is  amended  to  read  as  follows: 

"(A)  if  such  notice  of  lien  is  refiled  in  the  office  in  which 
the  prior  notice  of  lien  was  filed  and  the  fact  of  refiling  is 
entered  and  recorded  in  an  index  in  accordance  with  subsec- 
tion (f)(4);  and  ". 

(d)  Effective  Dates. — 

26  use  7517  (1)  The  amendments  made  by  subsection  (a) — 

note.  (A)  insofar  as  they  relate  to  the  tax  imposed  under  chapter 

26  use  2001.  11  of  the  Internal  Revenue  Code  of  1954,  shall  apply  to  the 

estates  of  decedents  dying  after  December  31,  1976,  and 
(B)  insofar  as  they  relate  to  the  tax  imposed  under  chap- 
26  use  2501.  ter  12  of  such  Code,  shall  apply  to  gifts  made  after  Decem- 

ber 31,  1976. 
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(2)  The  amendment  made  by  subsection  (b)  shall  apply  to  gifts 
made  after  December  31,  1976. 

(3)  The  amendment  made  by  subsection  (c)  shall  take  effect — 
(A)  in  the  case  of  liens  filed  before  the  date  of  the  enact- 
ment of  this  Act,  on  the  270th  day  after  such  date  of  enact- 
ment, or 


(B)  in 
enactment  of 
of  enactment. 


the  case  of  liens  filed  on 


the  date  of 


this  Act,  on  the  120tu  day  after  such  date 


SEC.  2009.  MISCELLANEOUS  PROVISIONS. 

(a)  Inclusion  of  Stock  in  Decedent's  Estate  Where  Decedent 
Retained  Voting  Eights. — Subsection  (a)  of  section  2036  (relating  to 
transfer  with  retained  life  estate)  is  amended  by  adding  at  the  end 
thereof  the  following  new  sentence : 

"For  purposes  of  paragraph  (1),  the  retention  of  voting  rights  in 
retained  stock  shall  be  considered  to  be  a  retention  of  the  enjoyment 
of  such  stock." 

(b)  Disclaimers. — 

(1)  Amendment  of  gift  tax  provisions. — Subchapter  B  of 
chapter  12  (relating  to  transfers  for  purposes  of  the  gift  tax)  is 
amended  by  adding  at  the  end  thereof  the  following  new  section : 

«SEC.  2518.  DISCLAIMERS. 

"(a)  General  Rule. — For  purposes  of  this  subtitle,  if  a  person 
makes  a  qualified  disclaimer  with  respect  to  any  interest  in  property, 
this  subtitle  shall  apply  with  respect  to  such  interest  as  if  the  interest 
had  never  been  transferred  to  such  person. 

"(b)  Qualified  Disclaimer  Defined. — For  purposes  of  subsection 
(a),  the  term  'qualified  disclaimer'  means  an  irrevocable  and  unquali- 
fied refusal  by  a  person  to  accept  an  interest  in  property  but  only  if — 
"(1)  such  refusal  is  in  writing, 

"(2)  such  writing  is  received  by  the  transferor  of  the  interest, 
his  legal  representative,  or  the  holder  of  the  legal  title  to  the 
property  to  which  the  interest  relates  not  later  than  the  date 
which  is  9  months  after  the  later  of — 

"  ( A)  the  day  on  which  the  transfer  creating  the  interest  in 
such  person  is  made,  or 

"(B)  the  day  on  which  such  person  attains  age  21, 
"(3)  such  person  has  not  accepted  the  interest  or  any  of  its 
benefits,  and 

"(4)  as  a  result  of  such  refusal,  the  interest  passes  to  a  person 
other  than  the  person  making  the  disclaimer  (without  any  direc- 
tion on  the  part  of  the  person  making  the  disclaimer) . 
"(c)  Other  Rules. — For  purposes  of  subsection  (a)  — 

"(1)  Disclaimer  of  undivided  portion  of  interest. — A  dis- 
claimer with  respect  to  an  undivided  portion  of  an  interest  which 
meets  the  requirements  of  the  preceding  sentence  shall  be  treated 
as  a  qualified  disclaimer  of  such  portion  of  the  interest. 

"(2)  Powers. — A  power  with  respect  to  property  shall  be 
treated  as  an  interest  in  such  property." 

(2)  Amendment  of  estate  tax  provisions. — Part  III  of  sub- 
chapter A  of  chapter  11  (relating  to  gross  estate)  is  amended  by 
adding  at  the  end  thereof  the  following  new  section : 


26  use  6075 
note. 

2^  use  6323 
note. 


26  use  2036. 


26  use  2518. 
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26  use  2045.       "SEC.  2045.  DISCLAIMERS. 

"For  provisions  relating  to  the  effect  of  a  qualified  disclaimer  for 
purposes  of  this  chapter,  see  section  2518." 

(3)  Clerical  amendments. — 

(A)  The  table  of  sections  for  subchapter  B  of  chapter  12  is 
amended  by  adding  at  the  end  thereof  the  following : 

"Sec.  2518.  Disclaimers." 

(B)  The  table  of  sections  for  part  III  of  subchapter  A  of 
chapter  11  is  amended  by  adding  at  the  end  thereof  the 
following : 

"Sec.  2045.  Disclaimers." 

(4)  Technical  and  conforming  changes. — 

26  use  2041.  (A)  Paragraph  (2)  of  section  2041(a)  (relating  to  release 

of  general  powers  of  appointment)  is  amended  by  striking 
out  the  second  sentence  thereof. 

26  use  2055.  (B)  The  first  sentence  of  subsection  (a)  of  section  2055 

(relating  to  transfers  for  public,  charitable,  and  religious 
uses)  is  amended  by  striking  out  "(including  the  interest 
which  falls  into  any  such  bequest,  legacy,  devise,  or  transfer 
as  a  result  of  an  irrevocable  disclaimer  of  a  bequest,  legacy, 
devise,  transfer,  or  power,  if  the  disclaimer  is  made  before 
the  date  prescribed  for  the  filing  of  the  estate  tax  return)". 

(C)  The  second  sentence  of  subsection  (a)  of  section  2055 
is  amended — 

(i)  by  striking  out  "an  irrevocable"  and  inserting  in 
lieu  thereof  "a  qualified",  and 

(ii)  by  striking  out  "such  irrevocable"  and  inserting  in 
lieu  thereof  "such  qualified". 

26  use  2056.  (D)  Section  2056  (relating  to  bequests,  etc.,  to  surviving 

spouse)  is  amended  by  striking  out  subsection  (d)  and  by 
redesignating  subsection  (e)  as  subsection  (d). 

(E)  Subsection  (a)  of  section  2056  is  amended  by  strik- 
ing out  "subsections  (b),  (c),  and  (d)"  and  inserting  in 
lieu  thereof  "subsections  (b)  and  (c)". 

(F)  Subsection  (b)  of  section  2514  (relating  to  powers 
of  appointment  for  purposes  of  the  gift  tax)  is  amended 
by  striking  out  the  second  sentence  thereof. 

(c)  Certain  Retirement  Benefits. — 

(1)  Exclusion  from  gross  estate  of  individual  retirement 
26  use  2039.  accounts,  etc. — Section  2039  (relating  to  annuities)  is  amended 

by  adding  at  the  end  thereof  the  following  new  subsection : 
"(e)  Exclusion  of  Individual  Retirement  Accounts,  Etc. — Not- 
withstanding the  provisions  of  this  section  or  of  any  other  provision 
of  law,  there  shall  be  excluded  from  the  value  of  the  gross  estate  the 
value  of  an  annuity  receivable  by  any  beneficiary  (other  than  the 
executor)  under — 

"(1)  an  individual  retirement  account  described  in  section 
408(a), 

"(2)  an  individual  retirement  annuity  described  in  section 
408(b),  or 

"(3)  a  retirement  bond  described  in  section  409(a). 
If  any  payment  to  an  account  described  in  paragraph  (1)  or  for  an 
annuity  described  in  paragraph  (2)  or  a  bond  described  in  paragraph 


26  use  2514. 
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(3)  was  not  allowable  as  a  deduction  under  section  219  and  was  not  a 

rollover  contribution  described  in  section  402 (a)  (5),  403(a)  (4),  408 

(d)  (3),  or  409(b)  (3)  (C),  the  preceding  sentence  shall  not  apply  to 

that  portion  of  the  value  of  the  amount  receivable  under  such  account, 

annuity,  or  bond  (as  the  case  may  be)  which  bears  the  same  ratio  to 

the  total  value  of  the  amount  so  receivable  as  the  total  amount  which 

was  paid  to  or  for  such  account,  annuity,  or  bond  and  which  was  not 

allowable  as  a  deduction  under  section  219  and  was  not  such  a  rollover 

contribution  bears  to  the  total  amount  paid  to  or  for  such  account, 

annuity,  or  bond.  For  purposes  of  this  subsection,  the  term  'annuity'  "Annuity." 

means  an  annuity  contract  or  other  arrangement  providing  for  a  series 

of  substantially  equal  periodic  payments  to  be  made  to  a  beneficiary 

(other  than  the  executor)  for  his  life  or  over  a  period  extending  for 

at  least  36  months  after  the  date  of  the  decedent's  death." 

(2)  EXCLUSIOX  FROM  GROSS  ESTATE  OF  SELF-EMPLOYED  PLAXS.  

The  fifth  sentence  of  section  2039(c)  (relating  to  exemption  of  26  USC  2039. 
annuities  under  certain  trusts  and  plans)  is  amended  to  read  as 
follows:  "For  purposes  of  this  subsection,  contributions  or  pay- 
ments on  behalf  of  the  decedent  while  he  was  an  employee 
within  the  meaning  of  section  401(c)  (1)  made  mider  a  trust  or 
plan  described  in  paragraph  (1)  or  (2)  shall,  to  the  extent  allow- 
able as  a  deduction  under  section  404,  be  considered  to  be  made 
by  a  person  other  than  the  decedent  and,  to  the  extent  not  so 
allowable,  shall  be  considered  to  be  made  by  the  decedent." 

(3)  ExCLUSIOX  INAPPLICABLE  IX  CASE  OF  LUMP  SUM  DISTRIBU- 

Tioxs. — The  first  sentence  of  subsection  (c)  of  section  2039  (relat- 
ing to  exemption  of  annuities  under  certain  trusts  and  plans)  is 
amended  by  striking  out  ''other  payment  receivable  by  any  bene- 
ficiary" and  inserting  in  lieu  thereof  "other  payment  (other  than 
a  lump  sum  distribution  described  in  section  40z(e)(4),  deter- 
mined without  regard  to  the  next  to  the  last  sentence  of  section 
402(e)  (4)  (A) )  receivable  by  any  beneficiary". 

(4)  Gift  tax  treatment  of  electioxs  uxder  ceriaix  retire- 

MEXT  plans.  

(A)  Individual  retirement  accounts,  etc. — 

(i)  Subsection  (a)  of  section  2517  (relating  to  certain  26  USC  2517. 
annuities  under  qualified  plans)  is  amended  by  striking 

out  "or"  at  the  end  of  paragraph  (3),  by  striking  out 
the  period  at  the  end  of  paragraph  (4)  and  inserting 
in  lieu  thereof  " :  or",  and  by  inserting  after  paragraph 
(4)  the  following  new  paragraph: 
"(5)  an  indi\'idual  retirement  account  described  in  section  408 

(a)  an  individual  retirement  annuity  described  in  section  408 

(b)  ,  or  a  retirement  bond  described  in  section  409(a)." 

(ii)  Subsection  (b)  of  section  2517  (relating  to  trans- 
fers attributable  to  employee  contributions)  is  amended 
by  striking  out  "other  than  paragraph  (4)"  and  insert- 
ing in  lieu  thereof  "other  than  paragraphs  (4)  and  (5) ". 

(iii)  Subsection  (c)  of  section  2517  (defining  em- 
ployee) is  amended  by  adding  at  the  end  thereof  the 
following  new  sentence:  "In  the  case  of  a  retirement 
plan  described  in  paragraph  (5)  of  subsection  (a),  such 
term  means  the  individual  for  whose  benefit  the  plan 
was  established." 

(B)  Self-employed  plans. — The  last  sentence  of  section 
2517  (b)  (relating  to  transfers  attributable  to  employee  con- 
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tributions)  is  amended  to  read  as  follows :  "For  purposes  of 
this  subsection,  contributions  or  payments  on  behalf  of  an 
individual  while  he  was  an  employee  within  the  meaning  of 
section  401(c)(1)  made  under  a  trust  or  plan  described  in 
paragraph  (1)  or  (2)  of  subsection  (a)  shall,  to  the  extent 
allowable  as  a  deduction  under  section  404,  be  considered  to 
be  made  by  a  person  other  than  such  individual  and,  to  the 
extent  not  so  allowable,  shall  be  considered  to  be  made  by 
such  individual." 
(5)  Gift  tax  treatment  of  certaix  coMMrxiTT  property. — 
Section  2517  (relating  to  certain  annuities  under  qualified  plans) 
is  amended  by  redesignating  subsection  (c)  (as  amended  by  para- 
graph (4)  ( A)  (iii) )  as  subsection  (d)  and  by  inserting  after  sub- 
section (b)  the  following  new  subsection : 
"(c)  Exemption  of  Certain  Annuity  Interests  Created  by  Com- 
munity Property  Laws. — Notwithstanding  any  other  provision  of 
law,  in  the  case  of  an  employee  on  whose  behalf  contributions  or  pay- 
ments are  made — 

"(1)  by  his  employer  or  former  employer  under  a  trust  or  plan 
described  in  paragraph  (1)  or  (2)  of  subsection  (a),  or  toward 
the  purchase  of  a  contract  described  in  paragraph  (3)  of  subsec- 
tion (a),  which  under  subsection  (b)  are  not  considered  as  con- 
tributed by  the  employee,  or 

"(2)  by  the  employee  to  a  retirement  plan  described  in  para- 
graph (5)  of  subsection  (a), 
a  transfer  of  benefits  attributable  to  such  contributions  or  payments 
shall,  for  purposes  of  this  chapter,  not  be  considered  as  a  transfer  by 
the  spouse  of  the  employee  to  the  extent  that  the  value  of  any  interest 
of  such  spouse  in  such  contributions  or  payments  or  in  such  trust  or 
plan  or  such  contract — 

"(A)  is  attributable  to  such  contribution  or  payments,  and 
'•(B)  arises  solely  by  reason  of  such  spouse's  interest  in 
conununitv  income  under  the  community  property  laws  of 
the  State.'' 

(d)  Income  Tax  Treatment  of  Certain  Expenses  of  Estate. — Sec- 
tion 642(g)  (relating  to  disallowance  of  double  deductions)  is 
amended  by  inserting  after  "shall  not  be  allowed  as  a  deduction"  the 
following:  "(or  as  an  offset  against  the  sales  price  of  property  in 
determining  gain  or  loss) '\ 

(e)  Effective  Dates. — 

(1)  For  subsection  (a). — The  amendment  made  by  subsection 

(a)  shall  apply  to  transfers  made  after  June  22,  1976. 

(2)  For  subsection  (b). — The  amendments  made  by  subsection 

(b)  shall  apply  with  respect  to  transfers  creating  an  interest  in 
the  person  disclaiming  made  after  December  31,  1976. 

(3)  For  si-BSECTioN  (c). — 

(A)  The  amendments  made  by  paragraphs  (1),  (2),  and 
(3)  of  subsection  (c)  shall  apply  to  the  estates  of  decedents 
dying  after  December  31. 1976. 

(B)  The  amendments  made  by  paragraphs  (4)  and  (5)  of 
subsection  (c)  shall  applv  to  transfers  made  after  Decem- 
ber 31, 1976. 

(4)  For  subsection  (d). — The  amendment  made  by  subsection 
(d)  shall  apply  to  taxable  years  ending  after  the  date  of  the  enact- 
ment of  this  Act. 
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SEC.  2010.  CREDIT  AGAINST  CERTAIN  ESTATE  TAXES 

(a)  Ix  General. — Subject  to  the  provisions  of  subsections  (b),  (c), 
and  (d),  credit  against  the  tax  imposed  by  chapter  11  of  the  Internal 

Revenue  Code  of  1954  (relating  to  estate  tax)  with  respect  to  the  estate  26  USC  2001. 
of  LaYere  Redfield  shall  be  allowed  by  the  Secretary  of  the  Treasury 
or  his  delegate  for  the  conveyance  of  real  property  located  within  the 
boundaries  of  the  Toiyabe  National  Forest. 

(b)  Amouxt  of  Credit. — The  amount  treated  as  a  credit  shall  be 
equal  to  the  fair  market  value  of  the  real  property  transferred  as  of 
the  valuation  date  used  for  purposes  of  the  tax  imposed  (and  interest 
thereon)  by  chapter  11  of  the  Internal  Eevenue  Code  of  1954. 

(c)  Deed  Requirements. — The  provisions  of  this  section  shall  apply 
only  if  the  executrixes  of  the  estate  execute  a  deed  (in  accordance  with 
the  laws  of  the  State  in  which  such  real  estate  is  situated)  transferring 
title  to  the  United  States  which  is  satisfactory  to  the  Attorney  General 
or  his  designee. 

(d)  Acceptance  as  National  Forest. — The  provisions  of  this  sec- 
tion shall  apply  only  if  the  real  property  transferred  is  accepted  by 
the  Secretary-  of  Agriculture  and  added  to  the  Toiyabe  National 
Forest.  The  lands  shall  be  transferred  to  the  Secretary  of  Agriculture 
without  reimbursement  or  payment  from  the  Department  of 
Agriculture. 

(e)  Interest. — Unless  the  Secretary  of  Agriculture  determines  and 
certifies  to  the  Secretary  of  the  Treasury  that  there  has  been  an 
expeditious  transfer  of  the  real  property  under  this  section,  no  interest 
payable  with  respect  to  the  tax  imposed  by  chapter  11  of  the  Internal 
Revenue  Code  of  1954  shall  be  deemed  to  be  waived  by  reason  of  the 
provisions  of  this  section  for  any  period  before  the  date  of  such 
transfer. 

(f)  Effectr-e  Date. — The  provisions  of  this  section  shall  be  effec- 
tive on  the  date  of  the  enactment  of  this  Act. 

TITLE  XXI— MISCELLANEOUS 
PROVISIONS 

SEC.  2101.  TAX  TREATMENT  OF  CERTAIN  HOUSING  ASSOCIATIONS. 

(a)  General  Rule. — Subchapter  F  of  chapter  1  (relating  to  exempt 
organizations)  is  amended  by  adding  at  the  end  thereof  the  following 
new  part : 

*'PART  VII— CERTAIN  HOMEOWNERS  ASSOCIATIONS 

"Sec.  528.    Certain  homeowners  associations. 
"SEC.  528.  CERTAIN  HOMEOWNERS  ASSOCIATIONS,  26  USC  528. 

"(a)  General  Rule. — A  homeowners  association  (as  defined  in  sub- 
section (c) )  shall  be  subject  to  taxation  under  this  subtitle  only  to  the 
extent  provided  in  this  section.  A  homeowners  association  shall  be  con- 
sidered an  organization  exempt  from  income  taxes  for  the  purpose  of 
any  law  which  refers  to  organizations  exempt  from  income  taxes. 
"(b)  Tax  Imposed. — 

"(1)  In  general. — A  tax  is  hereby  imposed  for  each  taxable 
year  on  the  homeowners  association  taxable  income  of  every 
homeowners  association.  Such  tax  shall  consist  of  a  normal  tax 
and  surtax  computed  as  provided  in  section  11  as  though  the 
homeowners  association  were  a  corporation  and  as  though  the 
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homeowners  association  taxable  income  were  the  taxable  income 
referred  to  in  section  11.  For  purposes  of  this  subsection,  the  sur- 
tax exemption  provided  by  section  11(d)  shall  not  be  allowed. 

"(2)  Alternative  tax  in  case  of  capital  gains. — If  for  any 
taxable  year  any  homeowners  association  has  a  net  capital  gain, 
then  in  lieu  of  the  tax  imposed  by  paragraph  (1),  there  is  hereby 
imposed  a  tax  (if  such  tax  is  less  that  the  tax  imposed  by  para- 
graph ( 1 ) )  which  shall  consist  of  the  sum  of- — 

"(A)  a  partial  tax,  computed  as  provided  by  paragraph 
(1),  on  the  homeowners  association  taxable  income  deter- 
mined by  reducing  such  income  by  the  amount  of  such  gain, 
and 

"(B)  a  tax  of  30  percent  of  such  gain, 
(c)  Homeowners  Association  Defined. — For  purposes  of  this 
section — 

"  ( 1 )  Homeow^ners  association. — The  term  'homeowners  associa- 
tion means  an  organization  which  is  a  condominium  management 
association  or  a  residential  real  estate  management  association 
if— 

"(A)  such  organization  is  organized  and  operated  to  pro- 
vide for  the  acquisition,  construction,  management,  mainte-  j 
nance,  and  care  of  association  property,  i 
"(B)  60  percent  or  more  of  the  gross  income  of  such  | 
organization  for  the  taxable  year  consists  solely  of  amounts 
received  as  membership  dues,  fees,  or  assessments  from — 

"(i)  owners  of  residential  units  in  the  case  of  a  con- 
dominium management  association,  or 

"  (ii)  owners  of  residences  or  residential  lots  in  the  case 
of  a  residential  real  estate  management  association. 
"(C)  90  percent  or  more  of  the  expenditures  of  the  organi- 
zation for  the  taxable  year  are  expenditures  for  the  acquisi- 
tion, construction,  management,  maintenance,  and  care  of 
association  property,  j 
"(D)  no  part  of  the  net  earnings  of  such  organization  \ 
inures  (other  than  by  acquiring,  constructing,  or  providing  s 
management,  maintenance,  and  care  of  association  property,  { 
and  other  than  by  a  rebate  of  excess  membership  dues,  fees,  { 
or  assessments)  to  the  benefit  of  any  private  shareholder  or 
individual,  and  t 
"(E)  such  organization  elects  (at  such  time  and  in  such  \\ 
manner  as  the  Secretary  by  regulations  prescribes)  to  have  ^ 
this  section  apply  for  the  taxable  year.  ; 
"(2)  Condominium  management  association.- — The  term  'con- 
dominium management  association'  means  any  organization  , 
meeting  the  requirement  of  subparagraph  (A)  of  paragraph  (1) 
with  respect  to  a  condominium  project  substantially  all  of  the  units 
of  which  are  used  as  residences. 

"(3)  Residential  REAL  estate  management  association. — The  \ 
term  'residential  real  estate  management  association'  means  any  i 
organization  meeting  the  requirements  of  subparagraph  (A)  of 
paragraph  (1)  with  respect  to  a  subdivision,  development,  or  sim- 
ilar area  substantially  all  the  lots  or  buildings  of  which  may  only 
be  used  by  individuals  for  residences. 

"(4)  Association  propertt. — The  term  'association  property'  - 
means — 

"  ( A)  property  held  by  the  organization, 
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"(B)  property  commonly  held  by  the  members  of  the 
organization. 

"(C)  property  within  the  organization  privately  held  by 
the  members  of  the  organization,  and 

'*(D)  property  owned  by  a  governmental  unit  and  used  for 
the  benefit  of  residents  of  such  unit. 
"(d)  HoMEow^xERS  Association  Taxable  Income  Defined. — 
"(1)  Taxable  income  defined. — For  purposes  of  this  section, 
the  homeowners  association  taxable  income  of  any  organization 
for  anv  taxable  year  is  an  amount  equal  to  the  excess  (if  any) 
of— 

"  ( A)  the  gross  income  for  the  taxable  year  (excluding  any 
exempt  function  income),  over 

"(B)  the  deductions  allowed  by  this  chapter  which  are 
directly  coimected  with  the  production  of  the  gross  income 
(excluding  exempt  function  income),  computed  with  the 
modifications  provided  in  paragraph  (2) . 
"(2)  Modifications. — For  purposes  of  this  subsection — 

"(A)  there  shall  be  allowed  a  specific  deduction  of  $100, 

"(B)  no  net  operating  loss  deduction  shall  be  allowed  under 
section  172,  and 

"(C)  no  deduction  shall  be  allowed  under  part  VIII  of 
subchapter  B  (relating  to  special  deductions  for  corpora- 
tions). 

"(3)  Exempt  function  incoime. — For  purposes  of  this  subsec- 
tion, the  term  'exempt  function  income'  means  any  amount  received 
as  membership  dues,  fees,  or  assessments  from — 

"(A)  owners  of  condominium  housing  units  in  the  case 
of  a  condominium  management  association,  or 

"(B)  owners  of  real  property  in  the  case  of  a  residential 
real  estate  management  avssociation." 

(b)  Section  216(c)  (relating  to  treatment  of  property  subject  to  26  USC  216. 
depreciation)  is  amended  by  adding  at  the  end  thereof  the  following 

new  sentence :  "The  preceding  sentence  shall  not  be  construed  to  limit 
or  deny  a  deduction  for  depreciation  under  167(a)  by  a  cooperative 
housing  corporation  with  respect  to  property  owned  by  such  a  cor- 
poration and  leased  to  tenant-stockholders." 

(c)  Requirement  of  Return. — Section  6012  (a)  (relating  to  persons  26  USC  6012. 
required  to  make  returns  of  income)  is  amended  by  striking  out  "and" 

at  the  end  of  paragraph  (5),  by  inserting  "and"  at  the  end  of  para- 
graph (6),  and  by  inserting  after  paragraph  (6)  the  following  new 
paragraph : 

"(7)  Every  homeowners  association  (within  the  meaning  of 
section  .528(c)(1))  which  has  homeowners  association  taxable  Ante,  ^.  1S97. 
income  (within  the  meaning  of  section  528(d))  for  the  taxable 
year." 

(d)  Clerical  Amend^ient. — The  table  of  parts  for  subchapter  F  of 
chapter  1  is  amended  by  adding  at  the  end  thereof  the  following  new 
item: 

"Part  VII.  Certain  homeowners  associations." 

(e)  Effective  Date. — Except  as  provided  in  subsection  (f)  (2),  the 
amendments  made  by  this  section  shall  apply  to  taxable  years  begin- 
ning after  December  31,  1973. 

(f )  Certain  Stock  of  Cooperative  Housing  Corporations. — 
(1)  Section  216(b)  is  amended  by  adding  at  the  end  thereof  the 

following  new  paragraph : 


26  USC  528 
note. 

26  USC  216. 
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"(5)  Stock  acquired  through  foreclosure  by  lending  insti- 
tution.— If  a  bank  or  other  lending  institution  acquires  by  fore- 
closure (or  by  instrument  in  lieu  of  foreclosure)  the  stock  of  a 
tenant-stockholder,  and  a  lease  or  the  right  to  occupy  an  apart- 
ment or  house  to  which  such  stock  is  appurtenant,  such  bank  or 
other  lending  institution  shall  be  treated  as  a  tenant-stockholder 
for  a  period  not  to  exceed  three  years  from  the  date  of  acquisition. 
The  preceding  sentence  shall  apply  even  though,  hy  agreement 
with  the  cooperative  housing  corporation,  the  bank  (or  other 
lending  institution)  or  its  nominee  may  not  occupy  the  house  or 
apartment  without  the  prior  approval  of  such  corporation." 
26  use  216  (2)  The  amendment  made  by  paragraph  (1)  shall  apply  to 

note.  stock  acquired  by  banks  or  other  lending  institutions  after  the 

date  of  the  enactment  of  this  Act. 
SEC.  2102.  TREATMENT  OF  CERTAIN  DISASTER  PAYMENTS. 
26  use  451.  (a)  General  Rule. — Subsection  (d)  of  section  451  (relating  to 

special  rule  for  crop  insurance  j^roceeds)  is  amended  by  inserting  after 
the  first  sentence  the  following  new  sentence :  "For  purposes  of  the 
preceding  sentence,  payments  received  under  the  Agricultural  Act  of 
1949,  as  amended,  as  a  result  of  (1)  destruction  or  damage  to  crops 
caused  by  drought,  flood,  or  any  other  natural  disaster,  or  (2)  the 
inability  to  plant  crops  because  of  such  a  natural  disaster  shall  be 
treated  as  insurance  proceeds  received  as  a  result  of  destruction  or 
damage  to  crops.'' 

(b)  Technical  Amendment. — The  subsection  heading  for  such  sub- 
section (d)  is  amended  by  striking  out  "Proceeds"  and  inserting  in 
lieu  thereof  "Proceeds  or  Disaster  Payments". 
26  use  451  (c)  Effective  Date. — The  amendments  made  by  this  section  shall 

note.  apply  to  payments  received  after  December  31,  1973,  in  taxable  years 

ending  after  such  date. 
26  use  165  SEC.  2103.  TAX  TREATMENT  OF  CERTAIN  1972  DISASTER  LOSSES. 

(a)  Application  of  Section. — This  section  shall  apply  to  any 
individual — 

(1)  who  was  allowed  a  deduction  under  section  165  of  the 
Internal  Revenue  Code  of  1954  (relating  to  losses)  for  a  loss 
attributable  to  a  disaster  occurring  during  calendar  year  1972 
which  was  determined  by  the  President,  under  section  102  of  the 
Disaster  Relief  Act  of  1970,  to  warrant  disaster  assistance  by  the 
Federal  Government, 

(2)  who  in  connection  with  such  disaster — 

(A)  received  income  in  the  form  of  cancellation  of  a  disas- 
15  use  636.                     ter  loan  under  section  7  of  the  Small  Business  Act  or  an 

emergency  loan  under  subtitle  C  of  the  Consolidated  Farm 
75  Stat.  311.  and  Rural  Development  Act,  or 

(B)  received  income  in  the  form  of  compensation  (not 
taken  into  accovmt  in  computing  the  amount  of  the  deduc- 
tion) for  such  loss  in  settlement  of  any  claim  of  the  taxpayer 
against  a  person  for  that  person's  liability  in  tort  for  the 
damage  or  destruction  of  that  taxpayer's  property  in  connec- 
tion with  the  disaster,  and 

(3)  who  elects  (at  such  time  and  in  such  manner  as  the  Secre- 
tary of  the  Treasury  or  his  delegate  may  by  regulations  prescribe) 
to  take  the  benefits  of  this  section. 

(b)  Effect  of  Election. — In  the  case  of  any  individual  to  whom 
this  section  applies — 
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(1)  the  tax  imposed  by  chapter  1  of  the  Internal  Eevenue  Code 

of  19Z±  Tor  the  taxahle  year  in  which  the  income  taken  into   26  USC  1. 

accoimt  is  received  or  accrued  which  is  attributable  to  such  income 

shall  not  exceed  the  additional  tax  under  such  chapter  which 

would  have  been  payable  for  the  year  in  which  the  deduction  for 

the  loss  was  taken  if  such  deduction  had  not  been  taken  for  such 

year, 

(2)  any  amount  of  tax  imposed  by  chapter  1  attributable  to 
the  income  taken  into  account  which,  on  October  1,  1975,  was 
unpaid  may  be  paid  in  3  equal  annual  installments  (with  the  first 
such  installment  due  and  payable  on  April  15,  1977),  and 

(3)  no  interest  on  any  deficiency  shall  be  payable  for  any 
period  before  April  16, 1977,  to  the  extent  such  deficiency  is  attrib- 
utable to  the  receipt  of  such  compensation,  and  no  interest  on 
any  installment  referred  to  in  paragraph  (2)  shall  be  payable  for 
any  period  before  the  due  date  of  such  installment. 

(c)  Income  Taken  Into  Account. — For  purposes  of  this  section, 
the  income  taken  into  account  is — 

(1)  in  the  case  of  an  individual  described  in  subsection  (a)  (2) 

(A)  ,  the  amount  of  income  (not  in  excess  of  $5,000)  attributable 
to  the  cancellation  of  a  disaster  loan  under  section  7  of  the  Small 
Business  Act  or  an  emergency  loan  under  subtitle  C  of  the  Con-    15  USC  636. 
solidated  Farm  and  Rural  Development  Act  received  by  reason   19  USC  1961. 
of  the  disaster  described  in  subsection  (a)  (1),  or 

(2)  in  the  case  of  an  individual  described  in  subsection  (a)  (2) 

(B)  ,  the  amount  of  compensation  (not  in  excess  of  $5,000)  for  the 
loss  in  settlement  of  any  claim  of  the  taxpayer  against  a  person 
for  that  person's  liability  in  tort  for  the  damage  or  destruction  of 
that  taxpayer's  property  in  connection  with  the  disaster  described 
in  subsection  (a)  (1). 

(d)  Phaseout  Where  Adjusted  Gross  Income  Exceeds  $15,000.— 
If  for  the  taxable  year  for  which  the  deduction  for  the  loss  was  taken 
the  mdividual's  adjusted  gross  income  exceeded  $15,000,  the  $5,000 
hmit  set  forth  in  paragraph  (1)  or  (2)  of  subsection  (c)  (whichever 
applies)  shall  be  reduced  by  one  dollar  for  each  full  dollar  that  such 
adjusted  erross  income  exceeds  $15,000.  In  the  case  of  a  married  indi- 
vidual filing  a  separate  return,  the  preceding  sentence  shall  be  applied 
by  substituting  "$7,500"  for  "$15,000". 

(e)  Statute  of  Limitations.— If  refund  or  credit  of  any  overpay- 
ment of  income  tax  resulting  from  an  election  made  under  this  section 
is  prevented  on  the  date  of  the  enactment  of  this  Act.  or  at  any  time 
withm  one  year  after  such  date,  by  the  operation  of  any  law,  or  rule  of 
law,  refund  or  credit  of  such  overpayment  (to  the  extent  attributable 
to  such  election)  may,  nevertheless,  be  made  or  allowed  if  claim  there- 
for is  filed  withm  one  year  after  such  date.  If  the  taxpaver  makes  an 
election  under  this  section  and  if  assessment  of  any  deficiency  for  any 
taxable  year  resulting  from  such  election  is  prevented  on  the  date  of 
the  enactment  of  this  Act,  or  at  any  time  within  one  year  after  such 
date,  by  the  operation  of  any  law  or  rule  of  law,  such  assessment  (to 
the  extent  attributable  to  such  election)  may,  nevertheless,  be  made  if 
made  within  one  year  after  such  date. 

SEC.  2104.  TAX  TREATMENT  OF  CERTAIN  DEBTS  OWED  BY  POLITICAL 
PARTIES,  ETC.,  TO  ACCRUAL  BASIS  TAXPAYERS. 

(a)  In  General.— Section  271  (relating  to  debts  owed  by  political   26  USC  271. 
parties  etc.)  is  amended  by  adding  at  the  end  thereof  the  following 
new  subsection:  ^ 
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"(c)  Exception. — In  the  case  of  a  taxpayer  who  uses  an  accrual 
method  of  accounting,  subsection  (a)  shall  not  apply  to  a  debt  which 
accrued  as  a  receivable  on  a  bona  fide  sale  of  goods  or  services  in  the 
ordinary  course  of  the  taxpayer's  trade  or  business  if — 

"(1)  for  the  taxable  year  in  which  such  receivable  accrued, 
more  than  30  percent  of  all  receivables  which  accrued  in  the 
ordinary  course  of  the  trades  and  businesses  of  the  taxpayer  were 
due  from  political  parties,  and 

"(2)  the  taxpayer  made  substantial  continuing  efforts  to  col- 
  lect  on  the  debt.'' 

26  use  271  (b)  Effective  Date. — The  amendment  made  by  subsection  (a) 

note.  shall  apply  to  taxable  years  beginning  after  December  31,  1975. 

SEC.  2105.  TAX-EXEMPT  BONDS  FOR  STUDENT  LOANS. 
26  use  103.  (a)  In  General. — Section  103(a)  (relating  to  interest  on  certain 

governmental  obligations)  is  amended  by  striking  out  "or"  at  the  end 
of  paragraph  (2) ,  striking  out  the  period  at  the  end  of  paragraph  (3) 
and  inserting  in  lieu  thereof  " ;  or",  and  by  adding  at  the  end  thereof 
the  following: 

"  ( 4 )  qualified  scholarship  funding  bonds." 

(b)  Definition  of  Qualified  Scholarship  Funding  Bonds. — Sec- 
tion 103  is  amended  by  redesignating  subsection  (f)  as  (g),  and  by 
inserting  after  subsoction  (e)  the  following  new  subsection: 

"(f)  Qualified  Scholarship  Funding  Bonds. — For  purposes  of 
subsection  (a),  the  term  'qualified  scholarship  funding  bonds'  means 
obligations  issued  by  a  corporation  which — 

"(1)  is  a  corporation  not  for  profit  established  and  operated 
exclusively  for  the  purpose  of  acquiring  student  loan  notes 
20  use  1001  incurred  under  the  Higher  Education  Act  of  1965,  and 

"(2)  is  organized  at  the  request  of  a  State  or  one  or  more 
political  subdivisions  thereof  or  is  requested  to  exercise  such 
power  by  one  or  more  political  subdivisions  and  required  by  its 
corporate  charter  and  bylaws,  or  required  by  State  law,  to  devote 
any  income  (after  payment  of  expenses,  debt  service,  and  the 
creation  of  reserves  for  the  same)  to  the  purchase  of  additional 
student  loan  notes  or  to  pay  over  any  income  to  the  State  or  a 
political  subdivision  thereof." 

(c)  Conforming  Amendments. — 

(1)  Section  103(d)  (relating  to  arbitrage  bonds)  is  amended 
by  redesignating  paragraph  (5)  as  paragraph  (6)  and  inserting 
after  paragraph  (4)  the  following  new  paragraph: 

  "(5)  Stltdent  LOAN  incentive  payments. — Payments  made  by 

the  Commissioner  of  Education  pursuant  to  section  2  of  the  Emer- 

20  use  i078a.  gency  Insured  Student  Loan  Act  of  1969  are  not  to  be  taken  into 

account,  for  purposes  of  subsection  (d)(2)(A),  in  determining 
yields  on  student  loan  notes." 

(2)  Section  103(d)  (relating  to  arbitrage  bonds)  is  amended 
by  striking  out  "(a)  (1)"  each  place  it  appears  in  paragraph  (1) 
(including  the  heading)  and  paragraph  (2)  and  inserting  in  lieu 

  thereof  "(a)(1)  or  (4)". 

26  use  103  (d)  Effective  Date. — The  amendments  made  bv  this  section  apply 

obligations  issued  on  or  after  the  date  of  the  enactment  of  this  Act. 
SEC.  2106.  PERSONAL  HOLDING  COMPANY  INCOME  AMENDMENTS. 
26  use  543.  (a)  In  General.— Section  543(a)(6)   (relating  to  definition  of 

personal  holding  company  income)  is  amended  to  read  as  follows: 
"(6)  Use  of  corporate  property  by  shareholder. — 
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"(A)  Amounts  received  as  compensation  (however  des- 
ignated and  from  whomever  received)  for  the  use  of,  or  the 
right  to  use,  tangible  property  of  the  corporation  in  any  case 
where,  at  any  time  during  the  taxable  year,  25  percent  or 
more  in  value  of  the  outstanding  stock  of  the  corporation  is 
owned,  directly  or  indirectly,  by  or  for  an  individual  entitled 
to  the  use  of  the  property'  (whether  such  right  is  obtained 
directly  from  the  corporation  or  by  means  of  a  sublease  or 
other  arrangement). 

"(B)  Subparagraph  (A)  shall  apply  only  to  a  corporation 
which  has  personal  holding  company  income  in  excess  of  10 
percent  of  its  ordinary  gross  income. 

"(C)  For  purposes  of  the  limitation  in  stibparagraph  (B), 
personal  holding  company  income  shall  be  computed — 

"(i)  without  regard  to  subparagraph  (A)  or  para- 
graph (2), 

"(ii)  by  excluding  amounts  received  as  compensation 
for  the  use  of  (or  right  to  use)  intangible  property  (other 
than  mineral,  oil.  or  gas  royalties  or  copyright  royalties) 
if  a  substantial  part  of  the  tangible  property  used  in  con- 
nection with  such  intangible  property  is  owned  by  the 
corporation  and  all  such  tangible  and  intangible  prop- 
erty is  used  in  the  active  conduct  of  a  trade  or  business 
by  an  individual  or  individuals  described  in  subpara- 
graph (A),  and 

"(iii)  b}^  including  copyright  royalties  and  adjusted 
income  from  mineral,  oil.  and  gas  royalties.'' 
(b)  Effective  Date. — The  amendment  made  by  subsection  (a)    26  USC  543 
shall  apply  to  taxable  years  beginning  after  December  31,  1976.  note. 
SEC.  2107.  WORK  INCENTIVE  PROGRAM  EXPENSES. 

(a)  Increase  ix  Loiitatiox  Based  ox  Amouxt  of  Tax. — 

(1)  Paragraph  (2)  of  section  50A(a)  (relating  to  limitation   26  USC  50A. 
based  on  amount  of  tax)  is  amended  by  striking  out  "$25,000"  each 

place  it  appears  and  inserting  in  lieu  thereof  "$50,000''. 

(2)  Paragraph  (4)  of  section  50A(a)  (relating  to  married 
individuals)  is  amended — 

(A)  by  striking  out  "$12,500"  and  inserting  in  lieu  thereof 
"$25,000",  and 

(B)  bv  striking  out  "$25,000"  and  inserting  in  lieu  thereof 
"$50,000". 

(3)  Paragraph  (5)  of  section  50A(a)  (relating  to  controlled 
groups)  is  amended  by  striking  out  "$25,000"  each  place  it  appears 
therein  and  inserting  in  lieu  thereof  "$50,000". 

(4)  Paragraph  (3)  of  section  50B(e)  is  amended  by  striking  26  USC  SOB. 
out  "$25,000"  each  place  it  appears  therein  and  inserting  in  lieu 

thereof  "$50,000". 

(b)  Reductiox  of  Period  Durixg  Which  Discharge  of  Employee 

Caitses  Eecapture. — Subparagraph  (A)  of  section  50 A (c)  (1)  (relat-  26  USC  50A. 
ing  to  work  incentive  program  expenses)  is  amended — 

(1)  by  striking  out  "12  montlis"  each  place  it  appears  and 
inserting  in  lieu  thereof  "90  days", 

(2)  by  striking  out  "12th  calendar  month"  and  inserting  in 
lieu  thereof  "90th  calendar  day",  and 

(3)  bv  striking  out  "the  calendar  month"  and  inserting  in  lieu 
thereof  "^"the  day". 


77-975  0  -  76  -  25 


90  STAT.  1904 


PUBLIC  LAW  94-455— OCT.  4,  1976 


(c)  Recapture  Not  To  xVpply  Where  Termination  Is  Result  of 
26  use  50A.        Declining  Business. — Subparagraph   (A)   of  section  50A(c/  (2) 

(relating  to  certain  terminations  of  employment)  is  amended — 

(1)  by  striking  out  "or"  at  the  end  of  clause  (iii), 

(2)  by  striking  out  the  period  at  the  end  of  clause  (iv)  and 
inserting  in  lieu  thereof  a  comma  and  "or",  and 

(3)  by  adding  at  the  end  thereof  the  following: 

"(v)  a  termination  of  employment  of  an  individual 
due  to  a  substantial  reduction  in  the  trade  or  business 
operations  of  the  taxpayer." 

(d)  Extension  of  Welfare  Employee  Incentives. — Paragraph  (2) 
26  use  SOB.        of  section  50B(a)  (relating  to  definition  of  Federal  welfare  recipient 

employment  incentive  expenses)  is  amended  by  striking  out  "before 
July  1,  1976,"  and  inserting  in  lieu  thereof  "before  January  1,  1980,". 

(e)  Limitation  of  Federal  Welfare  Recipient  Employment 
Incentive  Expenses  to  First  12  Months  of  Employment. — Sub- 
paragraph (B)  of  section  50B(a)  (1)  is  amended  to  read  as  follows: 

"(B)  the  amount  of  Federal  welfare  recipient  employment 
incentive  expenses  paid  or  incurred  by  the  taxpayer  for  serv- 
ices rendered  during  the  first  12  months  of  employment 
(whether  or  not  consecutive)." 

(f )  Certification  of  Welfare  Recipient  Employees  by  Secre- 
tary OF  Labor.— Subparagraph  (A)  of  section  SOB  (g)  (1)  (relating  to 
eligible  employees)  is  amended  by  inserting  "the  Secretary  of  Labor 
or  by"  after  "certified  by". 

(g)  Technical  Amendments. — 

26  use  6411.  (1)  The  second  sentence  of  section  6411(a)  (relating  to  appli- 

cation for  adjustment)  is  amended  by  inserting  "(or,  in  the  case 
of  a  work  incentive  program  carryback,  to  an  investment  credit 
carryback) "  after  "capital  loss  carryback". 

(2)  The  following  provisions  are  each  amended  by  inserting 
",  an  investment  credit  carryback,"  after  "net  operating  loss 
carryback" : 

26  use  6501.  (A)  Section  6501  (o) . 

26  use  6511.  (B)  Section  6511(d)  (7). 

26  use  6601.  (C)  Section  6601(d)  (4). 

26  use  6611.  (D)  Section  6611(f)  (4). 

SEC.  2108.  REPEAL  OF  EXCISE  TAX  ON  LIGHT-DUTY  TRUCK  PARTS. 
26  use  6416.  (a)  In  General. — Section  6416(b)  (2)  (relating  to  special  cases  in 

which  tax  payments  are  considered  overpayments)  is  amended — 

(1)  by  striking  "or"  at  the  end  of  subparagraph  (R)  ; 

(2)  by  striking  the  period  at  the  end  of  subparagraph  (S)  and 
inserting  in  lieu  thereof  " ;  or  " ;  and 

(3)  by  adding  at  the  end  thereof  the  following  new 
subparagraph : 

"(T)  in  the  case  of  any  article  taxable  under  section  4061 
(b),  sold  on  or  in  connection  with  the  first  retail  sale  of  a 
light-duty  truck,  as  described  in  section  4061(a)  (2),  if  credit 
or  refund  of  such  tax  is  not  available  under  any  other  provi- 
sions of  law." 

26  use  6416  (b)  Effective  Date. — The  amendments  made  by  this  section  shall 

"ot^-  ^pply  to  parts  and  accessories  sold  after  the  date  of  the  enactment  of 

this  Act. 

SEC.  2109.  EXCLUSION  FROM  EXCISE  TAX  ON  CERTAIN  ARTICLES 
RESOLD  AFTER  MODIFICATION. 
26  use  4063.  (a)   In  General. — Section  4063   (relating  to  exemptions  from 

excise  tax  on  motor  vehicles)  is  amended  by  adding  at  the  end  thereof 
the  following  new  subsection : 
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"(d)  Kesale  After  Certain  Modifications. — Under  regulations  Regulations 
prescribed  by  the  Secretary,  the  tax  imposed  by  section  4061  shall  not 
apply  to  the*^  resale  of  any  article  described  in  section  4061(a)  (1)  if 
before  such  resale  such  article  was  merely  combined  with  any  cou- 
pling device  (including  any  fifth  wheel),  wrecker  crane,  loading  and 
unloading  equipment  (including  any  crane,  hoist,  winch,  or  power 
liftgate),  aerial  ladder  or  tower,  snow  and  ice  control  equipment, 
earthmoving,  excavation  and  construction  equipment,  spreader,  sleeper 
cab,  cab  shield,  or  wood  or  metal  floor.-' 

(b)  Effectrt:  Date. — The  amendment  made  by  this  section  shall 
apply  to  the  resale  of  any  article  on  or  after  the  date  of  the  enact- 
ment of  this  Act. 

SEC.  2110.  FRANCHISE  TRANSFERS. 

(a)  Application  of  Franchise  Rules  to  Partnerships. — Section 
751(c)  (relating  to  unrealized  receivables  of  a  partnership),  as 
amended  by  this  Act,  is  amended — 

(1)  'by  striking  out  "farm  land  (as  defined  in  section  1252 
(a)),''  and  inserting  in  lieu  thereof  "farm  land  (as  defined  in 
section  1252(a)),  franchises,  trademarks,  or  trade  names 
(referred  to  in  section  1253 (a) ) and 

(2)  by  striking  out  "1252(a)''  and  inserting  in  lieu  thereof 
"1252(a),  1253(a)". 

(b)  Effective  Date. — Subsection  (a)  shall  apply  to  transactions 
described  in  sections  731,  736,  741,  or  751  of  the  Internal  Revenue  Code 
of  1954  which  occur  after  December  31,  1976,  in  taxable  years  ending 
after  that  date. 

SEC.  2111.  EMPLOYER'S  DUTIES  IN  CONNECTION  WITH  THE  RECORD-    26  USC  6041 
ING  AND  REPORTING  OF  TIPS.  °ote. 

(a)  Suspension  of  Rulings. — Until  January  1,  1979,  the  law  with 
respect  to  the  duty  of  an  employer  under  section  6041(a)  of  the  Inter- 
nal Revenue  Code  of  1954  to  report  charge  account  tips  of  employees 
to  the  Internal  Revenue  Service  (other  than  charge  account  tips 
included  in  statements  furnished  to  the  employer  under  section  6053 
(a)  of  such  Code)  shall  be  administered — 

(1)  without  regard  to  Revenue  Rulings  75-400  and  76-231,  and 

(2)  in  accordance  with  the  manner  in  which  such  law  was 
administered  before  the  issuance  of  such  rulings. 

(b)  Effective  Date. — This  section  shall  take  effect  on  January  1, 
1976. 

SEC.  2112.  TREATMENT  OF  CERTAIN  POLLUTION  CONTROL  FACILI- 
TIES. 

(a)  Availability  of  Investment  Credit  for  Certain  Pollution 
Control  Facilities. — 

(1)  In  general. — Section  48(a)(8)  (relating  to  amortized 
property)  is  amended  by  striking  out  "169,"  and  by  striking  out 
the  second  sentence  thereof. 

(2)  Applicable   percentage   in   determining   amount  of 

CREDIT. — Section  46(c)    (relating  to  qualified  investment)   is  26  USC  46. 
amended  by  adding  at  the  end  thereof  the  following  new 
paragraph : 

'•(5)  Applicable  percentage  in  the  case  of  certain  pollu- 
tion CONTROL  facilities. — Xotwithstaiiding  subsection  (c)  (2),  in 
the  case  of  property — 

"(A)  with  respect  to  which  an  election  under  section  169 
applies,  and 
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(B)  the  useful  life  of  which  (determined  without  regard 
to  section  169)  is  not  less  than  5  years, 
50  percent  shall  be  the  applicable  percentage  for  purposes  of 
applying  paragraph  (1)  with  respect  to  so  much  of  the  adjusted 
basis  of  the  property  as  (after  the  application  of  section  169(f) ) 
constitutes  the  amortizable  basis  for  purposes  of  section  169." 

(b)  Definition  of  Certified  Pollution  Control  Facilities. — Par- 
26  use  169.        agraph  (1)  of  section  169(d)  (defining  certified  pollution  control 

facilities)  is  amended — 

(1)  by  striking  out  "January  1,  1969,"  and  inserting  in  lieu 
thereof  "January  1,1976,";  .... 

(2)  by  striking  out  "or  storing"  and  inserting  in  lieu  thereof 
"storing,  or  preventing  the  creation  or  emission  of" ;  and 

(3)  by  striking  out  "and"  at  the  end  of  subparagraph  (A),  by 
striking  out  the  period  at  the  end  of  subparagraph  (B)  and 
inserting  in  lieu  thereof  " ;  and",  and  by  adding  at  the  end  thereof 
the  following  new  subparagraph : 

"(C)  does  not  significantly— 

"(i)  increase  the  output  or  capacity,  extend  the  useful 
life,  or  reduce  the  total  operating  costs  of  such  plant  or 
other  property  (or  any  unit  thereof),  or 

"(ii)  alter  the  nature  of  the  manufacturing  or  pro- 
duction process  or  facility." 

(c)  Extension  OF  Amortization. — Paragraph  (4)  of  section  169(d) 
(relating  to  new  identifiable  treatment  facility)  is  amended  to  read 
as  follows : 

"(4)  New  identifiable  treatment  facility. — 
Definition.  "(A)  In  GENERAL. — For  purposes  of  paragraph  (1),  the 

term  'new  identifiable  treatment  facility'  includes  only  tangi- 
'  ble  property  (not  including  a  building  and  its  structural 

components,  other  than  a  building  which  is  exclusively  a 
treatment  facility)  which  is  of  a  character  subject  to  the 
allowance  for  depreciation  provided  in  section  167,  which  is 
identifiable  as  a  treatment  facility,  and  which  is  property — 
"(i)  the  construction,  reconstruction,  or  erection  of 
which  is  completed  by  the  taxpayer  after  December  31, 
1968,  or 

"(ii)  acquired  after  December  31,  1968,  if  the  original 
use  of  the  property  commences  with  the  taxpayer  and 
commences  after  such  date. 
In  applying  this  section  in  the  case  of  property  described  in 
clause  (i)  there  shall  be  taken  into  account  only  that  portion 
of  the  basis  which  is  properly  attributable  to  construction, 
reconstruction,  or  erection  after  December  31,  1968. 

"(B)  Certain  plants,  etc.,  placed  in  operation  after 
19  68.— In  the  case  of  any  treatment  facility  used  in  connec- 
tion with  any  plant  or  other  property  not  in  operation  before 
January  1,  1969,  the  preceding  sentence  shall  be  applied  by 
substituting  December  31,  1975,  for  December  31,  1968." 

(d)  Effective  Dates. — 

26  use  46  note.  (1)  The  amendments  made  by  subsection  (a)  shall  apply  to — 

(A)  property  acquired  by  the  taxpayer  after  December  31, 
1976,  and 

(B)  property  the  construction,  reconstruction,  or  erection 
of  which  was  completed  by  the  taxpayer  after  December  31, 
1976,  (but  only  to  the  extent  of  the  basis  thereof  attributable 
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to  construction,  reconstruction,  or  erection  after  such  date), 
in  taxable  years  beginning  after  such  date. 
(2)  The  amendments  made  by  subsection  (b)  shall  apply  to 
taxable  years  beginning  after  December  31,  1975.  Such  amend- 
ments shall  not  apply  in  the  case  of  any  property  with  respect  to 
which  the  amortization  period  under  section  169  of  the  Internal 
Revenue  Code  of  1954  has  begun  before  January  1,  1976. 
SEC.  2113.  CLARIFICATION  OF   STATUS   OF   CERTAIN  FISHERMEN'S 
ORGANIZATIONS. 

(a)  Ix  General. — Section  501  (relating  to  exemption  from  tax  on 
corporations,  etc.)  is  amended  by  redesignating  subsection  (g)  as  (h) 
and  by  inserting  after  subsection  (f)  the  following  new  subsection: 

"(g)  Definition  of  Agricultxjral. — For  purposes  of  subsection 
(c)  (5) '  the  term  'agricultural'  includes  the  art  or  science  of  cultivating 
land,  harvesting  crops  or  aquatic  resources,  or  raising  livestock." 

(b)  Effective  Date. — The  amendment  made  by  this  section  applies 
to  taxable  years  ending  after  December  31, 1975. 

SEC.  2114.  APPLICATION  OF  SECTION  6013(e)  OF  THE  INTERNAL  REVE- 
NUE CODE  OF  1954. 

(a)  In  General. — Section  3  of  the  Act  of  January  12,  1971,  Public 
Law  91-679  (84  Stat.  2064),  is  amended  by  adding  at  the  end  thereof 
the  following  new  sentences:  "Upon  application  by  a  taxpayer,  the 
Secretary  of  the  Treasury  shall  redetermine  the  liability  for  tax 
(including  interest,  penalties,  and  other  amounts)  of  such  taxpayer 
for  taxable  years  beginning  after  December  31,  1961,  and  ending 
before  January  13, 1971.  The  preceding  sentence  shall  apply  solely  to  a 
taxpayer  to  whom  the  application  of  the  provisions  of  section  6013(e) 
of  tlie  Internal  Revenue  Code  of  1954,  as  added  by  this  Act,  for  such 
taxable  years  is  prevented  by  the  operation  of  res  judicata,  and  such 
redetermination  shall  be  made  without  regard  to  such  rule  of  law.  Any 
overpayment  of  tax  by  such  taxpayer  for  such  taxable  years  resulting 
from  the  redetermination  made  under  this  Act  shall  be  refunded  to 
such  taxpayer." 

(b)  Effective  Date. — The  application  permitted  under  the  amend- 
ment made  by  subsection  (a)  of  this  section  must  be  filed  with  the 
Secretary  of  the  Treasury  during  the  first  calendar  year  beginning 
after  the  date  of  the  enactment  of  this  Act. 

SEC.  2115.  AMENDMENTS  TO  RULES  RELATING  TO  LIMITATION  ON  PER- 
CENTAGE DEPLETION  IN  CASE  OF  OIL  AND  GAS  WELLS, 
TRANSFERS  OF  OIL  AND  GAS  PROPERTY  WITHIN  THE 
SAME  CONTROLLED  GROUP  OR  FAMILY. 

(a)   Retailer  Exclusion. — Paragraph  (2)  of  section  613A(d)    26  USC  613 A. 
(relating  to  the  retailer  exclusion)  is  amended  by  inserting  "(exclud- 
ing bulk  sales  of  such  items  to  commercial  or  industrial  users) "  after 
"natural  gas"  where  it  first  appears,  and  by  adding  at  the  end  thereof 
the  following : 

"Notwithstanding  the  preceding  sentence  this  paragraph  shall  not 
apply  in  any  case  where  the  combined  gross  receipts  from  the  sale 
of  such  oil,  natural  gas,  or  any  product  derived  therefrom,  for  the 
taxable  year  of  all  retail  outlets  taken  into  account  for  purposes 
of  this  paragraph  do  not  exceed  $5,000,000.  For  purposes  of  this 
paragraph,  sales  of  oil,  natural  gas,  or  any  product  derived  from 
oil  or  natural  gas  shall  not  include  sales  made  of  such  items  out- 
side the  United  States,  if  no  domestic  production  of  the  taxpayer 
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or  a  related  person  is  exported  during  the  taxable  year  or  the 
immediately  preceding  taxable  year." 
,       (b)  Transfer  Rule. — 
26  use  613 A.  I  (1)  In  GENERAL.— Subparagraph  (B)  of  section  613A(c)  (9) 

(relating  to  exceptions  to  the  transfer  rule)  is  amended  by  strik- 
ing out  "or"  at  the  end  of  clause  (i),  by  striking  out  the  period 
at  the  end  of  clause  (ii)  and  inserting  in  lieu  thereof  or",  and 
by  adding  at  the  end  thereof  the  following  new  clause: 

"(iii)  a  change  of  beneficiaries  of  a  trust  by  reason  of 
the  death,  birth,  or  adoption  of  any  vested  beneficiary  if 
the  transferee  was  a  beneficiary  of  such  trust  or  is  a 
lineal  descendant  of  the  settlor  or  any  other  vested  bene- 
ficiary of  such  trust,  except  in  the  case  of  any  trust 
where  any  beneficiary  of  such  trust  is  a  member  of  the 
family  (as  defined  in  section  267(c)  (4) )  of  a  settlor  who 
created  inter  vivos  and  testamentary  trusts  for  members 
of  the  family  and  such  settlor  died  within  the  last  six 
days  of  the  fifth  month  in  1970,  and  the  law  in  the  juris- 
diction in  which  such  trust  was  created  requires  all  or  a 
portion  of  the  gross  or  net  proceeds  of  any  royalty  or 
other  interest  in  oil,  gas,  or  other  mineral  representing 
any  percentage  depletion  allowance  to  be  allocated  to  the 
principal  of  the  trust." 
(2)  Conforming  AMENDMENTS. — Paragraph  (1)  of  section  613A 
(d)  (relating  to  the  limitation  on  percentage  depletion  based 
upon  taxable  income)  is  amended — 
^  (A)  by  striking  out  subparagraph  (A)  and  inserting  in 

lieu  thereof  the  following : 

"(A)  any  depletion  on  production  from  an  oil  or  gas  prop- 
erty which  is  subject  to  the  provisions  of  subsection  (c),", 

(B)  by  striking  out  "and"  at  the  end  of  subparagraph  (B) , 

(C)  by  striking  out  the  period  at  the  end  of  subparagraph 
(C)  and  inserting  in  lieu  thereof  ",  and",  and 

(D)  by  adding  at  the  end  thereof  the  following  new 
subparagraph : 

"(D)  in  the  case  of  a  trust,  any  distributions  to  its  benefi- 
ciary, except  in  the  case  of  any  trust  where  any  beneficiary  of 
such  trust  is  a  member  of  the  family  (as  defined  in  section 
267  (c)(4))  of  a  settlor  who  created  inter  vivos  and  testamen- 
tary trusts  for  members  of  the  family  and  such  settlor  died 
within  the  last  six  days  of  the  fifth  month  in  1970,  and  the 
law  in  the  jurisdiction  in  which  such  trust  was  created 
requires  all  or  a  portion  of  the  gross  or  net  proceeds  of  any 
royalty  or  other  interest  in  oil,  gas,  or  other  mineral  repre- 
senting any  percentage  depletion  allowance  to  be  allocated 
to  the  principal  of  the  trust." 
(c)  Partnership  Rules. — 

(1)  Subparagraph  (D)  of  section  613A(c)  (7)  (relating  to  the 

computation  of  depletion  in  the  case  of  partnerships)  is  amended 

to  read  as  follows : 

"(D)  Partnerships. — In  the  case  of  a  partnership,  the 
depletion  allowance  shall  be  computed  separatelj^  by  the  part- 
ners and  not  by  the  partnership.  The  partnership  shall  allo- 
cate to  each  partner  his  proportionate  share  of  the  adjusted 
basis  of  each  partnership  oil  or  gas  property.  The  allocation 
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is  to  be  made  as  of  the  later  of  the  date  of  acquisition  of  the 
oil  or  gas  property  by  the  partnership,  or  January  1,  1975.  A 
partner's  proportionate  share  of  the  adjusted  basis  of  part- 
nership property  shall  be  determined  in  accordance  with  his 
interest  m  partnership  capital  or  income  and,  in  the  case  of 
an  agreement  described  in  section  701(c)(2)  (relating  to 
eifect  of  a  partnership  agreement  on  contributed  property), 
such  share  shall  be  determined  by  taking  such  agreement  into 
account.  Each  partner  shall  separately  keep  records  of  his 
share  of  the  adjusted  basis  in  each  oil  and  gas  property  of 
the  partnership,  adjust  such  share  of  the  adjusted  basis  for 
any  depletion  taken  on  such  property,  and  use  such  adjusted 
basis  each  year  in  the  computation  of  his  cost  depletion  or 
in  the  computation  of  his  gain  or  loss  on  the  disposition  of 
such  property  by  the  partnership.  For  purposes  of  section 
732  (relating  to  basis  of  distributed  property  other  than 
money),  the  partnership's  adjusted  basis  m  mineral  prop- 
erty- shall  be  an  amount  equal  to  the  sum  of  the  partnei-s' 
adjusted  basis  in  such  property  as  determined  under  this 
paragraph.'' 

(2)  Subparagraph   (G)   of  section  703(a)(2)    (relating  to   26  USC  703. 
deductions  not  allowed  to  a  partnership)  is  amended  by  striking 

out  ''production  subject  to  the  provisions  of  section  613A(c)"  and 
inserting  in  lieu  thereof  "wells'". 

(3)  Subsection  (a)  of  section  705  (relating  to  the  determination   26  USC  705. 
of  basis  of  a  partner's  interest  in  a  partnei-ship)  is  amended — 

(A)  by  striking  out  "and"  in  paragraph  (1)  (C), 

(B)  by  striking  out  the  period  at  the  end  of  paragraph  (2) 
and  inserting  in  lieu  thereof  " ;  and'',  and 

(C)  by  adding  at  the  end  thereof  the  following: 

"(3)  decreased  (but  not  below  zero),  by  the  amount  of  the 
partner's  deduction  for  depletion  under  section  611  with  respect 
to  oil  and  gas  wells."' 

(d)  Related  Persox.— Paragraph  (3)  of  section  613A(d)  (relating  26  USC  613A. 
to  the  definition  of  related  person)  is  amended  by  adding  at  the  end 

thereof  the  following: 

"For  purposes  of  determining  a  significant  ownership  interest,  an 
interest  owned  by  or  for  a  corporation,  partnership,  trust,  or  estate 
shall  be  considered  as  owned  directly  both  by  itself  and  propor- 
tionately by  its  shareholders,  partners,  or  beneficiaries,  as  the  case 
may  be." 

(e)  Transfers  of  Oil  and  Gas  Property  Within  the  Same  Con- 
trolled Group  or  Family. — Subparagraph  (B)  of  section  613xA(c) 
(9)  (relating  to  transfer  of  oil  or  gas  property),  as  amended  by  sub- 
section (b)  (1),  is  amended — 

(1)  by  striking  out  "or"  at  the  end  of  clause  (ii), 

(2)  by  striking  out  the  period  at  the  end  of  clause  (iii)  and 
inserting  in  lieu  thereof  a  comma,  and 

(3)  by  adding  at  the  end  thereof  the  following: 

''(iv)  a  transfer  of  property  between  corporations 
which  are  members  of  the  same  controlled  group  of 
corporations  (as  defined  in  paragraph  (8)(D)(i)),  or 

"(v)  a  transfer  of  j^roperty  between  business  entities 
which  are  under  common  control  (within  the  meaning 
of  paragraph  (8)  (B) )  or  between  related  persons  in  the 
same  family  (within  the  meaning  of  paragraph  (8) 
(C)),or 
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"(vi)  a  transfer  of  property  between  a  trust  and 
related  persons  in  the  same  family  ( within  the  meaning  of 
paragraph  (8)(C))  to  the  extent  that  the  beneficiaries 
of  that  trust  are  and  continue  to  be  related  persons  in 
the  family  that  transferred  the  property,  and  to  the 
extent  that  the  tentative  oil  quantity  is  allocated  among 
the  members  of  the  family  (within  the  meaning  of 
paragraph  (8)(C)). 
Clause  (iv)  or  (v)  shall  apply  only  so  long  as  the  tentative  oil 
quantity  determined  under  the  table  contained  in  paragraph  (3) 
(B)  is  allocated  under  paragraph  (8)  between  the  transferor  and 
transferee." 

(f)  Effective  Date. — The  amendments  made  by  this  section  shall 
take  effect  on  January  1, 1975,  and  shall  apply  to  taxable  years  ending 
after  December  31,  1974. 

SEC.  2116.  IMPLEMENTATION  OF  FEDERAL-STATE  TAX  COLLECTION 
ACT  OF  1972. 

(a)  Election  by  States  To  Participate. — Section  204(b)  (2)  of 
the  Federal-State  Tax  Collection  Act  of  1972  is  amended  to  read  as 
follows : 

"(2)  the  first  January  1  which  is  more  than  one  year  after  the 
first  date  on  which  at  least  one  State  has  notified  the  Secretary 
of  the  Treasury  or  his  delegate  of  an  election  to  enter  into  an 
agreement  under  section  6363  of  such  Code." 

(b)  Adjustments  to  Qualified  Resident  Taxes  for  Purposes  of 
Federal  Collection  of  State  Individual  Income  Taxes. — 

(1)  Qualified  resident  tax  based  on  taxable  income. — 

(A)  Required  adjustments. — Section  6362(b)  (1)  (relat- 
ing to  required  adjustments)  is  amended — 

(i)  by  striking  out  "and"  at  the  end  of  subparagraph 

(ii)  by  striking  out  the  period  at  the  end  of  subpara- 
graph (C)  and  inserting  in  lieu  thereof      and",  and 

(iii)  by  adding  at  the  end  thereof  the  following  new 
subparagraph : 

"(D)  if  a  credit  is  allow^ed  against  such  tax  for  State  or 
local  sales  tax  in  accordance  with  paragraph  (2)  (C) ,  by  add- 
ing an  amount  equal  to  the  amount  of  his  deduction  under 
section  164(a)  (4)  for  such  sales  tax." 

(B)  Permitted  adjustments. — Section  6362(b)  (2)  (relat- 
ing to  permitted  adjustments)  is  amended  by  adding  at  the 
end  thereof  the  following  neAV  subparagraph : 

"(C)  A  credit  is  allowed  against  such  tax  for  all  or  a 
portion  of  any  general  sales  tax  imposed  by  the  same  State  or 
a  political  subdivision  thereof  with  respect  to  sales  to  the  tax- 
payer or  his  dependents." 

(2)  QUALIFIELD  RESIDENT  TAX  AVHICH  IS  A  PERCENTAGE  OF  THE 
FEDERAL  TAX  

(A)  Permitted  adjustments. — Section  6362(c)  (3)  (relat- 
ing to  permitted  adjustments)  is  amended — 

(i)  by  striking  out  "both"  and  inserting  in  lieu  thereof 
"all", 

(ii)  by  striking  out  "and"  at  the  end  of  subparagraph 
(A), 
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(iii)  by  striking  out  the  period  at  the  end  of  subpara- 
graph (B)  and  inserting  in  lieu  thereof     and",  and 

(iv)  by  adding  at  the  end  thereof  the  following  new 
subparagraph : 

•'(C)  if  a  credit  is  allowed  against  such  tax  for  State  or 
local  sales  tax  in  accordance  with  paragraph  (4)(B),  the 
liability  for  tax  is  increased  by  the  increase  m  such  liability 
which  would  result  from  including  as  an  item  of  income  an 
amount  equal  to  the  amomit  of  his  deduction  under  section 
164(a)(4)  for  such  sales  tax.'' 

(B)  Further  permitted  adjitstmexts. — Section  6362(c)    26  USC  6362. 
(4)  (relating  to  further  permitted  adjustments)  is  amended 
to  read  as  follows : 
•'(4)  Further  per3Iitted  adjustments. — A  tax  which  other- 
wise meets  the  requirements  of  paragraphs  (1)  and  (2)  shall  not 
be  deemed  to  fail  to  meet  such  requirements  solely  because  it 
provides  for  one  or  both  of  the  following  adjustments : 

"(A)  A  credit  determined  under  rules  prescribed  by  the 
Secretary  is  allowed  against  such  tax  for  income  tax  paid  to 
another  State  or  a  political  subdivision  thereof. 

"(B)  A  credit  is  allowed  against  such  tax  for  all  or  a 
portion  of  any  general  sales  tax  imposed  by  the  same  State  or 
a  political  subdivision  thereof  with  respect  to  sales  to  the 
taxpayer  or  his  dependents.'' 

(c)  Prohibitiox  ox  Charges  for  Federal  Collectiox  of  State 

IxcoME  Taxes. — Section  6361(a)  (relating  to  general  rules  for  Fed-  26  USC  6361. 
eral  collection  and  administration  of  State  individual  income  taxes) 
is  amended  by  inserting,  after  the  first  sentence  thereof,  the  follow- 
ing: "Xo  fee  or  other  charge  shall  be  imposed  upon  any  State  for  the 
collection  or  administration  of  the  qualified  State  individual  income 
taxes  of  such  State  or  any  other  State.". 

(d)  Ei'FECTi\T>  Date. — The  amendments  made  by  this  section  shall  26  USC  6361 
take  effect  on  the  date  of  the  enactment  of  this  Act.  note. 

SEC.  2117.  CANCELLATION  OF  CERTAIN  STUDENT  LOANS.  26  USC  61  note. 

(a)  Ix  Gexer.\l. — In  the  case  of  an  individual,  no  amount  shall  be 
included  in  gross  income  for  purposes  of  section  61  of  the  Internal 
Revenue  Code  of  1954  by  reason  of  the  discharge  of  all  or  part  of  the 
indebtedness  of  the  individual  under  a  student  loan  if  such  discharge 
was  pursuant  to  a  provision  of  such  loan  under  which  all  or  part  of 
the  indebtedness  of  the  individual  would  be  discharged  if  the  individ- 
ual worked  for  a  certain  period  of  time  in  certain  geographical  areas 
or  for  certain  classes  of  employers. 

(b)  Studext  Loax. — For  purposes  of  this  section  the  term  "student  "Student  loan." 
loan"  means  any  loan  to  an  individual  to  assist  the  individual  in 

attending  an  educational  organization  described  in  section  170(b)  (1) 
(A)  (ii)  of  such  Code — 

(1)  by  the  United  States,  or  an  instrumentality  or  agency 
thereof,  or  a  State,  territory,  or  possession  of  the  United  States,  or 
any  political  subdivision  thereof,  or  the  District  of  Columbia,  or 

(2)  by  any  such  educational  organization  pursuant  to  an  agree- 
ment with  the  United  States,  or  an  instrumentality  or  agency 
thereof,  or  a  State,  territory,  or  possession  of  the  United  States, 
or  any  political  subdivision  thereof,  or  the  District  of  Columbia 
under  which  the  funds  from  which  the  loan  was  made  were 
provided  to  such  educational  organization. 
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26  use  61  note.        (c)  Effective  Dato. — The  provisions  of  this  section  shall  apply  to 
discharges  of  indebtedness  made  before  January  1, 1979. 

SEC.  2118.  TREATMENT  OF  GAIN  OR  LOSS  ON  SALES  OR  EXCHANGES 
IN  CONNECTION  WITH  SIMULTANEOUS  LIQUIDATION  OF 
A  PARENT  AND  SUBSIDIARY  CORPORATION. 

26  use  337.  (a)  In  General. — Section  337  (relating  to  gain  or  loss  on  sales  or 

exchanges  in  connection  with  certain  liquidations)  is  amended  by  add- 
ing the  following  sentence  at  the  end  of  subsection  (c)(2)  thereof: 
"This  paragraph  shall  not  apply  to  a  sale  or  exchange  by  a 
member  of  an  affiliated  group  of  corporations,  as  defined  in  sec- 
tion 1504(a)  (but  without  regard  to  the  exceptions  contained  in 
section  1504(b)),  if  each  member  of  such  group  (including  the 
common  parent  corporation)  which  receives,  within  the  12-month 
period  beginning  on  the  date  of  the  adoption  of  a  plan  of  complete 
liquidation  by  the  corporation  which  made  the  sale  or  exchange, 
a  distribution  in  complete  liquidation  from  any  other  member  of 
such  group  is  itself  completely  liquidated  within  such  12-month 
period." 

26  use  337  (b)  Effective  Date. — The  amendment  made  by  subsection  (a)  shall 

note.  apply  to  sales  or  exchanges  made  pursuant  to  a  plan  of  complete 

liquidation  adopted  after  December  31, 1975. 

26  use  61  note.  SEC.  2119.  REGULATIONS  RELATING  TO  TAX  TREATMENT  OF  CER- 
TAIN PREPUBLICATION  EXPENDITURES  OF  PUBLISH- 
ERS. 

(a)  General  Rule. — With  respect  to  taxable  years  beginning  on  or 
before  the  date  on  which  regulations  dealing  with  prepublication 
expenditures  are  issued  after  the  date  of  the  enactment  of  this  Act,  the 
application  of  sections  61  (as  it  relates  to  cost  of  goods  sold),  162, 174, 
263,  and  471  of  the  Internal  Revenue  Code  of  1954  to  any  prepublica- 
tion expenditure  shall  be  administered — 

( 1 )  without  regard  to  Revenue  Ruling  73-395,  and 

(2)  in  the  manner  in  which  such  sections  were  applied  consist- 
ently by  the  taxpayer  to  such  expenditures  before  the  date  of  the 
issuance  of  such  revenue  ruling. 

(b)  Regulations  To  Be  Prospective  Only. — Any  regulations 
issued  after  the  date  of  the  enactment  of  this  Act  which  deal  with  the 
application  of  sections  61  (as  it  relates  to  cost  of  goods  sold) ,  162, 174, 
263,  and  471  of  the  Internal  Revenue  Code  of  1954  to  prepublication 
expenditures  shall  apply  only  with  respect  to  taxable  years  beginning 
after  the  date  on  which  such  regulations  are  issued. 

(c)  Prepublication  Expenditures  Defined. — For  purposes  of  this 
section,  the  term  "prepublication  expenditures"  means  expenditures 
paid  or  incurred  by  the  taxpayer  (in  connection  with  his  trade  or  busi- 
ness of  publishing)  for  the  writing,  editing,  compiling,  illustrating, 
designing,  or  other  development  or  improvement  of  a  book,  teaching 
aid,  or  similar  product. 

SEC.  2120.  CONTRIBUTIONS  IN  AID  OF  CONSTRUCTION  FOR  CERTAIN 
UTILITIES. 

26  use  118.  (a)  In  General. — Section  118  (relating  to  contributions  to  the  cap- 

ital of  a  corporation)  is  amended  by  redesignating  subsection  (b)  as 
subsection  (c)  and  inserting  immediately  after  subsection  (a)  the  fol- 
lowing new  subsection: 

"(b)  Contributions  in  Aid  of  Construction. — 
Definition.  "(1)  General  rule.— For  purposes  of  this  section,  the  term 

'contribution  to  the  capital  of  the  taxpayer'  includes  any  amount 
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of  money  or  other  property  received  from  any  person  (^Yhetller 
or  not  a  shareholder  )  by  a  regulated  public  utility  which  provides 
water  or  sewerage  (disposal  services  if — 

"(A)  such  amount  is  a  contribution  in  aid  of  construction, 
"(B)  where  the  contribution  is  in  property  which  is  other 
than  water  or  sewerage  disposal  facilities,  such  amount  meets 
the  requirements  of  the  expenditure  rule  of  paragraph  (2), 
and 

"(C)  such  amounts  (or  any  property  acquired  or  con- 
structed with  such  amounts)  are  not  included  in  the  taxpay- 
er's rate  base  for  rate-making  purposes. 
"(2)  ExPEXDiTOiE  RrLE. — An  amount  meets  the  requirements 
of  this  paragraph  if — 

"(A)  an  amount  equal  to  such  amount  is  expended  for 
the  acquisition  or  construction  of  tangible  property  described 
in  section  1231(b)  — 

"(i)  which  was  the  purpose  motivating  the  contribu- 
tion, and 

"  (ii)  which  is  used  predominantly  in  the  trade  or  busi- 
ness of  furnishing  water  or  sewerage  disposal  services, 

"(B)  the  expenditure  referred  to  in  subparagraph  (A) 
occurs  before  the  end  of  the  second  taxable  year  after  the 
year  in  which  such  amount  was  received,  and 

"(C)  accurate  records  are  kept  of  the  amounts  contributed 
and  expenditures  made  on  the  basis  of  the  project  for  which 
the  contribution  was  made  and  on  the  basis  of  the  year  of 
contribution  or  expenditure. 
"(3)  Defixitioxs. — For  purposes  of  this  section — 

"(A)  CoxTRiBUTiox  IX-  AID  OF  coxSTRUCTiox. — The  term 
'contribution  in  aid  of  construction'  shall  be  defined  by  regu- 
lations prescribed  by  the  Secretary;  except  that  such  term 
shall  not  include  amounts  paid  as  customer  connection  fees 
(including  amounts  paid  to  connect  the  customer's  property 
to  a  main  water  or  sewer  line  and  amounts  paid  as  service 
charges  for  starting  or  stopping  services) . 

"(B)  Predomtxaxtly. — The  term  'predominantly'  means 
80  percent  or  more. 

"(C)  Regueated  prBLic  e^tility. — The  term  'regulated 
public  utility'  has  the  meaning  given  such  term  by  section 
7701(a)  (33);  except  that  such  term  shall  not  include  any 
such  utility  which  is  not  required  to  provide  water  or  sewer- 
age disposal  services  to  members  of  the  general  public  in  its 
service  area. 

"(4)  Disallowax^ce  of  deductiox'S  and  ix^vestmex't  credit; 
ADJUSTED  BASIS. — Xotwithstandiug  any  other  provision  of  this  sub- 
title, no  deduction  or  credit  shall  be  allowed  for,  or  by  reason 
of.  the  expenditure  which  constitutes  a  contribution  in  aid  of  con- 
struction to  which  this  subsection  applies.  The  adjusted  basis  of 
any  property  acquired  with  contributions  in  aid  of  construction  to 
which  this  subsection  applies  shall  be  zero."   

(b)  Coxformixg  Amexdmext. — Section  362(c)  (relating  to  special    26  USC  362. 
rule  for  contributions  to  capital)  is  amended  by  adding  the  following 

new  paragraph  immediately  after  paragraph  (2)  : 

"  (  3  )   EXCEPTTOX'  for  COXTRTBEmOXS  IX  AID  OF  CONSTRTJCTIOX.  

The  provisions  of  this  subsection  shall  not  apply  to  contributions 

in  aid  of  construction  to  which  section  118(b)  applies."  Ante,  p.  1912. 

(c)  Effecteve  Date. — The  amendments  made  by  this  section  apply  26  USC  118 
to  contributions  made  after  January  31,  1976.  note. 
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SEC.  2121.  PROHIBITION  OF  DISCRIMINATORY  STATE  TAXES  ON  PRO- 
DUCTION AND  CONSUMPTION  OF  ELECTRICITY. 

(a)  In  General. — The  Act  entitled  "An  Act  relating  to  the  power 
of  the  States  to  impose  net  income  taxes  on  income  derived  from  inter- 
state commerce,  and  authorizing  studies  by  congressional  committees 
of  matters  pertaining  thereto",  approved  September  14, 1959  (73  Stat. 
555 ;  15  U.S.C.  381  et  seq.)  is  amended  by  striking  out  title  II  (relating 
to  studies)  and  inserting  in  lieu  thereof  the  following: 

"TITLE  II— DISCRIMINATORY  TAXES 

"Sec.  201.  No  State,  or  political  subdivision  thereof,  may  impose  or 
assess  a  tax  on  or  with  respect  to  the  generation  or  transmission  of 
electricity  which  discriminates  against  out-of-State  manufacturers, 
producers,  wholesalers,  retailers,  or  consumers  of  that  electricity.  For 
purposes  of  this  section  a  tax  is  discriminatory  if  it  results,  either 
directly  or  indirectly,  in  a  greater  tax  burden  on  electricity  which  is 
generated  and  transmitted  in  interstate  commerce  than  on  electricity 
which  is  generated  and  transmitted  in  intrastate  commerce." 

(b)  Effective  Date. — The  amendment  made  by  subsection  (a) 
shall  take  effect  beginning  June  30,  1974. 

SEC.  2122.  ALLOWANCE  OF  DEDUCTION  FOR  ELIMINATING  ARCHITEC- 
TURAL AND  TRANSPORTATION  BARRIERS  FOR  THE 
HANDICAPPED. 

(a)  In  General. — Part  VI  of  subchapter  B  of  chapter  1  (relating 
to  itemized  deductions  for  individuals  and  corporations)  is  amended 
by  adding  at  the  end  thereof  the  following  new  section : 

26  use  190.  "SEC.  190.  EXPENDITURES  TO  REMOVE  ARCHITECTURAL  AND  TRANS- 
PORTATION BARRIERS  TO  THE  HANDICAPPED  AND 
ELDERLY. 

"  ( a )  Treatment  as  Expenses. — 

"(1)  In  General. — A  taxpayer  may  elect  to  treat  qualified 
architectural  and  transportation  barrier  removal  expenses  which 
are  paid  or  incurred  by  him  during  the  taxable  year  as  expenses 
which  are  not  chargeable  to  capital  account.  The  expenditures  so 
treated  shall  be  allowed  as  a  deduction. 

"(2)  Election. — An  election  under  paragraph  (1)  shall  be 
made  at  such  time  and  in  such  manner  as  the  Secretary  prescribes 
by  regulations. 

"(b)  Definitions. — For  purposes  of  this  section — 

"(1)  Architectural  and  transportation  barrier  removal 
expenses. — The  term  'architectural  and  transportation  barrier  ! 
removal  expenses'  means  an  expenditure  for  the  purpose  of  mak- 
ing any  facility  or  public  transportation  vehicle  owned  or  leased 
by  the  taxpayer  for  use  in  connection  with  his  trade  or  business 
more  accessible  to,  and  usable  by,  handicapped  and  elderly 
individuals. 

"(2)  Qualified  architectural  and  transportation  barrier  [ 
REMOVAL  EXPENSE. — The  term  'qualified  architectural  and  trans- 
portation barrier  removal  expense'  means,  with  respect  to  any 
such  facility  or  public  transportation  vehicle,  an  architectural  or  . 
transportation  barrier  removal  expense  with  respect  to  which  the 
taxpayer  establishes,  to  the  satisfaction  of  the  Secretary,  that 
the  resulting  removal  of  any  such  barrier  meets  the  standards 
promulgated  by  the  Secretary  with  the  concurrence  of  the  Archi- 
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tectiiral  and  Transportation  Barriers  Compliance  Board  and 
set  forth  in  regulations  prescribed  by  the  Secretary. 

''(3)  Handicapped  ixdividual.— The  term  'handicapped  indi- 
vidual' means  any  individual  who  has  a  physical  or  mental  dis- 
ability (including,  but  not  limited  to,  blindness  or  deafness)  which 
for  such  individual  constitutes  or  results  in  a  functional  limita- 
tion to  employment,  or  who  lias  any  physical  or  mental  impair- 
ment (including,  but  not  limited  to,  a  sight  or  hearing 
impairment)  which  substantially  limits  one  or  more  major  life 
activities  of  such  indiAndual. 

(c)  LiMiTATiox. — The  deduction  allowed  by  subsection  (a)  for  any 
taxable  year  shall  not  exceed  $25,000. 

"(d)  Reglxatioxs. — The  Secretary  shall  prescribe  such  regulations 
as  may  be  necessary  to  carry  out  the  provisions  of  this  section  within 
180  days  after  the  date  of  the  enactment  of  the  Tax  Reform  Act  of 
1976."  Ante,  p.  1520. 

(b)  Techxical  axd  Coxformixg  Amexdments. — 

(1)  The  table  of  sections  for  such  part  VI  is  amended  by  add- 
ing at  the  end  thereof  the  following  new  item : 

"Sec.  190.  Expenditures  to  remove  architectural  and  transportation  bar- 
riers to  the  handicai)ped  and  elderly." 

(2)  Section  263(a)(1)  (relating  to  capital  expenditures)  is  26  USC  263. 
amended — 

(A)  by  striking  out  "or'  at  the  end  of  subparagraph  (D) 
thereof, 

(B)  by  striking  out  the  period  at  the  end  of  subsection 
(E)  thereof  and  inserting  in  lieu  thereof  a  comma  and  the 
word  "or",  and 

(C)  by  adding  at  the  end  thereof  the  following  new 
subparagraph : 

"(F)  expenditures  for  removal  of  architectural  and  trans- 
portation barriers  to  the  handicapped  and  elderly  which 
the  taxpayer  elects  to  deduct  under  section  190." 

(3)  Section  1245(a)  (relating  to  gain  from  dispositions  of  cer-   26  USC  1245. 
tain  depreciable  property)  is  amended — 

(A)  by  striking  out  "or  188"  each  place  it  appears  in  para- 
graphs (2)  and  (3)  (D)  and  inserting  in  lieu  thereof  "188,  or 
190", 

(B)  by  striking  out  "or  185"  in  paragraph  (2)  (D)  and 
inserting  in  lieu  thereof  "185,  or  190" ;  and 

(C)  by  adding  at  the  end  of  paragraph  (2)  the  following 
new  sentence:  "For  purposes  of  this  section,  any  deduction 
allowable  under  section  190  shall  be  treated  as  if  it  were  a 
deduction  allowable  for  amortization." 

(4)  Section  1250(b)  (3)  (relating  to  depreciation  adjustments)    26  USC  1250. 
is  amended  by  striking  out  "or  188"  and  inserting  in  lieu  thereof 

"188,  or  190". 

(c)  Effective  Date. — The  amendments  made  by  this  section  shall   26  USC  190 
apply  to  taxable  years  beginning  after  December  31,  1976,  and  before  note. 
January  1,1980. 

SEC.  2123.  HIGH  INCOME  TAXPAYER  REPORT.  26  USC  56  note. 

The  Secretary  of  the  Treasury  shall  publish  annually  information 
on  the  amount  of  tax  paid  by  individual  taxpayers  with  high  total 
incomes.  Total  income  for  this  purpose  is  to  be  calculated  and  set  forth 
in  three  ways : 
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(1)  by  adding  to  adjusted  gross  income  any  items  of  tax  pref- 
erence excluded  from,  or  deducted  in  arriving  at,  adjusted  gross 
income, 

(2)  by  subtracting  any  investment  expenses  incurred  m  the 
production  of  such  income  to  the  extent  of  the  investment  income, 
and 

(3)  by  making  both  of  the  adjustments  referred  to  m  para- 
graphs (1)  and  (2).  .   i-  .  •,  , 

In  any  event  these  data  are  to  include  the  number  of  such  mdividuals 
with  total  income  over  $200,000  who  owe  no  Federal  income  tax  (after 
credits)  and  the  deductions,  exclusions  or  credits  used  by  them  to 
avoid  tax. 

SEC.  2124.  TAX  INCENTIVES  TO  ENCOURAGE  THE  PRESERVATION  OF 
HISTORIC  STRUCTURES. 

(a)  Amortization  of  Rehabilitation  Expenditures. — 

(1)  Allowance  of  deduction. — Part  VI  of  subchapter  B  of 
chapter  1  (relating  to  itemized  deductions)  is  amended  by  adding 
at  the  end  thereof  the  following  new  section : 
26  use  191.         "SEC.  191.  AMORTIZATION  OF  CERTAIN  REHABILITATION  EXPENDI- 
TURES FOR  CERTIFIED  HISTORIC  STRUCTURES. 

"(a)  Allowance  of  Deduction. — Every  person,  at  his  election, 
'  shall  be  entitled  to  a  deduction  with  respect  to  the  amortization  of  the 
amortizable  basis  of  any  certified  historic  structure  (as  defined  in 
subsection  (d) )  based  on  a  period  of  60  months.  Such  amortization 
deduction  shall  be  an  amount,  with  respect  to  each  month  of  such 
period  within  the  taxable  year,  equal  to  the  amortizable  basis  at  the 
end  of  such  month  divided  by  the  number  of  months  (including  the 
month  for  which  the  deduction  is  computed)  remaining  in  the  period. 
Such  amortizable  basis  at  the  end  of  the  month  shall  be  computed 
without  regard  to  the  amortization  deduction  for  such  month.  The 
amortization  deduction  provided  by  this  section  with  respect  to  any 
month  shall  be  in  lieu  of  the  depreciation  deduction  with  respect  to 
such  basis  for  such  month  provided  by  section  167.  The  60-month 
period  shall  begin,  as  to  any  historic  structure,  at  the  election  of  the 
taxpayer,  with  the  month  following  the  month  in  which  the  basis  is 
acquired,  or  with  the  succeeding  taxable  year. 

"(b)  Election  of  Amortization. — The  election  of  the  taxpayer  to 
take  the  amortization  deduction  and  to  begin  the  60-month  period 
with  the  month  following  the  month  in  which  the  basis  is  acquired,  or 
with  the  taxable  year  succeeding  the  taxable  year  in  which  such  basis 
is  ac(][uired,  shall  be  made  by  filing  with  the  Secretary,  in  such  man- 
ner, in  such  form,  and  within  such  time  as  the  Secretary  may  by  regu- 
lations prescribe,  a  statement  of  such  election. 

"(c)  Termination  of  Amortization  Deduction. — A  taxpayer  who 
has  elected  under  subsection  (b)  to  take  the  amortization  deduction 
provided  in  subsection  (a)  may,  at  any  time  after  making  such  election, 
discontinue  the  amortization  deduction  with  respect  to  the  remainder 
of  the  amortization  period,  such  discontinuance  to  begin  as  of  the 
beginning  of  any  month  specified  by  the  taxpayer  in  a  notice  in  writ- 
ing filed  with  the  Secretary  before  the  beginning  of  such  month.  The 
depreciation  deduction  provided  under  section  167  shall  be  allowed, 
beginning  with  the  first  month  as  to  which  the  amortization  deduction 
does  not  apply,  and  the  taxpayer  shall  not  be  entitled  to  any  further 
amortization  deduction  under  this  section  with  respect  to  such  certified 
historic  structure. 
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"(d)  Deitxitioxs. — For  purposes  of  this  section — 

"(1)  Certified  historic  structure. — The  term  'certified  his- 
toric structure'  means  a  building  or  structure  which  is  of  a  char- 
acter subject  to  the  allowance  for  depreciation  pro\T.ded  in  section 
167  which — 

"(A)  is  listed  in  the  National  Register, 
"(B)  is  located  in  a  Registered  Historic  District  and  is 
certified  by  the  Secretaiy  of  the  Interior  as  being  of  historic 
significance  to  the  district,  or 

"(C)  is  located  in  an  historic  district  designated  under  a 
statute  of  the  appropriate  State  or  local  government  if  such 
statute  is  certified  by  the  Secretary  of  the  Interior  to  the  Sec- 
retary as  containing  criteria  which  will  substantially  achieve 
the  purpose  of  preserving  and  rehabilitating  buildings  of  his- 
toric significance  to  the  district. 
"(2)  Amortizable  basis. — The  term  'amortizable  basis'  means 
the  portion  of  the  basis  attributable  to  amounts  expended  in  con- 
nection with  certified  rehabilitation. 

"  ( 3 )  Certified  rehabilitation. — The  term  'certified  rehabilita- 
tion' means  any  rehabilitation  of  a  certified  historic  structure 
which  the  Secretary  of  the  Interior  has  certified  to  the  Secretary 
as  being  consistent  with  the  historic  character  of  such  property  or 
the  district  in  which  such  property  is  located. 
"(e)  Depreciation-  Deduction. — The  depreciation  deduction  pro- 
vided by  section  167  shall,  despite  the  provisions  of  subsection  (a), 
be  allowed  with  respect  to  the  portion  of  the  adjusted  basis  which  is 
not  the  amortizable  basis. 

"(f)  Life  Tenant  and  Remainderman. — In  the  case  of  property 
held  by  one  person  for  life  with  remainder  to  another  person,  the 
deduction  under  this  section  shall  be  computed  as  if  the  life  tenant 
were  the  absolute  owner  of  the  property  and  shall  be  allowable  to  the 
life  tenant. 

"(g)  Cross  References. — 

"(1)  For  rules  relating  to  the  listing  of  buildings  and  structures  in 
the  National  Register  and  for  definitions  of  'National  Register'  and 
Tlegistered  Historic  District',  see  section  470  et  seq.  of  title  16  of  the 
United  States  Code. 

"(2)  For  speci?l  rule  with  respect  to  certain  gain  derived  from  the  dis- 
position of  property  the  adjusted  basis  of  which  is  determined  with 
regard  to  this  section,  see  section  1245." 

(2)  Gain  ON  disposition. — Section  1245(a)  (relating  to  gain   26  USC  1245. 
from  dispositions  of  certain  depreciable  property)  is  amended  by 

strikino:  out  "or  190"  each  place  it  appears  and  inserting  in  lieii 
thereof  "190,  or  191". 

(3)  Conforming  amendments. — • 

(A)  The  table  of  sections  for  part  VI  of  subchapter  B  of 
chapter  1  is  amended  by  inserting  at  the  end  thereof  the  fol- 
lowing new  item : 

"Sec.  191.  Amortization  of  certain  rehabilitation  expenditures  for  certi- 
fied historic  structures." 

(B)  Section  642(f)  (relating  to  amortization  deductions   26  USC  642. 
of  estates  and  trust)  is  amended  by  striking  out  "and  188" 

and  inserting  in  lieu  thereof  "188,  and  191". 

(C)  Section  1082(a)  (2)  (B)  (relating  to  basis  for  deter-    26  USC  1082. 
mmmg  gain  or  loss)  is  amended  bv  striking  out  "or  188"  and 

inserting  in  lieu  thereof  "188,  or  191". 
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(D)  Section  1250(b)  (3)  (relating  to  depreciation  adjust- 
ments) is  amended  by  striking  out  "or  190"  and  inserting  in 
lieu  thereof  "190  or  191". 
(4)  Effective  date. — The  amendments  made  by  this  subsec- 
tion shall  apply  with  respect  to  additions  to  capital  account  made 
after  June  14, 1976  and  before  J une  15, 1981. 

(b)  Demolition. — 

(1)  Disallowance  of  deductions. — Part  IX  of  subchapter  B 
of  chapter  1  (relating  to  items  not  deductible)  is  amended  by  add- 
ing at  the  end  thereof  the  following  new  section : 

"SEC.  280B.  DEMOLITION  OF  CERTAIN  HISTORIC  STRUCTURES. 

"(a)  General  Rule. — In  the  case  of  the  demolition  of  a  certified 
historic  structure  (as  defined  in  section  191(d)  (1) )  — 

"  ( 1 )  no  deduction  otherwise  allowable  under  this  chapter  shall 
be  allowed  to  the  owner  or  lessee  of  such  structure  for — 
"(A)  any  amount  expended  for  such  demolition,  or 
"(B)  any  loss  sustained  on  account  of  such  demolition ;  and 
"(2)  amounts  described  in  paragraph  (1)  shall  be  treated  as 
properly  chargeable  to  capital  account  with  respect  to  the  land 
on  which  the  demolished  structure  was  located. 
"(b)  Special  Rui.e  for  Registered  Historic  Districts. — For  pur- 
poses of  this  section,  any  building  or  other  structure  located  in  a  Regis- 
tered Historic  District  shall  be  treated  as  a  certified  historic  structure 
unless  the  Secretary  of  the  Interior  has  certified,  prior  to  the  demoli- 
tion of  such  structure,  that  such  structure  is  not  of  historic  significance 
to  the  district." 

(2)  Clerical  amendment. — The  table  of  sections  for  part  IX 
of  subchapter  B  of  chapter  1  is  amended  by  adding  at  the  end 
thereof  the  following  new  item : 

"Sec.  280B.  Demolition  of  certain  historic  structures." 

(3)  Effective  date. — The  amendments  made  by  this  subsection 
shall  apply  with  respect  to  demolitions  commencing  after 
June  30,  1976,  and  before  January  1,  1981. 

(c)  Depreciation  or  Improvements. — 

(1)  Method  of  depreciation. — Section  167  (relating  to  depre- 
ciation) is  amended  by  redesignating  subsection  (n)  as  (p),  and 
by  inserting  after  subsection  (m)  the  following  new  subsection: 

"(n)  Straight  Line  Method  in  Certain  Cases. — 

"(1)  In  general. — In  the  case  of  any  property  in  whole  or  in 
part  constructed,  reconstructed,  erected,  or  used  on  a  site  which 
was,  on  or  after  June  30,  1976,  occupied  by  a  certified  historic 
structure  (as  defined  in  section  191(d)  (1))  which  is  demolished 
or  substantially  altered  (other  than  by  virtue  of  a  certified  reha- 
bilitation as  defined  in  section  191(d)  (3) )  after  such  date — 

"(A)  subsections  (b),  (j),  (k),and  (1)  shall  not  apply, 
"(B)  the  term  'reasonable  allowance'  as  used  in  subsection 
(a)  shall  mean  only  an  allowance  computed  under  the  straight 
line  method. 

"(2)  Exception. — The  limitations  imposed  by  this  subsection 
shall  not  apply  to  personal  property." 

(2)  Effective  date. — The  amendment  made  by  this  subsection 
shall  apply  to  that  portion  of  the  basis  which  is  attributable  to 
construction,  reconstruction,  or  erection  after  December  31,  1975, 
and  before  January  1,  1981. 

(d)  Substantially  Rehabilitated  Property. — 

(1)  Section  167  (relating  to  depreciation)  is  amended  by  insert- 
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ing-  after  subsection  (n)   (as  added  by  subsection  (c)  of  this 
section)  the  following  new  subsection : 
"(o)  Substantially  Rehabilitated  Historic  Property. — 

"  (1)  Gexeral  rule. — Pursuant  to  regulations  prescribed  by  the 
Secretary,  the  taxpayer  may  elect  to  compute  the  depreciation 
deduction  attributable  to  substantially  rehabilitated  historic  prop- 
erty as  though  the  original  use  of  such  property  commenced  with 
him.  The  election  shall  be  effective  with  respect  to  the  taxable  year 
referred  to  in  paragraph  (2)  and  all  succeeding  taxable  years. 

"(2)  Substantially  rehabilitated  property. — For  purposes 
of  paragraph  (1),  the  term  'substantially  rehabilitated  historic 
property'  means  any  certified  historic  structure  (as  defined  in  sec- 
tion 191(d)  (1))  with  respect  to  which  the  additions  to  capital  Ante,  p.  1916. 
account  for  any  certified  rehabilitation  (as  defined  in  section 
191(d)  (3) )  during  the  24-month  period  ending  on  the  last  day  of 
any  taxable  year,  reduced  by  any  amounts  allowed  or  allowable  as 
depreciation  or  amortization  with  respect  thereto,  exceeds  the 
greater  of — 

"  ( A)  the  adjusted  basis  of  such  property,  or 
"(B)  $5,000. 

The  adjusted  basis  of  the  property  shall  be  determined  as  of  the 
beginning  of  the  first  day  of  such  24-month  period,  or  of  the  hold- 
ing period  of  the  property  (within  the  meaning  of  section  1250 
(e) ) ,  whichever  is  later." 

(2)  Effective  date. — The  amendment  made  by  this  subsection   26  USC  167 
shall  apply  with  respect  to  additions  to  capital  account  occurring  note, 
after  June  30,  1976,  and  before  July  1,  1981. 
(e)  Transfers  of  Partial  Interests  in  Property  for  Conserva- 
tion Purposes. — 

(1)  Income  tax  deductions  for  charitable  contributions  of 

PARTL\L  interests  IN  PROPERTY  FOR  CONSERVATION  PURPOSES.  Sec- 
tion   170(f)(3)     (relating    to    charitable    contributions)    is   26  USC  170. 
amended — 

(A)  by  striking  out  "or"  at  the  end  of  subparagraph 
(B)(i), 

(B)  by  striking  out  "property.",  at  the  end  of  subpara- 
graph (B)  (ii)  and  inserting  in  lieu  thereof  "property,", 

(C)  by  adding  after  clause  (ii)  of  subparagraph  (B)  the 
following  new  clauses : 

"(iii)  a  lease  on,  option  to  purchase,  or  easement  with 
respect  to  real  property  of  not  less  than  30  years'  dura- 
tion granted  to  an  organization  described  in  subsection 
(b)  (1)  (A)  exclusively  for  conservation  purposes,  or 

"(iv)  a  remainder  interest  in  real  property  which  is 
granted  to  an  organization  described  in  subsection  (b) 
(1)  (A)  exclusively  for  conservation  purposes.",  and 

(D)  by  adding  at  the  end  thereof  the  following  new  sub- 
paragraph : 

"(C)  Conservation  purposes  defined. — For  purposes  of 
subparagraph  (B) ,  the  term  'conservation  purposes'  means — 
"(i)  the  preservation  of  land  areas  for  public  outdoor 
recreation  or  education,  or  scenic  enjoyment ; 

"(ii)  the  preservation  of  historically  important  land 
areas  or  structures;  or 
"(iii)  the  protection  of  natural  environmental  systems.". 

(2)  Estate  tax  deduction  for  transfer  of  partial  interests 

in  property  for  conservations  purposes. — Section  2055(e)(2)    26  USC  2055. 
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(relating  to  deductions  from  gross  estate)  is  amended  by  strik- 
ing out  "(other  than  a  remainder  interest  in  a  personal  residence 
or  farm  or  an  undivided  portion  of  the  decedent's  entire  interest 
in  property)"  and  inserting  in  lieu  thereof  "(other  than  an  inter- 
est described  in  section  170(f)(3)(B))". 

(3)  Gift  tax  deducation  for  transfers  of  partial  interests  in 
PROPERTY  FOR  CONSERVATION  PURPOSES. — Section  2522(c)(2) 
(relating  to  deductions  from  taxable  gifts)  is  amended  by  strik- 
ing out  "(other  than  a  remainder  interest  in  a  personal  residence 
or  farm  or  an  undivided  portion  of  the  donor's  entire  interest  in 
property)"  and  inserting  in  lieu  thereof  "(other  than  an  inter- 
est described  in  section  170(f)  (3)  (B))". 

(4)  Effective  date. — The  amendments  made  by  this  subsection 
shall  apply  with  respect  to  contributions  or  transfers  made  after 
June  13, 1976,  and  before  June  14, 1977. 

SEC.   2125.   AMENDMENT   TO    SUPPLEMENTAL    SECURITY  INCOME 
PROGRAM. 

Section  1612(a)  (2)  (A)  (iii)  of  the  Social  Security  Act  is  amended 
by  striking  out  "fifth  month"  and  inserting  in  lieu  thereof  "seven- 
teenth month". 

SEC.  2126.  EXTENSION  OF  CARRY-OVER  PERIOD  FOR  CUBAN  EXPRO- 
PRIATION  LOSSES 

Subparagraph  (D)  of  section  172(b)  (1)  (relating  to  years  to  which 
loss  may  be  carried)  is  amended  by  striking  out  "15"  and  inserting  in 
lieu  thereof  "20". 

SEC.  2127.  OUTDOOR  ADVERTISING  DISPLAYS. 

(a)  In  General. — Section  1033(g)  (relating  to  condemnation  of 
real  property  held  for  productive  use  in  trade  or  business  or  for  invest- 
ment) is  amended  by  adding  at  the  end  thereof  the  following  new 
paragraph : 

"(3)  Election  to  treat  outdoor  ad\t^rtising  displays  as  real 
property.  

"(A)  In  general. — A  taxpayer  may  elect,  at  such  time 
and  in  such  manner  as  the  Secretary  may  prescribe,  to  treat 
property  which  constitutes  an  outdoor  advertising  display 
as  real  property  for  purposes  of  this  chapter.  The  election 
provided  by  this  subparagraph  may  not  be  made  with  respect 
to  any  property  with  respect  to  which  the  credit  allowed  by 
section  38  (relating  to  investment  in  certain  depreciable 
property)  is  or  has  been  claimed  or  with  respect  to  which 
an  election  under  section  179(a)  (relating  to  additional  first- 
year  depreciation  allowance  for  small  business)  is  in  effect. 

"(B)  Election. — An  election  made  under  subparagraph 
(A)  may  not  be  revoked  without  the  consent  of  the  Secretary. 

"(C)  Outdoor  xVdvertising  display. — For  purposes  of  this 
paragraph,  the  term  'outdoor  advertising  display'  means  a 
rigidly  assembled  sign,  display,  or  device  i3ermanently  affixed 
to  the  ground  or  permanently  attached  to  a  building  or  other 
inherently  permanent  structure  constituting,  or  used  for  the 
display  of,  a  commercial  or  other  advertisement  to  the  public. 

"(D)  Character  of  replacement  property. — For  purposes 
of  this  subsection,  an  interest  in  real  property  purchased  as 
replacement  propeity  for  a  compulsorily  or  involuntarily  con- 
verted outdoor  advertising  display  defined  in  subparagraph  ; 
(C)  (and  treated  by  the  taxpayer  as  real  property)  shall  be 


Ante,  p.  1919. 
26  use  2522. 

26  use  170 
note. 

Ante,  p.  782. 
42  use  1382a. 

26  use  172. 
26  use  1033. 


PUBLIC  LAW  94-455— OCT.  4,  1976 


90  STAT.  1921 


considered  property  of  a  like  kind  as  the  property  converted 
without  regard  to  whether  the  taxpayer's  interest  in  the 
replacement  property  is  the  same  kind  of  interest  the  tax- 
payer held  in  the  converted  property." 
(b)  Effective  Date. — The  amendment  made  by  this  section  shall    26  USC  1033 

apply  to  taxable  years  beginning  after  December  31,  1970.  note. 

SEC.  2128.  TAX  TREATMENT  OF  LARGE  CIGARS. 

(a)  In  General.— So  much  of  section  5701(a)   (relating  to  the    26  USC  5701. 
manner  of  taxation  and  the  rates  of  tax  on  cigars)  as  follows  para- 
graph (1)  is  amended  to  read  as  follow^: 

"(2)  Large  cigars. — On  cigars  weighing  more  than  3  pounds 
per  thousand,  a  tax  equal  to  8 14  percent  of  the  wholesale  price, 
but  not  more  than  $20  per  thousand. 
Cigars  not  exempt  from  tax  under  this  chapter  which  are  removed  but 
not  intended  for  sale  shall  be  taxed  at  the  same  rate  as  similar  cigars 
removed  for  sale." 

(b)  Definition  of  Wholesale  Price. — Section  5702  is  amended  by  26  USC  5702. 
adding  at  the  end  thereof  the  following  new  subsection : 

"(m)  Wholesale  Price. — 'Wholesale  j)rice'  means  the  manufactur- 
er's, or  importer's,  suggested  delivered  price  at  which  the  cigars  are  to 
be  sold  to  retailers,  inclusive  of  the  tax  imposed  by  this  chapter  or  sec- 
tion 7652,  but  exclusive  of  any  State  or  local  taxes  imposed  on  cigars 
as  a  commodity,  and  before  any  trade,  cash,  or  other  discounts,  or  any 
promotion,  advertising,  display,  or  similar  allowances.  Where  the 
manufacturer's  or  importer's  suggested  delivered  price  to  retailers  is 
not  adexjuately  supported  by  bona  fide  arm's  length  sales,  or  where  the 
manufacturer  or  importer  has  no  suggested  delivered  price  to  retailers, 
the  wholesale  price  shall  be  the  price  for  which  cigars  of  comparable 
retail  price  are  sold  to  retailers  in  the  ordinary  course  of  trade  as 
determined  by  the  Secretary." 

(c)  Recordkeeping  Requirement. — Section  5741  is  amended  to  read 
as  follows : 

**SEC.  5741.  RECORDS  TO  BE  MAINTAINED.  26  USC  5741. 

"Every  manufacturer  of  tobacco  products  or  cigarette  papers  and 
tubes,  every  importer,  and  every  export  warehouse  proprietor  shall 
keep  such  records  in  such  manner  as  the  Secretary  shall  by  regulation 
prescribe.  The  records  required  under  this  section  shall  be  available 
for  inspection  by  any  internal  revenue  officer  during  business  hours." 

(d)  Clerical  Amendments. — 

(1)  The  heading  of  subchapter  D  of  chapter  52  is  amended  to 
read  as  follows : 

"Subchapter  D — Records  of  Manufacturers  and  Importers  of 
Tobacco  Products  and  Cigarette  Papers  and  Tubes,  and 
Export  Warehouse  Proprietors". 

(2)  The  table  of  subchapters  for  chapter  52  is  amended  by 
striking  out  the  item  relating  to  subchapter  D  and  inserting  in 
lieu  thereof  the  following : 

"SuBCHAPTEB  D.  Records  of  manufacturers  and  importers  of  tobacco 
products  and  cigarette  papers  and  tubes,  and  export 
warehouse  proprietors." 

(e)  Effective  Date. — The  amendments  made  by  this  section  shall  26  USC  5701 
take  effect  on  the  first  month  which  begins  more  than  90  days  after  the  note. 

date  of  the  enactment  of  this  Act. 
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SEC.  2129.  TREATMENT  OF  GAIN  FROM   SALES  OR  EXCHANGES 
BETWEEN  RELATED  PARTIES. 

(a)  In  General. — Section  1239  (relating  to  gain  from  sale  of  cer- 
tain property  between  spouses  or  between  an  individual  and  a  con- 
trolled corporation)  is  amended  to  read  as  follows  : 

"SEC.  1239.  GAIN  FROM  SALE  OF  DEPRECIABLE  PROPERTY  BETWEEN 
CERTAIN  RELATED  TAXPAYERS. 

"(a)  Treatment  of  Gain  as  Ordinary  Income. — In  the  case  of  a 
sale  or  exchange  of  property,  directly  or  indirectly,  between  related 
persons,  any  gain  recognized  to  the  transferor  shall  be  treated  as  ordi- 
nary income  if  such  property  is,  in  the  hands  of  the  transferee,  sub- 
ject to  the  allowance  for  depreciation  provided  in  section  167. 

"(b)  Related  Persons. — For  purposes  of  subsection  (a),  the  term 
'related  persons'  means — 

"  ( 1 )  a  husband  and  wife, 

"  (2)  an  individual  and  a  corporation  80  percent  or  moi'e  in  value 
of  the  outstanding  stock  of  which  is  owned,  directly  or  indirectly, 
by  or  for  such  individual,  or 

"(3)  two  or  more  corporations  80  percent  or  more  in  value  of 
the  outstanding  stock  of  each  of  which  is  owned,  directly  or 
indirectly,  by  or  for  the  same  individual. 
"(c)  Constructive  Ownership  or  Stock. — Section  318  shall  apply 
in  determining  the  ownership  of  stock  for  purposes  of  this  section, 
except  that  sections  318(a)  (2)  (C)  and  318(a)  (3)  (C)  shall  be  applied 
without  regard  to  the  50-percent  limitation  contained  therein." 

(b)  Effectrte  Date. — The  amendment  made  by  this  section  shall 
apply  to  sales  or  exchanges  after  the  date  of  the  enactment  of  this  Act. 
For  purposes  of  the  preceding  sentence,  a  sale  or  exchange  is  considered 
to  have  occurred  on  or  before  such  date  of  enactment  if  such  sale  or 
exchange  is  made  pursuant  to  a  binding  contract  entered  into  on  or 
before  that  date. 

SEC.  2130.  APPLICATION  OF  SECTION  117  TO  CERTAIN  EDUCATION 
PROGRAMS  FOR  MEMBERS  OF  THE  UNIFORMED  SERVICES. 

Subsection  (c)  of  section  4  of  the  Act  entitled  an  Act  to  suspend 
until  the  close  of  June  30,  1975,  the  duty  on  certain  carboxymethyl 
cellulose  salts,  and  for  other  purposes,  approved  October  26,  1974  (88 
Stat.  1457;  Public  Law  93-483),  is  amended  by  striking  out  "and 
1975"  and  inserting  in  lieu  thereof  the  following :  "and  1975,  and,  in 
the  case  of  a  member  of  a  uniformed  service  receiving  training  in 
programs  described  in  subsection  (a)  during  calendar  year  1976,  with 
respect  to  amounts  received  during  calendar  years  1976, 1977, 1978,  and 
1979." 

SEC.  2131.  EXCHANGE  FUNDS. 

(a)  Corporate  Reorganizations. — Paragraph  (2)  of  section  368(a) 
(special  rules  relating  to  definition  of  reorganization)  is  amended  by 
adding  at  the  end  thereof  the  following  new  subparagraph : 

"(F)  Certain  transactions  involving  2  or  more  invest- 
ment companies. — 

"(i)  If  immediately  before  a  transaction  described  in 
paragraph  (1)  (other  than  subparagraph  (E)  thereof), 
2  or  more  parties  to  the  transaction  were  investment  com- 
panies, then  the  transaction  shall  not  be  considered  to  be 
a  reorganization  with  respect  to  any  such  investment 
company  (and  its  shareholders  and  security  holders) 
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unless  it  was  a  reflated  investment  company,  a  real 
estate  investment  trust,  or  a  corporation  which  meets  the 
requirements  of  clause  (ii) . 

"(ii)  A  corporation  meets  the  requirements  of  this 
clause  if  not  more  than  25  percent  of  the  value  of  its  total 
assets  is  invested  in  the  stock  and  securities  of  any  one 
issuer,  and  not  more  than  50  percent  of  the  value  of  its 
total  assets  is  invested  in  the  stock  and  securities  of  5  or 
fewer  issuers.  For  purposes  of  this  clause,  all  members  of 
a  controlled  group  of  corporations  (within  the  meaning 
of  section  1563  (a) )  shall  be  treated  as  one  issuer.  26  USC  1563. 

"(iii)  For  purposes  of  this  subparagraph  the  term  "Investment 
^investment  company'  means  a  regulated  investment  com-  company." 
pany,  a  real  estate  investment  trust,  or  a  corporation 
more  than  50  percent  of  the  value  of  whose  total  assets 
are  stock  and  securities  and  more  than  80  percent  of  the 
value  of  whose  total  assets  are  assets  held  for  investment. 
In  making  the  50-percent  and  80-percent  determinations 
under  the  preceding  sentence,  stock  and  securities  in  any 
subsidiary  corporation  shall  be  disregarded  and  the  par- 
ent corporation  shall  be  deemed  to  own  its  ratable  share 
of  the  subsidiary's  assets,  and  a  corporation  shall  be 
considered  a  subsidiary  if  the  parent  owns  50  percent  or 
more  of  the  combined  voting  power  of  all  classes  of  stock 
entitled  to  vote,  or  50  percent  or  more  of  the  total  value 
of  shares  of  all  classes  of  stock  outstanding. 

"(iv)  For  purposes  of  this  subparagraph,  in  deter-  Total  assets, 
mining  total  assets  there  shall  be  excluded  cash  and  cash 
items  (including  receivables).  Government  securities, 
and,  under  regulations  prescribed  by  the  Secretary,  assets 
acquired  (through  incurring  indebtedness  or  otherwise  J 
for  purposes  of  meeting  the  requirements  of  clause  (ii) 
or  ceasing  to  be  an  investment  company. 

"(v)  This  subparagraph  shall  not  apply  if  the  stock  of 
each  investment  company  is  owned  substantially  by  the 
same  persons  in  the  same  proportions. 

"(vi)  If  an  investment  company  which  is  not  diversi- 
fied within  the  meaning  of  clause  (ii)  acquires  assets  of 
another  corporation,  clause  (i)  shall  be  applied  to  such 
investment  company  and  its  shareholders  and  security 
holders  as  though  its  assets  had  been  acquired  by  such 
other  corporation.  If  such  investment  company  acquires 
stock  of  another  corporation  in  a  reorganization  described 
in  section  368(a)(1)(B)  (hereafter  referred  to  as  the 
^actual  acquisition'),  clause  (i)  shall  be  applied  to  the 
shareholders  and  security  holders  of  such  investment  com- 
pany as  though  they  had  exchanged  with  such  other  cor- 
poration all  of  their  stock  in  such  investment  company 
for  a  percentage  of  the  value  of  the  total  outstanding 
stock  of  the  other  corporation  equal  to  the  percentage  of 
the  value  of  the  total  outstanding  stock  of  such  invest- 
ment company  which  such  shareholders  own  immediately 
after  the  actual  acquisition.  For  purposes  of  section  1001, 
the  deemed  acquisition  or  exchange  referred  to  in  the  two 
preceding  sentences  shall  be  treated  as  a  sale  or  exchange 
of  property  by  the  corporation  and  by  the  shareholders 
and  security  holders  to  which  clause  (i)  is  applied." 
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26  use  721.  (b)  Partxerships. — Section  721  (relating  to  nonrecognition  of  gain 

or  loss  on  transfers  to  partnerships)  is  amended  to  read  as  follows: 
"SEC.  721.  NONRECOGNITION  OF  GAIN  OR  LOSS  ON  CONTRIBUTION. 

"(a)  General  Rule. — No  gain  or  loss  shall  be  recognized  to  a  part- 
nership or  to  any  of  its  partners  in  the  case  of  a  contribution  of  prop- 
erty to  the  partnership  in  exchange  for  an  interest  in  the  partnership. 

"(b)  Specl^l  Rule. — Subsection  (a)  shall  not  apply  to  gain  realized 
on  a  transfer  of  property  to  a  partnership  which  would  be  treated  as  an 
investment  company  (within  the  meaning  of  section  351)  if  the  part- 
nership were  incorporated.'" 

26  use  722,  Conforxixg  Amendment. — Sections  722  and  723  (relating  to 

tax  basis)  are  each  amended  by  striking  out  "contribution.''  and  insert- 
ing in  lieu  thereof  "contribution  increased  by  the  amount  (if  any)  of 
gain  recognized  to  the  contributing  partner  at  such  time." 

26  use  584.  (d)  CoM3roN  Trust  Funds. — Subsection  (e)  of  section  584  (relating 

to  admission  to  and  withdrawal  from  a  common  trust  fund)  is 
amended  by  inserting  after  the  first  sentence  the  following  new  sen- 
tence :  ''The  admission  of  a  participant  shall  be  treated  with  respect  to 
the  participant  as  the  purchase  of,  or  an  exchange  for,  the  participat- 
ing interest." 

9fiTic;r6«^  (^)  Trusts.— 

o«<5.  ^-j^j      general.— Section  683  (relating  to  applicability  of  pro- 

visions) is  amended  to  read  as  follows: 
"SEC.  683.  USE  OF  TRUST  AS  AN  EXCHANGE  FUND. 

"(a)  General  Rule. — Except  as  provided  in  subsection  (b),  if 
property  is  transferred  to  a  trust  in  exchange  for  an  interest  in  other 
trust  property  and  if  the  trust  would  be  an  investment  company 
(within  the  meaning  of  section  351)  if  it  were  a  corporation,  then 
gain  shall  be  recognized  to  the  transferor. 

"(b)  Exception  for  Pooled  Income  Funds. — Subsection  (a)  shall 
not  apply  to  an}'  transfer  to  a  pooled  income  fund  (within  the  mean- 
ing of  section  642(c)  (5) )." 

(2)  Conforming  amendment. — The  table  of  sections  for  sub- 
part F  of  part  I  of  subchapter  J  of  chapter  1  is  amended  by 
striking  out  the  item  relating  to  section  683  and  inserting  in  lieu 
thereof  the  following : 

"Sec.  683.  Use  of  trust  as  an  exchange  fund." 

(f)  Effective  Dates. — 
26  use  368  (1)  Except  as  provided  in  paragraph  (2),  the  amendment 

note.  made  by  subsection  (a)  shall  apply  to  transfers  made  after 

February  17,  1976,  in  taxable  years  ending  after  such  date. 

(2)  The  amendment  made  by  subsection  (a)  shall  not  apply 
to  transfers  made  in  accordance  with  a  ruling  issued  by  the 
Internal  Revenue  Service  before  February  18,  1976,  holding  that 
a  proposed  transaction  would  be  a  reorganization  described  in 
paragraph  (1)  of  section  368(a)  of  the  Internal  Revenue  Code 
of  1954. 

26  use  721  (3)  Except  as  provided  in  paragraph  (4),  the  amendments 

note.  made  by  subsections  (b)  and  (c)  shall  apply  to  transfers  made 

after  February  17,  1976,  in  taxable  years  ending  after  such  date. 

(4)  The  amendments  made  by  subsections  (b)  and  (c)  shall 
not  apply  to  transfers  to  a  partnership  made  on  or  before  the 
90th  day  after  the  date  of  the  enactment  of  this  Act  if — 
(A)  either — 
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(i)  a  ruling  request  with  respect  to  such  transfers 
was  tiled  with  the  Internal  Revenue  Service  before 
March  27, 1976,  or 

(ii)  a  registration  statement  with  respect  to  such 
transfers  was  filed  with  the  Securities  and  Exchange 
Commission  before  March  27, 1976, 

(B)  the  securities  transferred  were  deposited  on  or  before 
the  60th  day  after  the  date  of  the  enactment  of  this  Act,  and 

(C)  either— 

(i)  the  aggregate  value  (determined  as  of  the  close  of 
the  60th  day  referred  to  in  subparagraph  (B),  or,  if 
earlier,  the  close  of  the  deposit  period)  of  the  securities 
so  transferred  does  not  exceed  $100,000,000,  or 

(ii)  the  securities  transferred  were  all  on  deposit  on 
February  29,  1976,  pursuant  to  a  registration  statement 
referred  to  in  subparagraph  (A)  (ii). 

(5)  If  no  registration  statement  was  required  to  be  filed  with  26  USC  721 
the  Securities  and  Exchange  Commission  with  respect  to  the  note, 
transfer  of  securities  to  any  partnership,  then  paragraph  (4) 

shall  be  applied  to  such  transfers — 

(A)  as  if  paragraph  (4)  did  not  contain  subparagraph 
(A)  (ii)  thereof,  and 

(B)  by  substituting  "$25,000,000"  for  "$100,000,000"  in 
subparagraph  (C)  (i)  thereof. 

(6)  The  amendments  made  by  subsections  (d)  and  (e)  shall  26  USC  584 
take  effect  on  April  8,  1976,  in  taxable  years  ending  on  or  after  note, 
such  date. 

SEC  2132.  CONTRIBUTIONS  OF  CERTAIN  GOVERNMENT  PUBLICATIONS. 

(a)  In  Gexeral. — Section  1221  (relating  to  definition  of  capital  26  USC  1221. 
asset)  is  amended  by — 

(1)  striking  out  "or"  at  the  end  of  paragraph  (4)  ; 

(2)  striking  out  the  period  at  the  end  of  paragraph  (5)  and 
inserting  in  lieu  thereof  " ;  or",  and 

(3)  adding  after  paragraph  (5)  the  following  new  paragraph: 
"(6)  a  publication  of  the  United  States  Government  (including 

the  Congressional  Record)  which  is  received  from  the  United 
States  Government  or  any  agency  thereof,  other  than  by  purchase 
at  the  price  at  which  it  is  offered  for  sale  to  the  public,  and  which 
is  held  by — 

"(A)  a  taxpayer  who  so  received  such  publication,  or 
"(B)  a  taxpayer  in  whose  hands  the  basis  of  such  publica- 
tion is  determined,  for  purposes  of  determining  gain  from  a 
sale  or  exchange,  in  whole  or  in  part  by  reference  to  the  basis 
of  such  publication  in  the  hands  of  a  taxpayer  described  in 
subparagraph  (A).". 

(b)  Effective  Date. — The  amendment  made  by  subsection  (a)  26  USC  1221 
shall  apply  to  sales,  exchanges,  and  contributions  made  after  the  date  note. 

of  enactment  of  this  Act. 

SEC.  2133.  TAX  INCENTIVES  STUDY.  26  USC  8022 

(a)  Study. — The  Joint  Committee  on  Taxation,  in  consultation  note, 
with  the  Treasury,  shall  make  a  full  and  complete  study  and  compara- 
tive analysis  of  the  cost  effectiveness  of  different  kinds  of  tax  incentives, 
including  an  analysis  and  study  of  the  most  effective  way  to  use  tax 
cuts  in  a  period  of  business  recession  to  provide  a  stimulus  to  the 
economy. 
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(b)  Keport. — The  Joint  Committee  on  Taxation  shall  submit  to  the 
Committee  on  Finance  of  the  Senate  and  to  the  Committee  on  Ways 
and  Means  of  the  House  of  Representatives  a  final  report  of  its  study 
and  investigation  together  with  its  recommendations,  including  recom- 
mendations for  legislation,  as  it  deems  advisable. 

(c)  Reporting  Date. — The  final  report  called  for  in  subsection  (b) 
of  this  section  shall  be  submitted  no  later  than  September  30, 1977. 

SEC.  2134.  PREPAID  LEGAL  EXPENSES. 

(a)  Exclusion. — Part  III  of  subchapter  B  of  chapter  1  is  amended 
by  inserting  after  section  119  the  following  new  section: 

26  use  120.         "SEC.  120.  AMOUNTS  RECEIVED  UNDER  QUALIFIED  GROUP  LEGAL 

SERVICES  PLANS. 

(a)  Exclusion  by  Employee  for  Contributions  and  Legal  Serv- 
ices Provided  by  Employer. — Gross  income  of  an  employee,  his  spouse, 
or  his  dependents,  does  not  include — 

"(1)  amounts  contributed  by  an  employer  on  behalf  of  an 
employee,  his  spouse,  or  his  dependents  under  a  qualified  group 
legal  services  plan  (as  defined  in  subsection  (b) ) ;  or 

''(2)  the  value  of  legal  services  provided,  or  amounts  paid  for 
:  legal  services,  under  a  qualified  group  legal  services  plan  (as 

defined  in  subsection  (b) )  to,  or  with  respect  to,  an  employee,  his 
spouse,  or  his  dependents. 
"(b)  Qualified  Group  Legal  Services  Plan. — For  purposes  of 
this  section,  a  qualified  group  legal  services  plan  is  a  separate  written 
plan  of  an  employer  for  the  exclusive  benefit  of  his  employees  or  their 
spouses  or  dependents  to  provide  such  employees,  spouses,  or  depend- 
ents with  specified  benefits  consisting  of  personal  legal  services  through 
prepayment  of,  or  provision  in  advance  for,  legal  fees  in  whole  or  in 
part  by  the  employer,  if  the  plan  meets  the  requirements  of  subsec- 
tion (c). 

"(c)  Requirements. — 

"  ( 1 )  Discrimination. — The  contributions  or  benefits  provided 
under  the  plan  shall  not  discriminate  in  favor  of  employees  who 
are  officers,  shareholders,  self-employed  individuals,  or  highly 
compensated. 

"(2)  Eligibility. — The  plan  shall  benefit  employees  who  qual- 
ify under  a  classification  set  up  by  the  employer  and  found  by 
the  Secretary  not  to  be  discriminatory  in  favor  of  employees  who 
are  described  in  paragraph  (1).  For  purposes  of  this  paragraph, 
there  shall  be  excluded  from  consideration  employees  not  included 
in  the  plan  who  are  included  in  a  unit  of  employees  covered  by 
an  agreement  which  the  Secretary  of  Labor  finds  to  be  a  collec- 
tive bargaining  agreement  between  employee  representatives  and 
one  or  more  employers,  if  there  is  evidence  that  group  legal  serv- 
ices plan  benefits  were  the  subject  of  good  faith  bargaining 
between  such  employee  representatives  and  such  employer  or 
employers. 

"(3)  Contribution  limitation. — Not  more  than  25  percent  of 
the  amounts  contributed  under  the  plan  during  the  year  may  be 
provided  for  the  class  of  individuals  who  are  shareholders  or 
owners  (or  their  spouses  or  dependents),  each  of  whom  (on  any 
day  of  the  year)  owns  more  than  5  percent  of  the  stock  or  of  the 
capital  or  profits  interest  in  the  employer. 

"(4)  Notification. — The  plan  shall  give  notice  to  the  Secre- 
tary, in  such  manner  as  the  Secretary  may  by  regulations  pre- 
scribe, that  it  is  applying  for  recognition  of  the  status  of  a 
qualified  group  legal  services  plan. 
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"(5)  Contributions. — Amounts  contributed  under  the  plan 
shall  be  paid  only  (A)  to  insurance  companies,  or  to  organiza- 
tions or  persons  that  provide  personal  legal  services,  or  indem- 
nification against  the  cost  of  personal  legal  services,  in  exchange 
for  a  prepayment  or  payment  of  a  premium,  (B)  to  organizations 
or  trusts  described  in  section  501(c)  (20),  (C)  to  organizations  Infra. 
described  in  section  501(c)  which  are  permitted  by  that  section 
to  receive  payments  from  an  employer  for  support  of  one  or  more 
qualified  group  legal  services  plan  or  plans,  except  that  such 
organizations  shall  pay  or  credit  the  contribution  to  an  organiza- 
tion or  trust  described  in  section  501(c)  (20),  (D)  as  prepayments 
to  providers  of  legal  services  under  the  plan,  or  (E)  a  combina- 
tion of  the  above. 
"(d)  Other  Definitions  and  Specl^l  Ettles. — For  purposes  of  this 
section — 

"(1)  Self-employed  individual;  employee. — The  term  'self- 
employed  individual'  means,  and  the  term  'employee'  includes, 
for  any  year,  an  individual  who  is  an  employee  within  the  mean- 
ing of  section  401(c)  (1)  (relating  to  self-employed  individuals). 

"(2)  Employer. — An  individual  who  owns  the  entire  interest 
in  an  unincorporated  trade  or  business  shall  be  treated  as  his  own 
employer.  A  partnership  shall  be  treated  as  the  employer  of  each 
partner  who  is  an  employee  within  the  meaning  of  paragraph  (1) . 

"(3)  Allocations. —  Allocations  of  amounts  contributed  under 
the  plan  shall  be  made  in  accordance  with  regulations  prescribed 
by  the  Secretary  and  shall  take  into  account  the  expected  relative 
utilization  of  benefits  to  be  provided  from  such  contributions  or 
plan  assets  and  the  manner  in  which  any  premium  or  other  charge 
was  developed. 

"  (4)  Dependent. — The  term  'dependent'  has  the  meaning  given  "Dependent." 
to  it  by  section  152. 

"(5)  ExcLusR-E  BENEFIT. — lu  the  case  of  a  plan  to  which  con- 
tributions are  made  by  more  than  one  employer,  in  determining 
whether  the  plan  is  for  the  fxclusive  benefit  of  an  employer's 
employees  or  their  spouses  or  dependents,  the  employees  of  any 
employer  who  maintains  the  plan  shall  be  considered  to  be  the 
employees  of  each  employer  who  maintains  the  plan. 

"(6)  Attribution  rules. — For  purposes  of  this  section — 

"(A)  ownership  of  stock  in  a  corporation  shall  be  deter- 
mined in  accordance  with  the  rules  provided  under  subsec- 
tions (d)  and  (e)  of  section  1563  (without  regard  to  section 
1563(e)(3)(C)),  and 

"(B)  the  interest  of  an  employee  in  a  trade  or  business 
which  is  not  incorporated  shall  be  determined  in  accordance 
with  regulations  prescribed  by  the  Secretary,  which  shall  be 
based  on  principles  similar  to  the  principles  which  apply 
in  the  case  of  subparagraph  (A). 
"  (7)  Time  of  notice  to  secretary. — A  plan  shall  not  be  a  quali- 
fied group  legal  services  plan  for  any  period  prior  to  the  time 
notification  was  provided  to  the  Secretary  in  accordance  with 
subsection  (c)  (4) ,  if  such  notice  is  given  after  the  time  prescribed 
by  the  Secretary  by  regulations  for  giving  such  notice." 
(b)  Exempt  Status. — Section  501(c)  (relating  to  exempt  organi-   26  USC  501. 
zations)  is  amended  by  adding  at  the  end  thereof  the  following  new 
paragraph : 

"(20)  an  organization  or  trust  created  or  organized  in  the 
United  States,  the  exclusive  function  of  which  is  to  form  part  of 
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a  qualified  group  legal  services  plan  or  plans,  within  the  meaning 
Ante,  p.  1926.  of  section  120.  An  organization  or  trust  which  receives  contribu- 

tions because  of  section  120(c)  (5)  (C)  shall  not  be  prevented  from 
Ante,  p.  1927 .  qualifying  as  an  organization  described  in  section  501(c)  (20) 

merely  because  it  provides  legal  services  or  indemnification 
against  the  cost  of  legal  services  unassociated  with  a  qualified 
group  legal  services  plan." 

(c)  Technical  Amendment. — The  table  of  sections  for  part  III  of 
subchapter  B  of  chapter  1  is  amended  by  inserting  after  the  item  relat- 
ing to  section  119  the  following  new  item : 

  "Sec.  120.  Amounts  received  under  qualified  group  legal  services  plans." 

(d)  Study  and  Report  by  Secretaries  of  Treasury  and  Labor. — 

(1)  A  complete  study  and  investigation  with  respect  to  the 
desirability  and  feasibility  of  continuing  the  exclusion  from 
income  of  certain  prepaid  group  legal  services  benefits  under  sec- 
tion 120  of  the  Internal  Revenue  Code  of  1954  shall  be  made  by 
the  Secretary  of  Labor  and  by  the  Secretary  of  the  Treasury. 

(2)  The  Secretary  of  Labor  and  the  Secretary  of  the  Treasury 
shall  report  to  the  President  and  the  Congress  with  respect  to  the 
study  and  investigation  conducted  under  paragraph  (1)  not  later 
than  December  31,  1980. 

(e)  Effective  Dates. — 

(1)  In  general. — Except  as  provided  in  paragraph  (2),  the 
amendments  made  by  this  section  shall  apply  to  taxable  years 
beginning  after  December  31,  1976,  and  ending  before  January  1, 
1982. 

(2)  Notice  requirement. — For  purposes  of  section  120(d)  (6) 
of  the  Internal  Revenue  Code  of  1954,  the  time  prescribed  by  the 

,  ^_.^^,  ,^..\]'  „.     Secretary  of  the  Treasury  by  regulations  for  giving  the  notice 
-         required  by  section  120(c)(4)  of  such  Code  shall  not  expire 
before  the  90th  day  after  the  day  on  which  regulations  prescribed 
under  such  section  120(c)  (4)  first  become  final. 

(3)  Existing  PLANS. — 

(A)  For  purposes  of  section  120  of  the  Internal  Revenue 
Code  of  1954,  a  written  group  legal  services  plan  which  was 
in  existence  on  June  4,  1976,  shall  be  considered  as  satisfying 
the  requirements  of  subsections  (b)  and  (c)  of  such  section 
120  for  the  period  ending  with  the  compliance  date  (deter- 

  mined  under  subparagraph  (B) ). 

"Compliance  (B)  COMPLIANCE  DATE. — For  purposes  of  this  paragraph, 

date."  the  term  "compliance  date"  means — 

(i)  the  date  occurring  180  days  after  the  date  of  the 
enactment  of  this  Act,  or 

(ii)  if  later,  in  the  case  of  a  plan  which  is  maintained 
pursuant  to  one  or  more  agreements  which  the  Secre- , 
tary  of  Labor  finds  to  be  collective  bargaining  agree- ' 
ments,  the  earlier  of  December  31,  1981,  or  the  date  on 
which  the  last  of  the  collective  bargaining  agreements 
relating  to  the  plan  terminates  (determined  without 
regard  to  any  extension  thereof  agreed  to  after  the  date 
of  the  enactment  of  this  Act) . 

iSEC.  2135.  SPECIAL  RULE  FOR  CERTAIN  CHARITABLE  CONTRIBUTIONS 
OF  INVENTORY  AND  OTHER  PROPERTY. 

26  use  170.  (a)  In  General. — Section  170(e)  (relating  to  certain  contributions 

oi  ordinary  income  and  capital  gain  property)  is  amended  by  adding 
at  the  end  thereof  the  following  new  paragraph : 
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"(3)  Special  rule  for  certain  contributions  of  inventory 

and  other  property.  

"(A)  Qualified  contributions. — For  purposes  of  this 
paragraph,  a  qualified  contribution  shall  mean  a  charitable 
contribution  of  property  described  in  paragraph  (1)  or  (2) 
of  section  1221,  by  a  corporation  (other  than  a  corporation  26  USC  1221. 
which  is  an  electing  small  business  corporation  within  the 
meaning  of  section  1371(b))  to  an  organization  which  is 
described  in  section  501(c)  (3)  and  is  exempt  under  section 
501  (a)  (other  than  a  private  foundation,  as  defined  in  section 
509(a),  which  is  not  an  operating  foundation,  as  defined  in 
section  4942  ( j )  ( 3 ) ) ,  but  only  if — 

"(i)  the  use  of  the  property  by  the  donee  is  related  to 
the  purpose  or  function  constituting  the  basis  for  its 
exemption  under  section  501  and  the  property  is  to  be 
used  by  the  donee  solely  for  the  care  of  the  ill,  the  needy, 
or  infants ; 

"(ii)  the  property  is  not  transferred  by  the  donee  in 
exchange  for  money,  other  property,  or  services ; 

"(iii)  the  taxpayer  receives  from  the  donee  a  written 
statement  representing  that  its  use  and  disposition  of  the 
property  will  be  in  accordance  with  the  provisions  of 
clauses  (i)  and  (ii) ;  and 

"  (iv)  in  the  case  where  the  property  is  subject  to  regu- 
lation under  the  Federal  Food,  Drug,  and  Cosmetic  Act,   26  USC  301. 
as  amended,  such  property  must  fully  satisfy  the  applica- 
ble requirements  of  such  Act  and  regulations  promul- 
gated thereunder  on  the  date  of  transfer  and  for  one 
hundred  and  eighty  days  prior  thereto. 
"(B)  Amount  of  reduction. — The  reduction  under  para- 
graph (1)  (A)  for  any  qualified  contribution  (as  defined  in 
subparagraph  (A) )  shall  be  no  greater  than  the  sum  of — 

"(i)  one-half  of  the  amount  computed  under  para- 
graph (1)  (A)  (computed  without  regard  to  this  para- 
graph), and 

"  (ii)  the  amount  (if  any)  by  which  the  charitable  con- 
tribution deduction  under  this  section  for  any  qualified 
contribution   (computed  by  taking  into  account  the 
amount  determined  in  clause  (i),  but  without  regard  to 
this  clause)  exceeds  twice  the  basis  of  such  property. 
"(C)  This  paragraph  shall  not  apply  to  so  much  of  the 
amount  of  the  gain  described  in  paragraph  (1)  (A)  which 
would  be  long-term  capital  gain  but  for  the  application  of 
sections  617, 1245. 1250, 1251,  or  1252.-'  -  - 

(b)  Effective  Date. — ^The  amendment  made  by  this  section  applies   26  USC  170 
to  charitable  contributions  made  after  the  date  of  enactment  of  this  note. 
Act,  in  taxable  years  ending  after  such  date. 

SEC.  2136.  TAX  TREATMENT  OF  THE  GRANTOR  OF  OPTIONS  OF  STOCK, 
SECURITIES,  AND  COMMODITIES. 

(a)  Section  1234  (relating  to  options  to  buy  or  sell)  is  amended  to  26  USC  1234. 
read  as  follows : 

"SEC.  1234.  OPTIONS  TO  BUY  OR  SELL. 

"  (a)  Treatment  of  Gain  or  Loss  in  the  Case  of  the  Purchaser. — 
"(1)  General  rule. — Gain  or  loss  attributable  to  the  sale  or 
exchange  of,  or  loss  attributable  to  failure  to  exercise,  an  option 
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to  buy  or  sell  property  shall  be  considered  gain  or  loss  from  the 
sale  or  exchange  of  property  which  has  the  same  character  as  the 
property  to  which  the  option  relates  has  in  the  hands  of  the  tax- 
payer (or  would  have  in  the  hands  of  the  taxpayer  if  acquired 
by  him). 

"(2)  Special  ruIjE  for  loss  attributable  to  failure  to  exer- 
cise OPTION. — For  purposes  of  paragraph  (1)  ,  if  loss  is  attribut- 
able to  failure  to  exercise  an  option,  the  option  shall  be  deemed 
to  have  been  sold  or  exchanged  on  the  day  it  expired. 

"(3)  NoNAppLiCATiON  OF  SUBSECTION. — This  subsectiou  shall  not 
apply  to — 

"(A)  an  option  which  constitutes  property  described  in 
paragraph  (1)  of  section  1221 ; 

"(B)  in  the  case  of  gain  attributable  to  the  sale  or 

-  '  exchange  of  an  option,  any  income  derived  in  connection  with 

such  option  which,  without  regard  to  this  subsection,  is 
treated  as  other  than  gain  from  the  sale  or  exchange  of  a 

-  ^      capital  asset;  and 

"(C)  a  loss  attributable  to  failure  to  exercise  an  option 
described  in  section  1233(c). 
"(b)  Treatment  of  Grantor  of  Option  in  the  Case  of  Stock, 
Securities,  or  Commodities. — 

"  ( 1 )  General  rule. — In  the  case  of  the  grantor  of  the  option, 
gain  or  loss  from  any  closing  transaction  with  respect  to,  and 
^    ^      gain  on  lapse  of,  an  option  in  property  shall  be  treated  as  a  gain 
or  loss  from  the  sale  or  exchange  of  a  capital  asset  held  not  more 
than  6  months. 

"(2)  Definitions. — For  purposes  of  this  subsection — 

"(A)  Closing  transaction. — The  term  'closing  transac- 
"  /{-'- 1      tion'  means  any  termination  of  the  taxpayer's  obligation 
•        under  an  option  in  property  other  than  through  the  exercise 

or  lapse  of  the  option. 
'  J         "(B)  Property. — The  term  'property'  means  stocks  and 
~  '    ^      securities  (including  stocks  and  securities  dealt  with  on  a 
'when  issued'  basis),  commodities,  and  commodity  futures. 
"  (3)  NoNAPPLicATioN  OF  SUBSECTION. — This  subscction  shall  not 
appl}'  to  any  option  granted  in  the  ordinary  course  of  the  tax- 
payer's trade  or  business  of  granting  options." 
26  use  1234  (b)  Effective  Date. — The  amendment  made  by  subsection  (a)  shall 

note.  apply  to  options  granted  after  September  1, 1976. 

SEC.  2137.  EXEMPT-INTEREST  DIVIDENDS  OF  REGULATED  INVEST- 
MENT COMPANIES. 

26  use  852.  (a)  General. — Section  852(a)  (1)  (relating  to  regulated  investment 

companies)  is  amended  to  read  as  follows : 

"  ( 1 )  the  deduction  for  dividends  paid  during  the  taxable  year 
(as  defined  in  section  561,  but  without  regard  to  capital  gain 
dividends)  equals  or  exceeds  the  sum  of — 

"  ( A)  90  percent  of  its  investment  company  taxable  income 
for  the  taxable  year  determined  without  regard  to  subsection 
(b)(2)(D);  and 

"(B)  90  percent  of  the  excess  of  (i)  its  interest  income 
excludable  from  gross  income  under  section  103(a)  (1)  over 
(ii)  its  deductions  disallowed  under  sections  265,  171(a)  (2), 
and". 

(b)  Dividends  Paid  Deduction. — Section  852(b)  (2)  (D)  (relating 
to  taxable  income)  is  amended  to  read  as  follows : 
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"(D)  the  deduction  for  dividends  paid  (as  defined  in  sec- 
tion 561)  shall  be  allowed,  but  shall  be  computed  without 
regard  to  capital  gain  dividends  and  exempt-interest 
dividends." 

(c)  Exempt-Interest  Dividends. — Section  852(b)    (relating  to    26  USC  852. 
method  of  taxation  of  regulated  investment  companies  and  share- 
holders) is  amended  by  inserting  after  paragi'aph  (4)  the  following 

new  paragraph  (5)  : 

"(5)  ExEMPT-ixTEREST  DIVIDENDS. — If,  at  the  close  of  each  quar- 
ter of  its  taxable  year,  at  least  50  percent  of  the  value  (as  defined 
in  section  851(c)  (4) )  of  the  total  assets  of  the  regulated  invest- 
ment company  consists  of  obligations  described  in  section 
103(a)  (1) ,  such  company  shall  be  qualified  to  pay  exempt-interest 
dividends,  as  defined  herein,  to  its  shareholders. 

"(A)  Definition. — An  exempt-interest  dividend  means 
any  dividend  or  part  thereof  (other  than  a  capital  gain 
dividend)  paid  by  a  regulated  investment  company  and  des- 
ignated by  it  as  an  exempt-interest  dividend  in  a  written 
notice  mailed  to  its  shareholders  not  later  than  45  days  after 
the  close  of  its  taxable  year.  If  the  aggregate  amoimt  so 
designated  with  respect  to  a  taxable  year  of  the  company 
(including  exempt-interest  dividends  paid  after  the  close  of 
the  taxable  year  as  described  in  section  855)  is  greater  than 
the  excess  of — 

"(i)  the  amount  of  interest  excludable  from  gross 
income  under  section  103(a)  (1),  over 

"(ii)  the  amounts  disallowed  as  deductions  under 
sections  265  and  171(a)  (2), 
the  portion  of  such  distribution  which  shall  constitute  an 
exempt-interest  dividend  shall  be  only  that  proportion  of  the 
amount  so  designated  as  the  amount  of  such  excess  for  such 
taxable  year  bears  to  the  amount  so  designated. 

"  (B)  TrEAT^IENT  of  exempt-interest  DIVIDENDS  BY  SHARE- 
HOLDERS.— An  exempt-interest  dividend  shall  be  treated  by 
the  shareholders  for  all  purposes  of  this  subtitle  as  an  item 
of  interest  excludable  from  gross  income  under  section  103(a) 
(1).  Such  purposes  include  but  are  not  limited  to— 

"(i)  the  determination  of  gross  income  and  taxable 
income, 

"(ii)  the  determination  of  distributable  net  income 
under  subchapter  J, 

"(iii)  the  allowance  of,  or  calculation  of  the  amount 
of,  any  credit  or  deduction,  and 

"(iv)  the  determination  of  the  basis  in  the  hands  of 
/  i\  rr  shareholder- of  any  share  of  stock  of  the  company." 

(d)  Technical  Amendment.— Section  103(g),  as  redesignated  by  26  USC  103. 
section  1305  of  this  Act  (relating  to  exclusions  from  gross  income  of 

imerest  on  certain  government  obligations)  is  amended  by  inserting 
alter  paragraph  (23)  the  following  new  paragraph : 

**(24)  Exempt -interest  dividends.— For  treatment  of  exempt-interest 
dividends,  see  section  852(b)(5)(B).'* 

(e)  Disallowance  of  Deductions.— Section  265  (relating  to  non-   26  USC  265. 
allowance  of  deductions  for  expenses  and  interest  relating  to  tax- 
exempt  income)  is  amended  by  adding  at  the  end  thereof  the  following 

new  paragraphs:  ^ 
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"(3)  Certain  regulated  investment  companies. — In  the  case 
of  a  regulated  investment  company  which  distributes  during 
the  taxable  year  an  exempt-interest  dividend  (including  exempt- 
interest  dividends  paid  after  the  close  of  the  taxable  year  as 
described  in  section  855),  that  portion  of  any  amount  otherwise 
allowable  as  a  deduction  which  the  amount  of  the  income  of  such 
company  wholly  exempt  from  taxes  under  this  subtitle  bears  to 
the  total  of  such  exempt  income  and  its  gross  income  (excluding 
from  gross  income,  for  this  purpose,  capital  gain.net  income,  as 
defined  in  section  1222(9) ). 

"(4)  Interest  related  to  exempt-interest  dividends. — Inter- 
est on  indebtedness  incurred  or  continued  to  purchase  or  carry 
shares  of  stock  of  a  regulated  investment  company  which  during 
the  taxable  year  of  the  holder  thereof  distributes  exempt-interest 
dividends." 

(e)  Effective  Date. — The  amendments  made  by  this  section  shall 
apply  to  taxable  years  beginning  after  December  31,  1975. 
SEC.  2138.  COMMON  TRUST  FUND  TREATMENT  OF  CERTAIN  CUSTODIAL 
ACCOUNTS. 

(a)  In  General. — Section  584(a)  (1)  (relating  to  definition  of  com- 
mon trust  fund)  is  amended  to  read  as  follows : 

"  ( 1 )  exclusively  for  the  collective  investment  and  reinvestment 
of  moneys  contributed  thereto  by  the  bank  in  its  capacity — 

"(A)  as  a  trustee,  executor,  administrator,  or  guardian,  or 
"(B)  as  a  custodian  of  accounts — 
.  "(i)  which  the  Secretary  determines  are  established 

pursuant  to  a  State  law  which  is  substantially  similar  to 
;  the  Uniform  Gifts  to  Minors  Act  as  published  by  the 

American  Law  Institute,  and 

"  (ii)  with  respect  to  which  the  bank  establishes,  to  the 
satisfaction  of  the  Secretary,  that  it  has  duties  and 
responsibilities  similar  to  duties  and  responsibilities  of 
a  trustee  or  guardian ;  and". 
SEC.  2139.  SUPPORT  TEST  FOR  DEPENDENT  CHILDREN  OF  DIVORCED 
ETC.,  PARENTS. 

(a)  In  General. — Section  152  (relating  to  definition  of  depend- 
ents) is  amended  by  striking  the  word  "all"  in  subsection  (e)  (2)  (B) 
(i)  thereof  and  inserting  in  lieu  thereof  "each". 

(b)  Effective  Date. — The  amendment  made  by  this  section  shall 
apply  to  taxable  years  beginning  after  the  date  of  the  enactment  of 
this  Act. 

SEC.  2140.  INVOLUNTARY  CONVERSION  OF  REAL  PROPERTY. 

(a)  In  General. — Section  1033(g)  (relating  to  involuntary  con- 
versions), as  amended  by  this  Act,  is  amended  by  adding  at  the  end 
thereof  the  following  new  paragraph: 

"(4)  Special  rule. — In  the  case  of  a  compulsory  or  involun- 
tary conversion  described  in  paragraph  (1),  subsection  (a)(3) 
(B)  (i)  shall  be  applied  by  substituting  '3  years'  for  '2  years' 

(b)  Effective  Date.— The  amendment  made  by  this  section  shall 
apply  with  respect  to  any  disposition  of  converted  property  (within 
the  meaning  of  section  1033(a)  (2)  of  the  Internal  Revenue  Code  of 
1954)  after  December  31,  1974,  unless  a  condemnation  proceeding 
with  respect  to  such  property  began  before  the  date  of  the  enactment 
of  this  Act. 
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SEC.  2141.  UVESTOCK  SOLD  ON  ACCOUNT  OF  DROUGHT. 

(a )  In  General. — Section  451  (relating  to  general  rules  for  taxable   26  USC  451. 
year  of  inclusion)  is  amended  by  adding  at  the  end  thereof  the  fol- 
lowing new  subsection : 

"  (e)  Special  Eule  for  Proceeds  From  Livestock  Sold  on  Account 
OF  Drought. — 

"(1)  In  general. — In  the  case  of  income  derived  from  the  sale 
or  exchange  of  livestock  (other  than  livestock  described  in  sec- 
tion 1231  (b)  (3)  )^  in  excess  of  the  number  the  taxpayer  would  sell 
if  he  followed  his  usual  business  practices,  a  taxpayer  reporting 
on  the  cash  receipts  and  disbursements  method  of  accounting  may 
elect  to  include  such  income  for  the  taxable  year  following  the 
taxable  year  in  which  such  sale  or  exchange  occurs  if  he  estab- 
lishes that,  under  his  usual  business  practices,  the  sale  or  exchange 
would  not  have  occurred  in  the  taxable  year  in  which  it  occurred 
if  it  were  not  for  drought  conditions,  and  that  these  drought  con- 
ditions had  resulted  in  the  area  being  designated  as  eligible  for 
assistance  by  the  Federal  Government. 

"(2)  Li:mitation. — Paragraph  (1)  shall  apply  only  to  a  tax- 
payer whose  principal  trade  or  business  is  farming  (within  the 
meaning  of  section  6420  (c)(3))." 

(b)  Effective  Date. — The  amendment  made  by  this  section  applies  26  USC  451 
to  taxable  years  beginning  after  December  31, 1975. 

Approved  October  4,  1976. 
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Public  Law  94-460 
94th  Congress 


An  Act 


To  amend  title  XIII  of  the  Public  Health  Service  Act  to  revise  and  extend 
the  program  for  the  establishment  and  expansion  of  health  maintenance 
organizations. 

Be  it  enacted  by  the  Senate  and  Home  of  Representatives  of  the 
United  States  of  America  in  Congress  assemhled^ 

SHORT  TITLE  ;  REFERENCE  TO  ACT 

Section  1.  (a)  This  Act  may  be  cited  as  the  "Health  Maintenance 
Organization  Amendments  of  1976", 

(d)  Whenever  in  title  I  an  amendment  or  repeal  is  expressed  in 
terms  of  an  amendment  to,  or  repeal  of,  a  section  or  other  provision, 
the  reference  shall  be  considered  to  be  made  to  a  section  or  other 
provision  of  the  Public  Health  Service  Act. 

TITLE  I— AMENDMENTS  TO  TITLE  XIII  OF  THE  PUBLIC 
HEALTH  SERVICE  ACT 


Oct.  8,  1976 
[H.R.  9019] 


Health 

Maintenance 

Organization 

Amendments 

of  1976. 

42  use  300e 

note. 


42  use  201 
note. 


SUPPLEMENTAL  HEALTH  SERVICES 


Sec.  101.  (a)  Section  1301(b)  (1)  is  amended  by  adding  at  the  end   42  USC  300e. 
the  following:  "A  health  maintenance  organization  may  include  a 
liealth  service,  defined  as  a  supplemental  health  service  by  section 
1302(2),  in  the  basic  health  services  provided  its  members  for  a  basic 
health  services  payment  described  in  the  first  sentence.". 

(b)  The  first  sentence  of  section  1301(b)  (2)  is  amended  by  striking 
out  "the  organization  shall  provide"  and  all  that  follows  in  that  sen- 
tence and  substituting  "the  organization  may  provide  to  each  of  its 
members  any  of  the  health  services  which  are  included  in  supplemental 

health  services  (as  defined  in  section  1302(2) ).".  42  USC  300e-l. 

(c)  Section  1301(b)  (4)  is  amended  by  striking  out  "and  supplemen- 
tal health  services  in  the  case  of  the  members  who  have  contracted 
therefor"  and  substituting  "and  only  such  supplemental  health  serv- 
ices as  members  have  contracted  for". 


STAFFING 


Sec.  102.  (a)  (1)  The  first  sentence  of  section  1301  (b)  (3)  is  amended  42  USC  300e. 
(A)  by  striking  out  "or  through"  and  by  substituting  ",  through",  (B) 
by  striking  out  "(or  groups)  or"  and  substituting  "(or  groups), 
through  an",  and  (C)  by  inserting  after  "(or  associations)"  the  fol- 
lowing :  ",  through  health  professionals  who  have  contracted  with  the 
health  maintenance  organization  for  the  provision  of  such  services,  or 
through  any  combination  of  such  staff,  medical  group  (or  groups), 
individual  practice  association  (or  associations),  or  health  profes- 
sionals under  contract  with  the  organization". 

(2)  Section  1301(b)(3)  is  amended  by  adding  after  the  first  sen- 
tence the  following:  "A  health  maintenance  organization  may  also, 
during  the  thirty-six  month  period  beginning  with  the  month  follow- 
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ing  the  month  in  which  the  organization  becomes  a  qualified  health 
42  use  300e-9.    maintenance  organization  (within  the  meaning  of  section  1310(d)), 
provide  basic  and  supplemental  health  services  through  an  entity 
42  use  300e-l.    which  but  for  the  requirement  of  section  1302(4)  (C)  (i)  would  be  a 
medical  group  for  purposes  of  this  title.  After  the  expiration  of  such 
period,  the  organization  may  provide  basic  or  supplemental  health 
services  through  such  an  entity  only  if  authorized  by  the  Secretary  in 
accordance  with  regulations  which  take  into  consideration  the  unusual 
•  circumstances  of  such  entity.  A  health  maintenance  organization  may 
not,  in  any  of  its  fiscal  years,  enter  into  contracts  with  health  profes- 
sionals or  entities  other  than  medical  groups  or  individual  practice 
associations  if  the  amounts  paid  under  such  contracts  for  basic  and  sup- 
plemental health  services  exceed  fifteen  percent  of  the  total  amount  to 
'  be  paid  in  such  fiscal  year  by  the  health  maintenance  organization  to 

physicians  for  the  provision  of  basic  and  supplemental  health  services, 
or,  if  the  health  maintenance  organization  principally  serves  a  rural 
area,  thirty  percent  of  such  amount,  except  that  this  sentence  does  not 
apply  to  the  entering  into  of  contracts  for  the  purchase  of  basic  and 
supplemental  health  services  through  an  entity  which  but  for  the 
requirements  of  section  1302(4)  (C)  (i)  would  be  a  medical  group  for 
purposes  of  this  title.  Contracts  between  a  health  maintenance  organi- 
zation and  health  professionals  for  the  provision  of  basic  and  supple- 
mental health  services  shaR  include  such  provisions  as  the  Secretary 
may  require  (including  provisions  requiring  appropriate  continuing 
education).". 

42  use  300e-l.  (b)  (1)  Section  1302(4)  (C)  is  amended  (A)  by  striking  out  clause 
(iv),  (B)  by  redesignating  clause  (v)  as  clause  (iv),  and  (C)  by 
inserting  "and"  at  the  end  of  clause  (iii). 

(2)  Section  1302(5)  (B)  is  amended  (A)  by  striking  out  clause  (i), 
and  (B)  by  redesignating  clauses  (ii)  and  (iii)  as  clauses  (i)  and 
(ii),  respectively. 

OPEN  ENROLLMENT 

42  use  SOOe.  Sec.  103.  (a)  Section  1301(c)  is  amended  by  amending  paragraph 

(4)  to  read  as  follows : 

"(4)  have  an  open  enrollment  period  in  accordance  with  the 
provisions  of  subsection  (d) ;". 
(b)  Section  1301  is  amended  by  adding  at  the  end  thereof  the 
following: 

"(d)  (1)  (A)  A  health  maintenance  organization  which — 

"(i)  has  for  at  least  5  years  provided  comprehensive  health 
services  on  a  prepaid  basis,  or 

"  (ii)  has  an  enrollment  of  at  least  50,000  members, 
shall  have  at  least  once  during  each  fiscal  year  next  following  a  fiscal 
year  in  which  it  did  not  have  a  financial  deficit  an  open  enrollment 
period  (determined  under  subparagraph  (B))  during  which  it  shall 
accept  individuals  for  membership  in  the  order  in  which  they  apply 
for  enrollment  and,  except  as  provided  in  paragraph  (2),  without 
regard  to  preexisting  illness,  medical  condition,  or  degree  of  disabilitv. 
"(B)  An  open  enrollment  period  for  a  health  maintenance  organi- 
\     zation  shall  be  the  lesser  of — 
"(i)  30  days,  or 

"(ii)  the  number  of  days  in  which  the  organization  enrolls  a 
number  of  individuals  at  least  equal  to  3  percent  of  its  total  net 
increase  in  enrollment  (if  any)  in  the  fiscal  year  preceding  the 
fiscal  year  in  which  such  period  is  held. 
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For  the  purpose  of  determining  the  total  net  increase  in  enrollment  in 
a  health  maintenance  organization,  there  shall  not  be  included  any 
individual  who  is  enrolled  in  the  organization  through  a  group  which 
had  a  contract  for  health  care  services  with  the  health  maintenance 
organization  at  the  time  that  such  health  maintenance  organization 
was  determined  to  be  a  qualified  health  maintenance  organization 
under  section  1310. 

"(2)  Notwithstanding  the  requirements  of  paragraph  (1)  a  health 
maintenance  organization  shaU  not  be  required  to  enroll  individuals 
who  are  confined  to  an  institution  because  of  chronic  illness,  perma- 
nent injury,  or  other  infirmity  which  would  cause  economic  impair- 
ment to  the  health  maintenance  organization  if  such  individual  were 
enrolled. 

"(3)  A  health  maintenance  organization  may  not  be  required  to 
make  the  effective  date  of  benefits  for  individuals  enrolled  under  this 
subsection  less  than  90  days  after  the  date  of  enrollment. 

"  (4)  The  Secretary  may  waive  the  requirements  of  this  subsection 
for  a  health  maintenance  organization  which  demonstrates  that  com- 
pliance with  the  provisions  of  this  subsection  would  jeopardize  its 
economic  viability  in  its  service  area.". 

DEFIXmON  OF  SERVICES 

Sec.  104.  (a)  (1)  Paragraph  (1)  (H)  of  section  1302  is  amended  to  42  USC  300e-l. 
read  as  follows : 

"(H)  preventive  health  services  (including  (i)  immunizations, 
ii)  well-child  care  from  birth,  (iii)  periodic  health  evaluations 
or  adults,  (iv)  voluntary  family  planning  services,  (v)  infertility 
services,  and  (vi)  children's  eye  and  ear  examinations  conducted 
to  determine  the  need  for  vision  and  hearing  correction).". 
(2)  Paragraph  (1)  of  section  1302  is  amended  by  striking  out  "or 
podiatrist"  each  place  it  occurs  and  substituting  "podiatrist,  or  other 
health  care  personnel". 

(b)  Paragraph  (2)  of  such  section  is  amended — 

(1)  by  strikino^  out  "under  paragraph  (1)  (A)  or  (1)  (H)"  in 
subparagraphs  (B)  and  (C)  ; 

(2)  by  striking  out  "and"  at  the  end  of  subparagraph  (E),  by 
striking  out  the  period  at  the  end  of  subparagraph  (F)  and  sub- 
stituting ";  and",  and  by  adding  after  subparagraph  (F)  the 
following : 

"(G)  other  health  services  which  are  not  included  as  basic 
health  services  and  which  have  been  approved  by  the  Secretary 
for  delivery  as  supplemental  health  services." ; 

(3)  by  striking  out  "or  podiatrist"  each  place  it  occurs  and 
substituting  "podiatrist,  or  other  health  care  personnel". 

COMMUNrrY  RATING 

Sec.  105.  (a)  (1)  Section  1301(b)  (1)  is  amended  by  adding  at  the  42  USC  300e. 
end  thereof  the  following  new  sentence :  "In  the  case  of  an  entity  which 
before  it  became  a  qualified  health  maintenance  organization  (within 
the  meaning  of  section  1310(d) )  provided  comprehensive  health  serv- 
ices on  a  prepaid  basis,  the  requirement  of  clause  (C)  shall  not  apply  to 
such  entity  until  the  expiration  of  the  forty-eight  month  period  begin- 
ning with  the  month  following  the  month  in  which  the  entity  became 
such  a  qualified  health  organization.". 


42  USC  300e-9. 


Waiver. 
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42  use  300€.  (2)  The  last  sentence  of  section  1301(b)  (2)  is  amended  by  inserting 

before  the  period  the  following :  "except  that,  in  the  case  of  an  entity 
which  before  it  became  a  qualified  health  maintenance  organization 
42  use  300e-9.  (within  the  meaning  of  section  1310(d))  provided  comprehensive 
health  services  on  a  prepaid  basis,  the  requirement  of  this  sentence 
shall  not  apply  to  such  entity  during  the  forty-eight  month  period 
beginning  with  the  month  following  the  month  in  which  the  entity 
became  such  a  qualified  health  maintenance  organization". 
42  USC300e-5.  (3)  Section  1306(b)  is  amended  (A)  by  striking  out  "and"  at  the 
end  of  paragraph  (6),  (B)  by  redesignating  paragraph  (7)  as  para- 
graph (8),  and  (C)  by  inserting  after  paragraph  (6)  the  following 
new  paragraph : 

"(7)  the  application  contains  such  assurances  as  the  Secre= 
tary  may  require  respecting  the  intent  and  the  ability  of  the 
applicant  to  meet  the  requirements  of  paragraphs  (1)  and  (2)  of 
section  1301(b)  respecting  the  fixing  of  basic  health  services  pay- 
ments and  supplemental  health  services  payments  under  a  com- 
munity rating  system ;  and" 
42USC300e-l.  (b)  Section  1302(8)  (A)  is  amended  by  inserting  "differences  in 
marketing  costs  and"  after  "reflect". 

(c)  Subparagraph  (B)  of  section  1302(8)  is  redesignated  as  sub- 
paragraph ( C )  and  the  following  new  subparagraph  is  inserted  after 
subparagraph  (A)  : 

"(B)  Xominal  differentials  in  such  rates  may  be  established  to  re- 
flect the  compositing  of  the  rates  of  payment  in  a  systematic  manner 
to  accommodate  group  purchasing  practices  of  the  various  employers.". 

MEDICAL  GROUP  REQUIREMENTS 

42  use  300e-l.  Sec.  106.  (a)  Section  1302(4)  (C)  is  amended  by  striking  out  "(i) 
as  their  principal  professional  activity  and  as  a  group  responsibility 
engage  in  the  coordinated  practice  of  their  profession  for  a  health 
maintenance  organization"  and  substituting  "(i)  as  their  principal 
professional  activity  engage  in  the  coordinated  practice  of  their  pro- 
fession and  as  a  group  responsibility  have  substantial  responsibility 
for  the  delivery  of  health  services  to  members  of  a  health  maintenance 
organization". 

(b)  Section  1302(4)  (C)  (ii)  is  amended  by  striking  out  "plan"  and 
substituting  "similar  plan  unrelated  to  the  provision  of  specific  health 
services". 

(c)  1302  (4)  (C )  (as  amended  by  section  102{bL)L  ^ ) )  is  amended  by — 

(1)  striking  "and"  before  "(iv)",  and  i 

(2)  striking  the  period  at  the  end  of  subparagraph  (C)  and 
substituting  " ;  and  (v)  establish  an  arrangement  whereby  a  mem- 
ber's enrollment  status  is  not  known  to  the  health  professional 
who  provides  health  services  to  the  member.". 

INCREASE  IN  LIMITS  ON  ASSISTANCE  FOR  FEASIBILITY  SURVEYS,  PLANNING, 
INITIAL  DEVELOPMENT,  AND  INITIAL  OPERATION 

42  use  300e-2.      Sec.  107.  (a)  Section  1303(e)  is  amended  by  striking  "$50,000"  and 

substituting  "$75,000". 
42  use  300e-3.       (b)  (1)  Section  1304(f)  (1)  (A)  is  amended  by  striking  "$125,000" 

and  substituting  "$200,000". 

(2)    Section    1304(f)(2)(A)    is   amended   by   inserting  after 

"$1,000,000"  the  following:  "or,  in  the  case  of  a  project  for  a  health 

maintenance  organization  which  will  provide  services  to  an  additional 
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service  area  (as  defined  by  the  Secretary)  or  which  will  provide  serv- 
ices in  one  or  more  areas  which  are  not  contiguous,  $1,600,000". 

(c)  Section  1305(a)  is  amended  by  strikmg  out  "first  thirty-six  42  USC  300e-4. 
months"  each  place  it  occurs  and  substituting  "first  sixty  months". 


LOAN  GUARANTEES  FOR  PRIVATE  ENTITIES 


Sec.  108.  (a)  Section  1304(a)  (2)  is  amended  to  read  as  follows: 
"(2)  guarantee  to  non-Federal  lenders  payment  of  the  principal 
of  and  the  interest  on  loans  made  to — 

"(A)  nonprofit  private  entities  for  planning  projects  for 
the  establishment  or  expansion  of  health  maintenance 
organizations,  or 

"(B)  other  private  entities  for  such  projects  for  health 
maintenance  organizations  which  will  serve  medically  under- 
served  populations.". 

(b)  Section  1304(b)  (1)  (B)  is  amended  to  read  as  follows: 

"(B)  guarantee  to  non-Federal  lenders  payment  of  the  princi- 
pal of  and  the  interest  on  loans  made  to — 

"(i)  nonprofit  private  entities  for  projects  for  the  initial 
development  of  health  maintenance  organizations,  or 

"(ii)  other  private  entities  for  such  projects  for  health 
maintenance  organizations  which  will  serve  medically  under- 
served  populations.". 

(c)  Section  1305  (a)(3)  is  amended  to  read  as  follows : 

"  (3)  guarantee  to  non-Federal  lenders  payment  of  the  principal 
of  and  the  interest  on  loans  made  to — 

"(A)  nonprofit  private  health  maintenance  organizations 
for  the  amounts  referred  to  in  paragraph  (1)  or  (2),  or 

"(B)  other  private  health  maintenance  organizations  for 
such  amounts  but  only  if  the  health  maintenance  organiza- 
tion will  serve  a  medically  underserved  population.". 

(d)  (1)  Section  1304(d)  is  amended  by  adding  at  the  end  the  fol- 
lowing new  sentence :  "In  considering  applications  for  loan  guaran- 
tees under  this  section,  the  Secretary  shall  give  special  consideration 
to  applications  for  projects  for  health  maintenance  organizations 
whicn  will  serve  medically  underserved  populations.". 

(2)  Section  1305  is  amended  by  adding  at  the  end  thereof  the  fol- 
lowing new  subsection : 

"(f)  In  considering  applications  for  loan  guarantees  under  this 
section,  the  Secretary  shall  give  special  consideration  to  applications 
for  health  maintenance  organizations  which  will  serve  medically 
underserved  populations.". 


42  USC  300e-3. 


42  USC  300e-4. 


Special 
consideration. 


MISCELLANEOUS  AMENDMENTS 

Sec.  109.  (a)(1)  Section  1305(a)  is  amended  by  striking  out  "in   42  USC  300e-4. 
the  period  of"  in  paragraphs  (1)  and  (2)  and  substituting  "during  a 
j  period  not  to  exceed". 

(2)  The  last  sentence  of  1305(b)  (1)  is  amended  to  read  as  follows:  Limitation. 
"In  any  fiscal  year  the  amount  disbursed  to  a  health  maintenance 
organization  under  this  section  (either  directly  by  the  Secretary  or 
by  an  escrow  agent  under  the  terms  of  an  escrow  agreement  or  by  a 
lender  under  a  loan  guaranteed  under  this  section)  may  not  exceed 
$1,000,000.". 
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42  use  300e-6.       (b)  (1)  Section  1307(e)  is  amended— 

(A)  by  inserting  "for  a  private  health  maintenance  organiza- 
tion (other  than  a  private  nonprofit  health  maintenance  organiza- 

•  tion) "  after  "may  be  made",  and 

(B)  by  inserting  "for  private  health  maintenance  organizations 
(other  than  private  nonprofit  health  maintenance  organizations) " 
after  "guaranteed". 

42  use  300e-7.       (2)  Section  1308(c)  is  amended  by  adding  after  paragraph  (4)  the 
following  new  paragraph : 

"(5)  Any  reference  in  this  title  (other  than  in  this  subsection  and 
in  subsection  (d) )  to  a  loan  guarantee  under  this  title  does  not  include 
a  loan  guarantee  made  under  this  subsection.". 

(c)(1)  Section  1308(a)(1)(A)  is  amended  by  striking  out  "for 
similar  loans"  and  sut^tituting  "for  loans  with  similar  maturities, 
terms,  conditions,  and  security". 

(2)  Section  1308(b)  (2)  (D)  is  amended  by  striking  out  "loans  guar- 
anteed under  this  title"  and  substituting  "marketable  obligations  of 
the  United  States  of  comparable  maturities,  adjusted  to  provide  for 
appropriate  administrative  charges". 

42  use  300e-2.       (d)  (1)  The  last  sentence  of  section  1303  (i)  is  amended— 

(A)  by  striking  "the  fiscal  year  ending  June  30,  1974,  or 
June  30,  1975,"  and  substituting  "any  fiscal  year" ;  and 

(B)  by  striking  "for  projects  other  than  those  described  in 
clause  (1)  of  such  sentence"  and  substituting  "for  any  project, 
with  priority  being  given  to  projects  described  in  clause  (1)  of 
such  sentence". 

42  use  300e-3.       (2)  The  last  sentence  of  section  1304  (k)  (1)  is  amended— 

(A)  by  striking  "the  fiscal  year  ending  June  30,  1974,  or 
June  30, 1975,"  and  substituting  "any  fiscal  year" ;  and 

(B)  by  striking  "for  projects  other  than  those  described  in 
clause  (A)  of  such  sentence"  and  substituting  "for  any  project, 
with  priority  being  given  to  projects  described  in  clause  (A)  of 
such  sentence". 

(3)  The  last  sentence  of  section  1304 (k)  (2)  is  amended— 

(A)  by  striking  "the  fiscal  year  ending  June  30,  1974,  or  in 
either  of  the  next  two  fiscal  years"  and  substituting  "any  fiscal 
year" ;  and 

(B)  by  striking  "for  projects  other  than  those  described  in 
clause  (A)  of  such  sentence"  and  substituting  "for  any,project, 
with  priority  being  given  to  projects  described  in  clause^  (A)  of 
such  sentence". 

(e)  Section  1304(b)  (2)  (D)  is  amended  by  striking  out  "for  such 
an  organization"  and  substituting  "who  will  engage  in  practice 
principally  for  the  health  maintenance  organization". 

EMPLOYEE  HEALTH  BENEFITS  PLANS 

42  use  300e-9.       Sec.  110.  (a)  Section  1310  is  amended—  , 
(1)  by  amending  subsection  (a)  to  read  as  follows: 
"Sec.  1310.  (a)(1)  In  accordance  with  regulations  which  the; 
Secretarv  shall  prescribe —  \ 
"(A)  each  employer —  ■ 
"(i)  which  IS  now  or  hereafter  required  during  any 
calendar  quarter  to  pay  its  employees  the  minimum  wage 
prescribed  by  section  6  of  the  Fair  Labor  Standards  Act  of 
29  use  206.  1938  (or  would  be  required  to  pay  its  employees  such  wage 

29  use  213.  but  for  section  13  (a)  of  such  Act) ,  and 
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"(ii)  which  during  such  calendar  quarter  employed  an 
average  number  of  employees  of  not  less  than  25, 
shall  include  in  any  health  benefits  plan,  and 

"(B)  any  State  and  each  political  subdivision  thereof  which 
during  any  calendar  quarter  employed  an  average  number  of 
employees  of  not  less  than  25,  as  a  condition  of  the  payment  to  the 
State  of  funds  under  section  314  (d) ,  317,  318,  1002, 1525,  or  1613,   42  USC  246, 
shall  include  in  any  health  benefits  plan,  247b,  247c, 

offered  to  such  employees  in  the  calendar  year  beginning  after  such  f??** 
calendar  quarter  the  option  of  membership  in  qualified  health  mainte-  ^"*^P~^- 
nance  organizations  which  are  engaged  in  the  provision  of  basic 
health  services  in  health  maintenance  organization  service  areas  in 
which  at  least  25  of  such  employees  reside. 

"(2)  If  any  of  the  employees  of  an  employer  or  State  or  political 
subdivision  thereof  described  in  paragraph  (1)  are  represented  by  a 
collective  bargaining  representative  or  other  employee  representative 
designated  or  selected  under  any  law,  offer  of  membership  in  a  qualified 
health  maintenance  organization  required  by  paragraph  (1)  to  be 
made  in  a  health  benefits  plan  offered  to  such  employees  (A)  shall  first 
be  made  to  such  collective  bargaining  representative  or  other  employee 
representative,  and  (B)  if  such  offer  is  accepted  by  such  representa- 
tive, shall  then  be  made  to  each  such  employee." ; 

(2)  by  amending  paragraphs  (1)  and  (2)  of  subsection  (b) 
to  read  as  follows : 

"(1)  one  or  more  of  such  organizations  provides  basic  health 
services  (A)  without  the  use  of  an  individual  practice  association 
and  (B)  without  the  use  of  contracts  (except  for  contracts  for 
unusual  or  infrequently  used  services)  with  health  professionals, 
and 

"(2)  one  or  more  of  such  organizations  provides  basic  health 
services  through  (A)  an  individual  practice  association  (or  asso- 
ciations), (B)  health  professionals  who  have  contracted  with  the 
health  maintenance  organization  for  the  provision  of  such  serv- 
ices, or  (C)  a  combination  of  such  association  (or  associations) 
or  health  professionals  under  contract  with  the  organization,"; 

(3)  by  striking  out  the  last  sentence  of  subsection  (c) ;  and 

(4)  by  adding  after  subsection  (d)  the  following  new  sub- 
sections : 

"(e)  (1)  Any  employer  who  knowingly  does  not  comply  with  one  or  Civil  penalty, 
more  of  the  requirements  of  subsection  (a)  shall  be  subject  to  a  civil 
penalty  of  not  more  than  $10,000.  If  such  noncompliance  continues,  a 
civil  penalty  may  be  assessed  and  collected  under  this  subsection  for 
each  thirty-day  period  such  noncompliance  continues.  Such  penalty 
may  be  assessed  by  the  Secretary  and  collected  in  a  civil  action  brought 
by  the  United  States  in  a  United  States  district  court. 

"(2)  In  any  proceeding  by  the  Secretary  to  assess  a  civil  penalty 
under  this  subsection,  no  penalty  shall  be  assessed  until  the  employer 
charged  shall  have  been  given  notice  and  an  opportunity  to  present 

^  its  views  on  such  charge.  In  determining  the  amount  of  the  penalty, 
or  the  amount  agreed  upon  in  compromise,  the  Secretary  shall  consider 

,  the  gravity  of  the  noncompliance  and  the  demonstrated  good  faith  of 

;  the  employer  charged  in  attempting  to  achieve  rapid  compliance  after 

]  notification  by  the  Secretary  of  a  noncompliance. 

;    "(3)  In  any  civil  action  brought  to  review  the  assessment  of  a  civil 
'  penalty  assessed  under  this  subsection,  the  court  shall,  at  the  request 
of  any  party  to  such  action,  hold  a  trial  de  novo  on  the  assessment 
of  such  civil  penalty  and  in  any  civil  action  to  collect  such  a  civil 
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penalty,  the  court  shall,  at  the  request  of  any  party  to  such  action, 
hold  a  trial  de  novo  on  the  assessment  of  such  civil  penalty  unless  in  J  j 
a  prior  civil  action  to  review  the  assessment  of  such  penalty  the  court  i 
held  a  trial  de  novo  on  such  assessment.  I  (i 

"(f)  For  purposes  of  this  section,  the  term  'employer'  does  not  | 
include  (1)  the  Government  of  the  United  States,  the  government  of  jj 
the  District  of  Columbia  or  any  territory  or  possession  of  the  United  ^  ^ 
States,  a  State  or  any  political  subdivision  thereof,  or  any  agency  or  j, 
instrumentality  (including  the  United  States  Postal  Service  and  ^  n 
Postal  Rate  Commission)  of  any  of  the  foregoing;  or  (2)  a  church,  j  ^ 
convention  or  association  of  churches,  or  any  organization  operated,  ^ 
supervised  or  controlled  by  a  church,  convention  or  association  of  J  jj 
churches  which  organization  (A)  is  an  organization  described  in  sec-  j  p 
tion  501(c)  (3)  of  the  Internal  Revenue  Code  of  1954,  and  (B)  does  jj 
not  discriminate  (i)  in  the  employment,  compensation,  promotion,  or  i  |j 
termination  of  employment  of  any  personnel,  or  (ii)  in  the  extension  j| 
of  staff  or  other  privileges  to  any  physician  or  other  health  personnel,  j  . 
because  such  persons  seek  to  obtain  or  obtained  health  care,  or  |j  ^ 
participate  in  providing  health  care,  through  a  health  maintenance  [  ^ 
organization.  Il 

"  (g)  If  the  Secretary,  after  reasonable  notice  and  opportunity  for . ;  ^ 
hearing  to  a  State,  finds  that  it  or  any  of  its  political  subdivisions  ; 
has  failed  to  comply  with  one  or  more  of  the  requirements  of  sub-  | 
section  (a),  the  Secretary  shall  terminate  payments  to  such  State  J  „ 
under  sections  314(d),  317,  318,  1002,  1525,  and  1613  and  notify  the  J  | 
Governor  of  such  State  that  further  payments  under  such  sections  will  ■  (j 
not  be  made  to  the  State  until  the  Secretary  is  satisfied  that  there  will  j  jj 
no  longer  be  any  such  failure  to  comply.  H  |j 

"(h)  The  duties  and  functions  of  the  Secretary,  insofar  as  they  ,  ^ 
involve  making  determinations  as  to  whether  an  organization  is  a  ^  jj, 
qualified  health  maintenance  organization  within  the  meaning  of  sub-  i 
section  (d),  shall  be  administered  through  the  Assistant  Secretary  for  ,  » 
Health  and  in  the  Office  of  the  Assistant  Secretary  for  Health,  and 
the  administration  of  such  duties  and  functions  shall  be  integrated  |j  ^ 
with  the  administration  of  section  1312(a) .". 

(b)  Section  8902  of  title  5,  United  States  Code,  relating  to  Federal  ]  ^ 
employee  health  insurance,  is  amended  by  adding  at  the  end  thereof  | 
the  following  new  subsection : 

"(1)  The  Commission  shall  contract  under  this  chapter  for  a  plan 
described  in  section  8903(4)  of  this  title  with  any  qualified  health 
maintenance  carrier  which  offers  such  a  plan.  For  the  purpose  of  this 
subsection,  'qualified  health  maintenance  carrier'  means  any  qualified  pa 
carrier  which  is  a  qualified  health  maintenance  organization  within  k 
the  meaning  of  section  1310(d)  (1)  of  title  XIII  of  the  Public  Health  k 
Service  Act  (42  U.S.C.  300c-9 (d) ) '  sii 

•  !'  sit 

ENFORCEMENT  REQUIREMENTS  '  3S 

'  fi( 

Sec.  111.  (a)  Section  1312(a)  is  amended  by  striking  out  all  of  the  i  jpj 
section  following  paragraph  (3)  and  substituting  the  following:  "the 
Secretary  may  take  the  action  authorized  by  subsection  (b)  ." 

(b)  Section  1312(b)  is  amended  to  read  as  follows: 

"(b)  (1)  If  the  Secretary  makes,  with  respect  to  any  entity  which  ,  ' 
provided  assurances  to  the  Secretary  under  section  1310(d)(1),  a  ;  Si 
determination  described  in  subsection  (a),  the  Secretary  shall  notify  'V] 
the  entity  in  writing  of  the  determination.  Such  notice  shall  specify  ]  '^i 
the  manner  in  which  the  entity  has  not  complied  with  such  assurances  |  ( 


PUBUC  LAW  94-460— OCT.  8,  1976 


90  STAT.  1953 


and  direct  that  the  entity  initiate  (within  30  days  of  the  date  the  notice 
is  issued  by  the  Secretary  or  within  such  longer  period  as  the  Secre- 
tary determines  is  reasonable)  such  action  as  may  be  necessary  to 
bring  (within  such  period  as  the  Secretary  shall  prescribe)  the  entity 
into  compliance  with  the  assurances.  If  the  entity  fails  to  initiate  Notification, 
corrective  action  within  the  period  prescribed  by  the  notice  or  fails 
to  comply  with  the  assurances  within  such  period  as  the  Secretary 
prescribes  (A)  the  entity  shall  not  be  a  qualified  heaHh  maintenance 
organization  for  purposes  of  section  1310  until  such  date  as  the  Sec-  42  USC  300e-9. 
retary  determines  that  it  is  in  compliance  with  the  assurances,  and  (B) 
each  employer  which  has  offered  membership  in  the  entity  in  com- 
pliance with  section  1310,  each  lawfully  recognized  collective  bargain- 
ing representative  or  other  employee  representative  which  represents 
the  employees  of  each  such  employer,  and  the  members  of  such  entity 
shall  be  notified  by  the  entity  that  the  entity  is  not  a  qualified  health 
maintenance  organization  for  purposes  of  such  section.  The  notice 
required  by  clause  (B)  of  the  preceding  sentence  shall  contain,  in 
readily  understandable  lansruage,  the  reasons  for  the  determination 
that  the  entity  is  not  a  qualified  health  maintenance  orgfanization.  The  Publication  in 
Secretary  shall  publish  in  the  Federal  Register  each  determination  Federal  Register, 
referred  to  in  this  paragraph. 

"(2)  If  the  Secretary  makes,  with  respect  to  an  entity  which  has 
received  a  grant,  contract,  loan,  or  loan  guarantee  under  this  title,  a 
determination  described  in  subsection  (a),  the  Secretary  mav,  in  addi- 
tion to  any  other  remedies  available  to  him,  bring  a  civil  action  in  the 
United  States  district  court  for  the  district  in  which  such  entity  is 
located  to  enforce  its  compliance  with  the  assurances  it  furnished 
respecting  the  provision  of  basic  and  supplemental  health  services  or 
its  organization  or  operation,  as  the  case  may  be,  which  assurances 
were  made  in  connection  with  its  application  under  this  title  for  the 
grant,  contract,  loan,  or  loan  sruarantee.". 

(c)  Section  1312  is  amended  by  adding  at  the  end  the  following  new 
subsection : 

"(c)  The  Secretary,  acting  through  the  Assistant  Secretary  for 
Health,  shall  administer  subsections  (a)  and  (b)  in  the  Office  of  the 
Assistant  Secretary  for  Health.". 


42  USC  300e- 
11. 

Administration. 


HMO  S  AXD  FEDERAL  HEALTH  BENEFITS  PROGRAMS 

Sec.  112.  Section  1307(d)  is  amended  by  adding  after  and  below    42  USC  300e-6. 
paragraph  (2)  the  following  new  sentence:  "An  entity  which  provides 
health  services  to  a  defined  population  on  a  prepaid  basis  and  which 
has  members  who  are  enrolled  under  the  health  benefits  program 
authorized  by  chapter  89  of  title  5,  United  States  Code,  may  be  con-    5  USC  8901 
sidered  as  a  health  maintenance  organization  for  purposes  of  receiving  seq. 
assistance  under  this  title  if  with  respect  to  its  other  members  it  pro- 
\ades  health  services  in  accordance  with  section  1301(b)  and  is    42  USC  SOOe. 
organized  and  operated  in  the  manner  prescribed  by  section  1301  (c).". 

EXTENSIONS  AND  AUTHORIZATIONS 

Sec.  113.  (a)  Section  1304(])  is  amended  (1)  by  striking  out    42  USC  300e=3. 
September  30,  1976"  and  substituting  "September  30,  1978",  and  (2) 
Jy^striking  out  "September  30,  1977"  and  substituting  "September  30, 

i^^ix^^^^^^^^^"  section  1305  is  amended  to  read  as  follows:    42  USC  300e-4. 

(d)  >^o  loan  may  be  made  or  guaranteed  under  this  section  after 
September  30,  1980.". 
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42  use  300e-8. 


42  use  300e- 
10. 

Digest. 


42  use  300e- 
13. 


42  use  300e- 
2-300e-4. 

Report  to 
eongress. 


42  use  300e- 
15. 

42  use  300e-9, 
300e-ll. 


(c)  Section  1309(a)  is  amended — 

(1)  by  striking  out  "and"  after  "1975,", 

(2)  by  inserting  after  "1976"  the  following:  ",  $45,000,000  for 
.      the  fiscal  year  ending  September  30, 1977,  and  $45,000,000  for  the 

fiscal  year  ending  September  30,  1978", 

(3)  by  striking  out  "ending  June  30,  1977"  and  substituting 
"ending  September  30, 1977",  and 

(4)  by  striking  out  "$85,000,000"  the  first  time  it  occurs  and 
:    substituting  "$40,000,000",  and  by  striking  out  "$85,000,000"  the 

second  time  it  occurs  and  substituting  "$50,000,000". 

RESTRICTIVE  STATE  LAWS 

Sec.  114.  Section  1311  is  amended  by  adding  at  the  end  the  follow- 
ing new  subsection : 

"(c)  The  Secretary  shall,  within  6  months  after  the  date  of  the 
enactment  of  this  subsection,  develop  a  digest  of  State  laws,  regula- 
tions, and  practices  pertaining  to  developinent,  establishment,  and 
operation  of  health  maintenance  organizations  which  shall  be  updated 
at  least  quarterly  and  relevant  sections  of  which  shall  be  provided  to 
the  Governor  of  each  State  annually.  Such  digest  shall  indicate  which 
State  laws,  regulations,  and  practices  appear  to  be  inconsistent  with  the 
operation  of  this  section.  The  Secretary  shall  also  insure  that  appro- 
priate legal  consultative  assistance  is  available  to  the  States  for  the 
purpose  of  complying  with  the  provisions  of  this  section." 

PROGRAM  EVALUATION  BY  THE  COMPTROLLER  GENERAL 

Sec.  115.  So  much  of  section  1314(a)  as  precedes  paragraph  (1) 
thereof  is  amended  to  read  as  follows : 

"Sec.  1314.  (a)  The  Comptroller  General  shall  evaluate  the  opera- 
tions of  at  least  ten  or  one-half  (whichever  is  greater)  of  the  health 
maintenance  organizations  for  which  assistance  was  provided  under 
sections  1303,  1304,  and  1305,  and  which^  by  December  31,  1976,  have 
been  designated  by  the  Secretary  under  section  1310(d)  as  qualified 
health  maintenance  organizations.  The  Comptroller  General  shall 
report  to  the  Congress  the  results  of  the  evaluation  by  June  30,  1978. 
Such  report  shall  contain  findings — ". 

ADMINISTRATION  OF  PROGRAMS 

Sec.  116.  Title  XIII  is  amended  by  adding  after  section  1315  the 
following  new  section: 

"administration  of  PROGRAM 

"Sec.  1316.  The  Secretary  shall  administer  this  title  (other  than 
sections  1310  and  1312)  through  a  single  identifiable  administrative  | 
unit  of  the  Department.". 


CONFORMING  AMENDMENTS 


42  USe3()0n-l.      Sec.  117.  (a)  Section  1532(c)  is  amended  by  adding  the  following 
sentence  at  the  end  thereof :  "The  criteria  established  by  any  health 
^  ^  systems  agency  or  State  Agency  under  paragraph  (8)  shall  be  con- 
sistent with  the  standards  and  procedures  established  by  the  Secretary 
42  use  300e-5.   under  section  1306  (c)  of  this  Act.". 
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(b)  (1)  Paragraph  (6)  of  section  1302  is  amended  to  read  as  follows :   42  USC  300e-l. 
"(6)  The  term  'health  systems  agency'  means  an  entity  which  is   "Health  systems 
designated  in  accordance  with  section  1515  of  this  Act.".  agency. 

(2)  Paragraph  (7)  of  section  1302  is  amended  by—  *2  USC  300/-4. 

(A)  striking  "section  314(a)  State  health  planning  agency 
whose  section  314(a)  plan"  and  substituting  "State  health  plan- 
ning and  development  agency  which" ;  and 

(B)  striking  "section  314(b)  areawide  health  planning  agency 
whose  section  314(b)  plan",  and  substituting  "health  systems 
agency  designated  for  a  health  service  area  which". 

(3)  Paragraph  (1)  of  section  1303(b)  is  amended  by  striking  "sec-  42  USC  300e-2. 
tion  314(b)  areawide  health  planning  agency  (if  any)  whose  section 

314(b)  plan"  and  substituting  "each  health  systems  agency  designated 
for  a  health  service  area  which". 

(4)  Paragraph  (1)  of  section  1304(c)  is  amended  by  striking  "sec-  42  USC  300e-3. 
tion  314(b)  areawide  health  planning  agency  (if  any)  whose  section 

314(b)  plan"  and  substituting  "each  health  systems  agency  designated 
for  a  health  service  area  which". 

(5)  Section  (b)  (5)  of  section  1306  is  amended  to  read  as  follows:   42  USC  300e-5. 
"(5)  each  health  systems  agency  designated  for  a  health  service 

area  which  covers  (in  whole  or  in  part)  the  area  to  be  served  by 
the  health  maintenance  organization  for  which  such  application 
is  submitted :". 

(6)  Subsection  (c)  of  section  1306  is  amended  by  striking  "section 
314(b)  areawide  health  planning  agencies  and  section  314(a)  State 
health  planning  agencies"  and  substituting  "health  systems  agencies". 


EFFECTIVE  DATES 

Sec.  118.  (a)  Except  as  provided  in  subsection  (b),  the  amend- 
ments made  by  this  title  shall  take  effect  on  the  date  of  the  enactment 
of  this  Act. 

(b)(1)  The  amendments  made  by  sections  101,  102,  103,  104,  and 
106  shall  (A)  apply  with  respect  to  grants,  contracts,  loans,  and  loan 
guarantees  made  under  sections  1303,  1304,  and  1305  of  the  Public 
Health  Service  Act  for  fiscal  years  beginning  after  September  30, 
1976,  (B)  apply  with  respect  to  health  benefit  plans  offered  under 
section  1310  of  such  Act  after  such  date,  and  (C)  for  purposes  of  sec- 
tion 1312  take  effect  October  1, 1976. 

(2)  Subsection  (d)  of  section  1301  of  the  Public  Health  Service 
Act  (added  by  section  103(b)  of  this  Act)  shall  take  effect  with 
respect  to  fiscal  years  of  health  maintenance  organizations  beginning 
on  or  aft'^r  the  date  of  the  enactment  of  this  Act. 

(3)  The  amendments  made  by  section  107  shall  apply  with  respect 
to  grants,  contracts,  loans,  and  loan  guarantees  made  under  sections 
1303,  1304,  and  1305  of  the  Public  Health  Service  Act  for  fiscal  years 
begmning  after  September  30, 1976. 

(4)  The  amendments  made  by  sections  109(a)  (1)  and  109(c)  shall 
apply  with  respect  to  loan  guarantees  made  under  section  1305  of  the 
Public  Health  Service  Act  after  September  30, 1976. 

(5)  The  amendment  made  by  section  109(e)  shall  apply  with  respect 
to  projects  assisted  under  section  1304  of  the  Public  Health  Service 
Act  after  September  30, 1976. 

amendments  made  by  paragraphs  (1)  and  (2)  of  section 
110(a)  shall  apply  with  respect  to  calendar  quarters  which  begin 
after  the  date  of  the  enactment  of  this  Act. 


42  USC  300e 
note. 
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2-300e-4. 
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(7)  The  amendments  made  by  paragraphs  (3)  and  (4)  of  section 
110  shall  apply  with  respect  to  failures  of  employers  to  comply  with 

42  use  300e-9.    section  1310 (a)  of  the  Public  Health  Service  Act  after  the  date  of  the 
enactment  of  this  Act. 

(8)  The  amendment  made  by  section  111  shall  apply  with  respect 
42  use  300e-      to  determinations  of  the  Secretary  of  Health,  Education,  and  Welfare 

described  in  section  1312(a)  of  the  Public  Health  Service  Act  and 
made  after  the  date  of  the  enactment  of  this  Act. 

TITLE  II— AMENDMENTS  TO  SOCIAL  SECURITY  ACT 


MEDICARE  AMENDMENTS 


42  use 

1395mm, 

"Health 

maintenance 

organization.' 


42  use  1395x. 


42  use  300e. 

"Basic  health 
services." 


Administration. 


Sec.  201.  (a)  Section  1876(b)  of  the  Social  Security  Act  is  amended 
to  read  as  follows : 

"  (b)  (1)  The  term  'health  maintenance  organization'  means  a  legal 
entity  which  provides  health  services  on  a  prepayment  basis  to  indi- 
viduals enrolled  with  such  organizations  and  which— 

"(A)  provides  to  its  enrollees  who  are  insured  for  benefits 
under  parts  A  and  B  of  this  title  or  for  benefits  under  part  B 
alone,  through  institutions,  entities,  and  persons  meeting  the 
applicable  requirements  of  section  1861,  all  of  the  services  and 
benefits  covered  under  such  parts  (to  the  extent  applicable  under 
subparagraph  (A)  or  (B)  of  subsection  (a)(1))  which  are  avail- 
able to  individuals  residing  in  the  geographic  area  served  by  the 
organization ; 

"(B)  provides  such  services  in  the  manner  prescribed  by  sec- 
tion 1301  (b)  of  the  Public  Health  Service  Act,  except  that  solely 
for  the  purposes  of  this  section — 

"(i)  the  term  'basic  health  services'  and  references  thereto 
shall  be  deemed  to  refer  to  the  services  and  benefits  included 
under  parts  A  and  B  of  this  title ; 

"  (ii)  the  organization  shall  not  be  required  to  fix  the  basic 
health  services  payment  under  a  community  rating  system; 

"(iii)  the  additional  nominal  payments  authorized  iby  sec- 
tion 1301(b)  (1)  (D)  of  such  Act  shall  not  exceed  the  limits 
applicable  under  subsection  (g)  of  this  section;  and 

"(iv)  payment  for  basic  health  services  provided  by  the 
organization  to  its  enrollees  under  this  section  or  for  serv- 
ices such  enrollees  receive  other  than  through  the  organiza- 
tion shall  be  made  as  provided  for  by  this  title ; 
"(C)  is  organized  and  operated  in  the  manner  prescribed  by 
section  1301(c)  of  the  Public  Health  Service  Act,  except  that 
solely  for  the  purposes  of  this  section — 

"(i)  the  term  'basic  health  services'  and  references  thereto 
shall  be  deemed  to  refer  to  the  services  and  benefits  included 
under  parts  A  and  B  of  this  title; 

"(ii)  the  organization  shall  not  be  reimbursed  for  the  cost 
of  reinsurance  except  as  permitted  by  subsection  (i)  of  this 
section ;  and 

"(iii)  the  organization  shall  have  an  open  enrollment 
period  as  provided  for  in  subsection  (k)  of  this  section. 
"(2)  (A)  The  duties  and  functions  of  the  Secretary,  insofar  as  they 
involve  making  determinations  as  to  whether  an  organization  is  a 
'health  maintenance  organization'  within  the  meaning  of  paragraph 
(1),  shall  be  administered  through  the  Assistant  Secretary  for  Health 
and  in  the  Office  of  the  Assistant  Secretary  for  Health,  and  the  admin- 
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istration  of  such  duties  and  functions  shall  be  integrated  with  the 
administration  of  section  1312  (a)  and  (b)  of  the  Public  Health  Serv- 
ice Act.  42  use  300e- 

"(B)  Except  as  provided  in  subparagraph  (A),  the  Secretary  shall 
administer  the  provisions  of  this  section  through  the  Commissioner 
of  Social  Security.". 

(b)  Section  1876(h)  of  such  Act  is  amended  to  read  as  follows:  42  USC 
"(h)  (1)  Except  as  provided  in  paragraph  (2),  each  health  mainte-  1395mm. 

nance  organization  with  which  the  Secretary  enters  into  a  contract  * 
under  this  section  shall  have  an  enrolled  membership  at  least  half  of 
which  consists  of  individuals  who  have  not  attained  age  65. 

"(2)  The  Secretary  may  waive  the  requirement  imposed  in  para-  Waiver, 
graph  (1)  for  a  period  of  not  more  than  three  years  from  the  date  a 
health  maintenance  organization  first  enters  into  an  agreement  with 
the  Secretary  pursuant  to  subsection  (i),  but  only  for  so  long  as  such 
organization  demonstrates  to  the  satisfaction  of  the  Secretary  by  the 
submission  of  its  plan  for  each  year  that  it  is  making  continuous  efforts 
and  progress  toward  compliance  with  the  provisions  of  paragraph 
fl)  within  such  three-year  period.". 

(c)  Section  1876 (i)  (6)  (B)  of  such  Act  is  amended  by  striking  out 
"(other  than  those  with  respect  to  out-of-area  services)"  and  inserting 
in  lieu  thereof  "(other  than  costs  with  respect  to  out-of-area  services 
and,  in  the  case  of  an  organization  which  has  entered  into  a  risk- 
sharing  contract  with  the  Secretary  pursuant  to  paragraph  (2)  (A), 
the  cost  of  providing  any  member  with  basic  health  services  the  aggre- 
gate value  of  which  exceeds  $5,000  in  any  year) ". 

(d)  Section  1876  is  amended  by  adding  at  the  end  thereof  the 
following — 

"(k)  Each  health  maintenance  organization  with  which  the  Secre-  Open 
tary  enters  into  a  contract  under  this  section  shall  have  an  open  enroll-  enrollment 
ment  period  at  least  every  year  under  which  it  accepts  up  to  the  limits  P^nod. 
of  its  capacity  and  without  restrictions,  except  as  may  be  authorized 
in  reirulations,  individuals  who  are  eligible  to  enroll  under  subsection 
(d)  in  the  order  in  which  they  apply  for  enrollment  (unless  to  do  so 
would  result  in  failure  to  meet  the  requirements  of  subsection  (h) ) 
or  would  result  in  enrollment  of  enrollees  substantially  nonrenresenta- 
tive,  as  determined  in  accordance  with  regulations  of  the  Secretary, 
of  the  population  in  the  geographic  area  served  by  such  health  main- 
tenance organization.". 

(e)  The  amendments  made  by  this  section  shall  be  effective  with  Effective  date, 
respect  to  contracts  entered  into  between  the  Secretary  and  health  42  USC 
maintenance  organizations  under  section  1876  of  the  Social  Security  1395mm  note. 
Act  on  and  after  the  first  dav  of  the  first  calendar  month  which  begins 

more  than  30  days  after  the  date  of  enactment  of  this  Act. 


MEDICAID  AMENDMENTS 

Sec.  202.  (a)  Section  1903  of  the  Social  Security  Act  is  amended  by  42  USC  1396b. 
adding  at  the  end  thereof  the  following  new  subsection : 

"(m)  (1)  (A)  The  term  ^health  maintenance  organization'  means  a  "Health 
legal  entity  which  provides  health  services  to  individuals  enrolled  in  maintenance 
such  organization  and  which—  organization, 
"(i)  provides  to  its  enrollees  who  are  eligible  for  benefits  under 
this  title  the  services  and  benefits  descrilSd  in  paragraphs  (1), 
(2),  (3),  (4)(C),  and  (5)  of  section  1905,  and,  to  the  extent  42  USC  1396d. 
required  by  section  1902(a)  (13)  (A)  (ii)  to  be  provided  under  a  42  USC  1396a. 
State  plan  for  medical  assistance,  the  services  and  benefits 
described  in  paragraph  (7)  of  section  1905(a) ; 
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"(ii)  provides  such  services  and  benefits  in  the  manner  pre- 
scribed in  section  1301(b)  of  the  Public  Health  Service  Act 
(except  that,  solely  for  purposes  of  this  paragraph,  the  term  'basic 
health  services'  and  references  thereto,  when  employed  in  such 
section,  shall  be  deemed  to  refer  to  the  services  and  benefits 
described  in  paragraphs  (1),  (2)  ,  (3),  (4)  (C),  and  (5)  of  section 
1905(a),  and,  to  the  extent  required  by  section  1902(a)  (13)  (A) 
(ii)  to  be  provided  under  a  State  plan  for  medical  assistance,  the 
services  and  benefits  described  in  paragraph  (7)  of  section  1905 
(a) ) ;  and 

"(iii)  is  organized  and  operated  in  the  manner  prescribed  by 
section  1301(c)  of  the  Public  Health  Service  Act  (except  that 
solely  for  purposes  of  this  paragraph,  the  term  'basic  health  serv- 
ices' and  references  thereto,  when  employed  in  such  section  shall 
be  deemed  to  refer  to  the  services  and  benefits  described  in  section 
1905  (a)  (1),  (2),  (3),  (4)(C),and  (5),  and  to  the  extent  required 
by  section  1902(a)  (13)  (A)  (ii)  to  be  provided  under  a  State  plan 
for  medical  assistance,  the  services  and  benefits  described  in  para- 
graph (7)  of  section  1905(a)). 
"(B)  The  duties  and  functions  of  the  Secretary,  insofar  as  they- 
involve  making  determinations  as  to  whether  an  organization  is  a 
health  maintenance  organization  within  the  meaning  of  subparagraph 
( A) ,  shall  be  administered  through  the  Assistant  Secretary  for  Health 
and  in  the  Office  of  the  Assistant  Secretary  for  Health,  and  the  admin- 
istration of  such  duties  and  functions  shall  be  integrated  with  the 
administration  of  section  1312  (a)  and  (b)  of  the  Public  Health 
Service  Act. 

"(2)  (A)  Except  as  provided  in  subparagraphs  (B)  and  (C),  no 
payment  shall  be  made  under  this  title  to  a  State  with  respect  to 
expenditures  incurred  by  it  for  payment  for  services  provided  by  any 
entity — 

"(i)  which  is  responsible  for  the  provision  of — 

"(I)  inpatient  hospital  services  and  any  other  service 
described  in  paragraph  (2),  (3),  (4),  (5),  or  (7)  of  section 
1905(a),  or 

"(II)  any  three  or  more  of  the  services  described  in  such 
paragraphs, 

when  payment  for  such  services  is  determined  under  a  prepaid 
capitation  risk  basis  or  under  any  other  risk  basis; 

"(ii)  which  the  Secretary  (or  the  State  as  authorized  by  para- 
graph (3) )  has  not  determined  to  be  a  health  maintenance  orga- 
nization as  defined  in  paragraph  (1) ;  and 

"(iii)  more  than  one-half  of  the  membership  of  which  consists 
of  individuals  who  are  insured  under  parts  A  and  B  of  title 
XVIII  or  recipients  of  benefits  under  this  title. 
"(B)  Subparagraph  (A)  does  not  apply  with  respect  to  payments 
under  this  title  to  a  State  with  respect  to  expenditures  incurred  by  it 
for  payment  for  services  provided  by  an  entity  which — 

"(i)  (I)  received  a  grant  of  at  least  $100,000  in  the  fiscal  year 
ending  June  30, 1976,  under  section  319fd)  (1)  (A)  or  330(d)  (1) 
of  the  Public  Health  Service  Act,  and  (II)  for  the  period  begin- 
ning July  1,  1976,  and  ending  on  the  expiration  of  the  peroid 
for  which  payments  are  to  be  made  under  this  title  has  been  the 
recipient  of  a  grant  under  either  such  section ;  and 
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"(II)  provides  to  its  enrollees,  on  a  prepaid  capitation  risk 
basis  or  on  any  other  risk  basis,  all  of  the  services  and  benefits 
described  in  paragraphs  (1),  (2),  (3),  (4)(C),  and  (5)  of  section 
1905(a)  and,  to  the  extent  required  by  section  1902(a)  (13)  (A) 
(ii)  to  be  provided  under  a  State  plan  for  medical  assistance,  the 
services  and  benefits  described  in  paragraph  (7)  of  such  section; 
or 

"(ii)  is  a  nonprofit  primary  health  care  entity  located  in  a  rural 
area  (as  defined  by  the  Appalachian  Regional  Commission) — 

"(I)  which  received  in  the  fiscal  year  ending  June  30, 1976, 
at  least  $100,000  (by  grant,  subgrant,  or  subcontract)  under 
the  Appalachian  Regional  Development  Act  of  1965,  and 

"(II)  for  the  period  beginning  July  1, 1976,  and  ending  on 
the  expiration  of  the  period  for  which  payments  are  to  be 
made  under  this  title  either  has  been  the  recipient  of  a  grant, 
subgrant,  or  subcontract  under  such  Act  or  has  provided  serv- 
ices under  a  contract  (initially  entered  into  during  a  year  in 
which  the  entity  was  the  recipient  of  such  a  ^ant,  subgrant, 
or  subcontract)  with  a  State  agency  under  this  title  on  a  pre- 
paid capitation  risk  basis  or  on  any  other  risk  basis ;  or 
"(iii)  which  has  contracted  with  the  single  State  agency  for  the 
provision  of  services  (but  not  including  inpatient  hospital  serv- 
ices) to  persons  eligible  under  this  title  on  a  prepaid  risk  basis 
prior  to  1970. 

"(C)  Subparagraph  (A)  (iii)  shall  not  apply  with  respect  to 
payments  under  this  title  to  a  State  with  respect  to  expenditures 
incurred  by  it  for  payment  for  services  by  an  entity  during  the 
three-year  period  beginning  on  the  date  of  enactment  of  this  sub- 
section or  beginning  on  the  date  the  entity  enters  into  a  contract 
with  the  State  under  this  title  for  the  provision  of  health  services 
on  a  prepaid  risk  basis,  whichever  occurs  later,  but  only  if  the 
entity  demonstrates  to  the  satisfaction  of  the  Secretary  by  the 
submission  of  plans  for  each  year  of  such  three-year  period  that 
it  is  making  continuous  efforts  and  progress  toward  achieving 
compliance  with  subparagraph  (A)  (iii). 
"(3)  A  State  may,  in  the  case  of  an  entity  which  has  submitted  an 
application  to  the  Secretary  for  determination  that  it  is  a  health  main- 
tenance organization  within  the  meaning  of  paragraph  (1)  and  for 
which  no  such  determination  has  been  made  within  90  days  of  the  sub- 
mission of  the  application,  make  a  provisional  determination  for  the 
purposes  of  this  title  that  such  entity  is  such  a  health  maintenance 
organization.  Such  provisional  determination  shall  remain  in  force 
until  such  time  as  the  Secretary  makes  a  determination  regarding  the 
entity's  qualification  under  paragraph  (1).". 

(b)  The  amendment  made  by  subsection  (a)  shall  apply  with 
respect  to  payments  under  title  XIX  of  the  Social  Security  Act  to 
States  for  services  provided — 

(1)  after  the  date  of  enactment  of  subsection  (a)  under  con- 
tracts under  such  title  entered  into  or  renegotiated  after  such  date, 
or 

(2)  after  the  expiration  of  the  1-year  period  beginning  on  such 
date  of  enactment, 

whichever  occurs  first. 


42  use  1396d. 
42  use  1396a. 
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TITLE  III— MISCELLANEOUS  AMENDMENTS 

CENTEH  FOR  HEALTH  SERVICES  POLICY  ANALYSIS 

42  use  247c.  Sec.  sol  Section  305(d)  (1)  of  the  Public  Health  Service  Act  is 
amended  (1)  by  striking  out  "two  national  special  emphasis  centers" 
and  substituting  "three  national  special  emphasis  centers",  (2)  by 
striking  out  "and  one"  and  substituting  "one",  and  (3)  by  inserting 
before  the  last  close  parenthesis  a  semicolon  and  the  following:  "and 
one  of  which  (to  be  designated  as  the  Health  Services  Policy  Analysis 
Center)  shall  focus  on  the  development  and  evaluation  of  national 
policies  with  respect  to  health  services,  including  the  development  of 
health  maintenance  organizations  and  other  forms  of  group  practice, 
with  a  view  toward  improving  the  efficiencies  of  the  nealth  services 
delivery  system". 

HOME  HEALTH  EXTENSION 

42  use  1395x  Sec.  302.  (a)  Section  602(a)  (5)  of  Public  Law  94-63  is  amended  by 
note.  inserting  ",  $2,000,000  for  the  period  July  1,  1976,  through  Septem- 

ber 30, 1976,  $8,000,000  for  the  fiscal  year  ending  September  30, 1977" 
after  "1976". 

(b)  Section  602(b)  (4)  of  Public  Law  94-63  is  amended  by  inserting 
$1,000,000  for  the  period  July  1, 1976,  through  September  30, 1976, 

and  $4,000,000  for  the  fiscal  year  ending  September  30,  1977"  after 

"1976". 

extension  OF  REPORTING  DATE 

42  use  289k-2.  Sec.  303.  Section  603(b)  of  Public  Law  94-63  is  amended  by  strik- 
ing "Within  one  year"  and  substituting  "Not  later  than  2  yeai^". 

technical 

21  use  360d.  Sec.  304.  Section  514(a)  of  the  Federal  Food,  Drug,  and  Cosmetic 
Act  is  amended  by  redesignating  paragraphs  (4)  and  (5)  as  para- 
graphs (3)  and  (4), respectively. 

Approved  October  8,  1976. 
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Title  II — Amendments  to  Social  Security  Act 

MEDICARE  amendments 

Sec.  201.  (a)  Section  1876(b)  of  the  Social  Security  Act  is  airmnded 
to  read  as  follows : 

''(b)  (1)  The  term  'health  maintenance  organization'  means  a  legal 
entity  which  provides  health  services  on  a  prepayment  basis  to  indi- 
viduals  enrolled  with  sv^ch  organizations  and  which — 

"{A)  provides  to  its  enrollees  who  are  insured  for  benefits  under 
parts  A  and  B  of  this  title  or  for  benefits  under  part  B  alone^ 
through  institutions^  entities^  and  persons  meeting  the  applicable 
requirements  of  section  1861,  alt  of  the  services  and  benefits 
covered  under  such  parts  {to  the  extent  applicable  under  sub- 
paragraph {A)  or  (B)  of  subsection  (a)  (1) )  which  are  available 
to  individuals  residing  in  the  geographic  area  served  by  the 
organization; 

"(B)  provides  such  services  in  the  manner  prescribed  by  sec- 
tion 1301(b)  of  the  Public  Health  Service  Act.,  except  that  solely 
for  the  purposes  of  this  section — 

"  (^)  the  term  'basic  health  services^  and  references  thereto 
shall  be  deemed  to  refer  to  the  services  and  benefits  included 
under  parts  A  and  B  of  this  title; 

"(ii)  the  orgam^ization  shall  not  be  required  to  fix  the  basic 
health  services  payment  under  a  corrvmunity  rating  system; 

"(Hi)  the  additional  nominal  payments  authorized  by  sec- 
tion 1301(b)  (1)(D)  of  su^h  Act  shall  not  exceed  the  limits 
applicable  under  subsection  (g)  of  this  section;  and 

"(iv)  payment  for  basic  health  services  provided  by  the 
organization  to  its  enrollees  under  this  section  or  for  serv- 
ices such  enrollees  receive  other  than  through  the  organiza- 
tion shall  be  made  as  provided  for  by  this  title; 
"(C)  is  organized  and  operated  in  the  manner  prescribed  by 
section  1301(c)  of  the  Public  Health  Service  Act,  except  that 
solely  for  the  purposes  of  this  section — 

"(i)  the  term  'basic  health  services^  and  references  thereto 
shall  be  deemed  to  refer  to  the  services  and  benefits  included 
under  parts  A  and  B  of  this  title; 

"(ii)  the  organization  shall  not  be  reimbursed  for  the  cost 
of  reinsurance  except  as  permitted  by  subsection  (i)  of  this 
section;  and 

"(Hi)  the  organization  shall  have  an  open  enrollment  pe- 
riod as  provided  for  in  subsection  (k)  of  this  section. 
"(2)  (A)  The  duties  ana  functions  of  the  Secretary.,  insofar  as  they 
involve  making  determinations  as  to  whether  an  organization  is  a 
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''health  maintenance  organization''  within  the  meaning  of  paragraph 
(i),  shall  he  administered  through  the  Assistant  Secretary  for  Health 
and  in  the  Office  of  the  Assistant  Secretary  for  Healthy  and  the  admin- 
istration of  such  duties  and  functions  shall  he  integrated  with  the 
administratiori  of  section  1312  {a)  and  {h)  of  the  Puhlic  Health  Serv- 
ice Act. 

"(^)  Except  as  provided  in  subparagraph  {A)^  the  Secretary  shall 
administer  the  provisions  of  this  section  through  the  Commissioner 
of  Social  Security^. 

(h)  Section  1876 {h)  of  such  Act  is  amended  to  read  as  follows: 

''{h){l)  Except  a^  p^^ovided  in  paragraph  (^),  each  health  mainte- 
nance organization  with  lohich  the  Secretary  enters  into  a  contract 
under  this  section  shall  have  an  enrolled  membership  at  least  half  of 
lohich  consists  of  individuals  who  have  nx)t  attained  age  65. 

"(^)  The  Secretary  may  tvaive  the  requirement  imposed  in  para- 
graph (1)  for  a  period  of  not  nnore  than  three  years  from  the  date  a 
health  maintenance  onrganizatio'n  first  enters  imlo  an  agreement  with 
the'  Secretary  pursuant  to  subsection  (i),  hut  only  fo7'  so  long  as  such 
organization  demonstrates  to  the  satisfaction  of  the  Secretary  by  the 
submission  of  its  plan  for  each  year  that  it  is  making  continuous  efforts 
and  progress  totcard  complimice  with  the  provisions  of  paragraph 
(!)  within  such  three-year  period.''\ 

{c)  Section  1876 {i)  (6)  (B)  of  such  Act  is  amended  by  striking  out 
''{other  than  those  loith  respect  to  out-of-area servicesy  and  inserting 
in  lieu  thereof  ''{other  than  costs  with  respect  to  out-of-area  services 
and^  in  the  case  of  an  orgamzation  which  has  entered  into  a  rish- 
sharim^g  contract  with  the  Secretary  pnirsu/mt  to  paragraph  {2){A)^ 
the  cost  of  providing  any  nrnmber  with  basic  health  services  the  ag- 
gregate value  of  which  exceeds  $5p(K)  in  any  year) 

{d)  Section  1876  is  amended  by  adding  at  the  end  thereof  the 
following — 

"(/b)  Each  health  mainlenmvce  organization  with  which  the  Secre- 
tary enters  into  a  contract  under  this  section  shall  have  an  open  enroll- 
ment period  at  least  every  year  under  which  it  accepts  up  to  the  limits 
of  its  capaxiity  and  withimt  restrictions^  except  as  may  be  authorized 
in  regulations^  individuals  who  are  eligible  to  enroll  under  subsection 
{d)  in  the  order  in  which  they  apply  for  enrollment  {umless  to  do  so 
would  result  in  failure  to  meet  the  requirements  of  subsection  {h)) 
or  would  result  in  enrollment  of  enrollees  substamtially  nonrepresenta- 
tive^  as  determined  in  ajccordance  with  regulations  of  the  Secretary^ 
of  the  populatifm  in  the  geographic  area  served  by  such  health  main- 
tenance organization^, 

{e)  The  amendments  made  by  this  section  shall  be  effective  with 
respect  to  contra/;ts  entered  into  between  the  Secretary  and  health 
maintenance  organizations  under  section  1876  of  the  Social  Security 
Acton  and  after  the  first  day  of  the  first  calendar  Tnonth  which  begvns 
more  than  SO  days  after  the  date  of  enactment  of  this  Act. 
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TREATMENT  OF  HMO's  UNDER  MEDICARE 

Defirdtion  and  Requirements  of  an  HM 0 

Existing  Law :  Title  XVIII  of  the  Social  Security  Act  defines  and 
sets  forth  requirements  for  HMOs  for  the  purposes  of  title  XVIII 
without  reference  to  the  definition  of  an  HMO  found  in  title  XIII  of 
the  PHS  Act.  The  definition  and  requirements  in  title  XVIII  are, 
however,  generally  comparable  to  those  in  title  XIII  except  that : 

( 1 )  The  services  required  are  those  covered  under  Parts  A  and 
B  of  title  XVIII  rather  than  the  basic  health  services. 

(2)  Physicians'  services  are  to  be  provided  primarily  either 
directly  through  physicians  who  are  employees  or  partners  of  the 
HMO  or  under  arrangements  with  groups  of  physicians  (whether 
organized  on  a  group  practice  or  individual  practice  basis)  who 
are  prepaid  by  the  HMO,  rather  than  by  physicians  who  are  either 
on  the  staff  of  the  HMO,  in  a  medical  group  or  in  an  individual 
practice  association. 

(3)  The  definition  specifically  requires  the  HMO  to  provide 
both  primary  care  and  specialty  care  physicians  for  its  members 
and  defines  a  "specialty  care  physician". 

(4)  At  least  half  of  the  members  of  the  HMO  are  to  be  under 
age  65  (with  a  three  year  waiver  provided  for  making  the  transi- 
tion to  meet  this  requirement) . 

(5)  The  institutions,  entities,  or  persons  who  provide  the  cov- 
ered service  to  Medicare  beneficiaries,  either  directly  or  under  ar- 
rangements, must  meet  Medicare  definitions  and  requirements. 

(6)  Provision  is  made  for  enrollment  of  not  only  beneficiaries 
eligible  for  benefits  under  both  Part  A  and  Part  B  of  Medicare, 
but  for  those  eligible  only  for  Part  B  benefits. 

(7)  The  HMO  premium  rate  or  other  charge  to  Medicare  en- 
rollees  is  based  on  the  actuarial  value  of  the  Medicare  deductible 
plus  any  coinsurance  (rather  than  community-rated  as  under  title 
XIII). 

(8)  HMOs  participating  in  Medicare  are  not  required  to  as- 
sume full  financial  risk ;  rather,  payment  to  the  HMOs  is  made 
either  on  a  reasonable  cost  basis  or  under  a  special  risk  formula. 

(9)  Payments  for  out-of-area  services  are  made  directly  to  the 
•  istitution,  entity,  or  person  who  furnished  the  service  (rather 
than  through  the  beneficiary  as  under  title  XIII). 
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(10)  There  is  no  provision  for  waiver  of  the  open  enrollment 
requirement. 

Section  1876(b)  of  title  XVIII  of  the  Social  Security  Act. 
Home  Bill :  No  change. 

Senate  Amendment:  Amends  the  definition  and  requirements  of  an 
HMO  in  section  1876(b)  to  rely  upon,  by  cross  reference,  the  defini- 
tion and  requirements  of  an  HMO  in  title  XIII  of  the  PHS  Act,  except 
to  specify  that  the  services  which  the  HMO  must  provide  are  those 
covered  in  Parts  A  and  B  of  title  XVIII  rather  than  the  basic  health 
services  defined  in  title  XIII.  The  requirements  of  existing  law  (sub- 
paragraphs (4)- (10)  above)  which  are  additional  to  those  in  title 
XIII  are  preserved.  The  requirements  for  physicians'  services  are  elim- 
inated in  deference  to  those  in  title  XIII  and  the  requirement  for  pro- 
vision of  primary  and  specialty  care  physicians  is  eliminated  outright. 
Section  14  of  S.  1926. 

Conference  Substitute :  Conforms  to  the  Senate  amendment.  The 
issues  were  discussed  with  both  the  House  Committee  on  Ways  and 
Means  and  Senate  Committee  on  Finance.  The  Senate  amendment  was 
acceptable  to  all  concerned ;  because  it  creates  desirable  uniformity  in 
HMO  policy  and  administration. 

Administration 

Existing  Law :  Makes  no  specific  provision  for  the  administration 
of  the  HMO  provisions  in  title  XVIII  of  the  Social  Security  Act. 
House  Bill :  No  change. 

Senate  Amendment:  Kequires  the  Secretary  to  administer  deter- 
minations of  whether  an  organization  is  an  HMO  within  the  meaning 
of  the  amended  definition  in  section  1876  through  the  Assistant  Sec- 
retary for  Health  and  in  the  Office  of  the  Assistant  Secretary  for 
Health,  and  to  administer  the  making  of  such  determinations  in  an 
integrated  fashion  with  the  administration  of  section  1312  (a)  and  (b) 
of  the  PHS  Act  (concerning  continued  regulation  of  HMOs) .  Further 
specifies  that  the  administration  of  the  remainder  of  section  1876  shall 
be  done  through  the  Commissioner  of  Social  Security.  Section  14(a) 
of  S.  1926. 

Conference  Substitute :  Conforms  to  the  Senate  amendment. 
Requirements  Respecting  Reinsurance  Costs 

Existing  Law :  Requires  that  each  contract  with  an  HMO  under  sec- 
tion 1876  provide  that  no  reinsurance  costs  (other  than  those  with 
respect  to  out-of-area  services)  including  any  underwriting  of  risk 
relating  to  costs  in  excess  of  adjusted  average  per  capita  cost,  as  de- 
fined in  clause  III  of  section  1876(a)(3)(A),  shall  be  allowed  for 
purposes  of  determining  payment,  authorized  under  section  1876.  Sec- 
tion 1876  (i)  (6)  (B)  of  the  Social  Security  Act. 

House  Bill :  No  change. 

Senate  Amendment:  Strikes  the  requirement.  Section  14(c)  of 
S.  1926. 

Conference  Substitute:  Contains  a  compromise  which  in  general 
conforms  to  existing  law,  but  is  made  consistent  with  the  policy  of 
reinsurance  in  existing  title  XIII  of  the  PHS  Act,  by  allowing  HMOs 
at  risk  under  title  XVIII  to  reinsure  for  out-of-area  and  catastrophic 
costs. 
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Public  Law  94-563 
94th  Congress 

An  Act 

To  amend  chapter  21  of  the  Internal  Revenue  Code  of  1954  and  title  II  of  the 
Social  Security  Act  to  provide  that  the  payment  of  social  security  taxes  by  a 
nonprofit  organization  with  respect  to  its  employees  shall  constitute  (for  both 
tax  and  benefit  purposes)  a  constructive  filing  by  such  organization  of  the 
certificate  otherwise  required  to  provide  social  security  coverage  for  such 
employees  if  it  has  not  received  a  refund  or  credit  of  such  taxes,  and  to  require 
the  filing  of  such  a  certificate  by  any  nonprofit  organization  which  paid  such 
taxes  but  received  a  refund  or  credit  because  it  had  not  previously  filed  such 
certificate. 

Be  it  enacted  hy  the  Senate  and  House  of  Representatives  of  the 
United  States  of  America  in  Congress  assembled^  That  (a)  section  210  Social  security 
( a )  ( 8 )  ( B )  of  the  Social  Security  Act  is  amended—  taxes. 

(1)  by  inserting  after  "filed  pursuant  to  section  3121  (k)  of  the  42  USC  410. 
Internal  Revenue  Code  of  1954"  in  the  matter  preceding  clause  (i) 

the  following :  "  (or  deemed  to  have  been  so  filed  under  paragraph 
(4)  or  (5)  of  such  section  3121(k))"; 

(2)  by  inserting  after  "filed"  in  clauses  (i),  (ii),  and  (iii)  the 
following:  "(or  deemed  to  have  been  filed)";  and 

(3)  by  striking  out  "is  in  effect"  in  the  matter  following  clause 
(iii)  and  inserting  in  lieu  thereof  "is  (or  is  deemed  to  be)  in 
effect". 

(b)  Section  3121(b)(8)  of  the  Internal  Revenue  Code  of  1954  26  USC  3121. 
(relating  to  exclusion  of  certain  services  from  definition  of  employ- 
ment) is  amended — 

(1)  by  inserting  after  "filed  pursuant  to  subsection  (k)  (or  the 
corresponding  subsection  of  prior  law)"  in  the  matter  preceding 
clause  (i)  the  following:  "or  deemed  to  have  been  so  filed  under 
paragraph  (4)  or  (5)  of  such  subsection" ; 

(2)  by  inserting  after  "filed"  in  clauses  (i),  (ii),  and  (iii)  the 
following : "  (or  deemed  to  have  been  filed) " ;  and 

(3)  by  striking  out  "is  in  effect"  in  the  matter  following  clause 
(iii)  and  inserting  in  lieu  thereof  "is  (or  is  deemed  to  be)  in 
effect". 

(c)  Section  3121  (k)  of  such  Code  (relating  to  exemption  of 
religious,  charitable,  and  certain  other  organizations)  is  amended  by 
adding  at  the  end  thereof  the  following  new  paragraphs : 

"(4)  Constructive  filing  of  certificate  where  no  refund 
OR  credit  of  taxes  has  been  made. — 
"(A)  In  any  case  Avhere — 

"(i)  an  organization  described  in  section  501(c)(3)  26  USC  501. 
which  is  exempt  from  income  tax  under  section  501(a) 
has  not  filed  a  valid  waiver  certificate  under  paragraph 
(1)  of  this  subsection  (or  under  the  corresponding  pro- 
vision of  prior  law)  as  of  the  date  of  the  enactment  of 
this  paragraph  or  any  subsequent  date,  but 

"(ii)  the  taxes  imposed  by  sections  3101  and  3111    26  USC  3101, 
have  been  paid  with  respect  to  the  remuneration  paid  3111. 
by  such  organization  to  its  employees,  as  though  such  a 
certificate  had  been  filed,  during  any  period  (subject  to 
subparagraph  (B)  (i) )  of  not  less  than  three  consecutive 
calendar  quarters, 
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such  organization  shall  be  deemed  (except  as  provided  in 
subparagraph  (B)  of  this  paragraph)  for  purposes  of  sub- 
section (b)  (8)  (B)  and  section  210(a)  (8)  (B)  of  the  Social 
Security  Act,  to  have  filed  a  valid  waiver  certificate  under 
paragraph  (1)  of  this  subsection  (or  under  the  corresponding 
provision  of  prior  law)  on  the  first  day  of  the  period 
described  in  clause  (ii)  of  this  subparagraph  effective  on  the 
first  day  of  the  calendar  quarter  in  which  such  period  began, 
and  to  have  accompanied  such  certificate  with  a  list  contain- 
ing the  signature,  address,  and  social  security  number  (if 
any)  of  each  employee  with  respect  to  whom  the  taxes 
described  in  such  subparagraph  were  paid  (and  each  such 
employee  shall  be  deemed  for  such  purposes  to  have  con- 
curred in  the  filing  of  the  certificate). 

"(B)  Subparagraph  (A)  shall  not  apply  with  respect  to 
any  organization  if — 

"(i)  the  period  referred  to  in  clause  (ii)  of  such  sub- 
paragraph (in  the  case  of  that  organization)  terminated 
before  the  end  of  the  earliest  calendar  quarter  falling 
wholly  or  partly  within  the  time  limitation  (as  defined 
in  section  205(c)(1)(B)  of  the  Social  Security  Act) 
immediately  preceding  the  date  of  the  enactment  of  this 
paragraph,  or 

"(ii)  a  refund  or  credit  of  any  part  of  the  taxes  which 
were  paid  as  described  in  clause  (ii)  of  such  subpara- 
graph with  respect  to  remuneration  for  services  per- 
formed on  or  after  the  first  day  of  the  earliest  calendar 
quarter  falling  wholly  or  partly  within  the  time 
limitation  (as  defined  in  section  205(c)(1)(B)  of  the 
Social  Security  Act)  immediately  preceding  the  date  of 
enactment  of  this  paragraph  (other  than  a  refund  or 
credit  which  would  have  been  allowed  if  a  valid  waiver 
certificate  filed  under  paragraph  (1)  had  been  in  effect) 
has  been  obtained  by  the  organization  or  its  employees 
prior  to  September  9, 1976. 
"(5)  Constructive  filing  of  certificate  where  refund  or 

credit  has  been  made  and  new  certificate  is  not  filed.  in  any 

case  where — 

"(A)  an  organization  described  in  section  501(c)  (8)  which 
is  exempt  from  income  tax  under  section  501(a)  would  be 
deemed  under  paragraph  (4)  of  this  subsection  to  have  filed 
a  valid  waiver  certificate  under  paragraph  (1)  if  it  were  not 
excluded  from  such  paragraph  (4)  (pursuant  to  subpara- 
graph (B)  (ii)  thereof)  because  a  refund  or  credit  of  all 
or  a  part  of  the  taxes  described  in  paragraph  (4)  (A)  (ii)  was 
obtained  prior  to  September  9, 1976 ;  and 

"(B)  such  organization  has  not,  prior  to  the  expiration  of 
180  days  after  the  date  of  the  enactment  of  this  paragraph, 
filed  a  valid  waiver  certificate  under  paragraph  (1)  which  is 
effective  for  a  period  beginning  on  or  before  the  first  day  of 
the  first  calendar  quarter  with  respect  to  which  such  refund 
or  credit  was  made  (or,  if  later,  with  the  first  day  of  the 
earliest  calendar  quarter  for  which  such  certificate  may  be  in 
effect  under  paragraph  (l)(B)(iii))  and  which  is  accom- 
panied by  the  list  described  in  paragraph  (1)  (A) , 
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such  organization  shall  be  deemed,  for  purposes  of  subsection  (b) 
(8)(B)  and  section  210(a)(8)(B)  of  the  Social  Security  Act,  42  USC  410. 
to  have  filed  a  valid  waiver  certificate  under  paragraph  (1)  of 
this  subsection  on  the  181st  day  after  the  date  of  the  enactment  of 
this  paragraph,  effective  for  the  period  beginning  on  the  first  day 
of  the  first  calendar  quarter  with  respect  to  which  the  refund  or 
credit  referred  to  in  subparagraph  (A)  of  this  paragraph  was 
made  (or.  if  later,  with  the  first  day  of  the  earliest  calendar 
quarter  falling  wholly  or  partly  within  the  time  limitation  (as 
defined  in  section  205(c)(1)(B)  of  the  Social  Security  Act)  42  USC  405. 
immediately  preceding  the  date  of  the  enactment  of  this  para- 
graph), and  to  have  accompanied  such  certificate  with  a  list 
containing  the  signature,  address,  and  social  security  number  (if 
any)  of  each  employee  described  in  subparagraph  (A)  of  para- 
graph (4)  including  any  employee  with  respect  to  whom  taxes 
were  refunded  or  credited  as  described  in  subparagraph  (A)  of 
this  paragraph  (and  each  such  employee  shall  be  deemed  for  such 
purposes  to  have  concurred  in  the  filing  of  the  certificate).  A 
certificate  which  is  deemed  to  have  been  filed  by  an  organization 
on  such  181st  day  shall  supersede  any  certificate  which  may  have 
been  actually  filed  by  such  organization  prior  to  that  day  except 
to  the  extent  prescribed  by  the  Secretary  or  his  delegate. 

"(6)  Application  of  certain  provisions  to  cases  of  construc- 
tive FILING. — All  of  the  provisions  of  this  subsection  (other  than 
subparagraphs  (B),  (F),and  (H)  of  paragraph  (1) ),  including 
the  provisions  requiring  payment  of  taxes  under  sections  3101  and  26  USC  3101. 
3111  with  respect  to  the  services  involved,  shall  apply  with  respect  26  USC  3111. 
to  any  certificate  which  is  deemed  to  have  been  filed  by  an  organi- 
zation on  any  day  under  paragraph  (4)  or  (5),  in  the  same  way 
they  would  apply  if  the  certificate  had  been  actually  filed  on  that 
day  under  paragraph  ( 1 )  :  except  that — 

"(A)  the  provisions  relating  to  the  filing  of  supplemental 
lists  of  concurring  employees  in  the  third  sentence  of  para- 
graph (1)  (A),  and  in  paragraph  (1)  (C),  shall  apply  to  the 
extent  prescribed  by  the  Secretary  or  his  delegate : 

''(B)  the  provisions  of  paragraph  (1)  (E)  shall  not  apply 
unless  the  taxes  described  in  paragraph  (4)  (A)  (ii)  were 
paid  by  the  organization  as  though  a  separate  certificate  had 
been  filed  with  respect  to  one  or  both  of  the  groups  to  which 
mch  provisions  relate ;  and 

"(C)  the  action  of  the  organization  in  obtaining  the  refund 
or  credit  described  in  paragi-aph  (5)  (A)  shall  not  be  con- 
sidered a  termination  of  such  organization's  coverage  period 
for  purposes  of  paragraph  (3).  Any  organization  which  is 
deemed  to  have  filed  a  waiver  certificate  under  paragraph 
(4)  or  (5)  shall  be  considered  for  purposes  of  section  3102(b)  26  USC  3102. 
to  have  been  required  to  deduct  tlie  taxes  imposed  by  section 
3101  with  respect  to  the  services  involved. 
'•(7)  Both  employee  and  employer  taxes  payable  by  organi- 
zation FOR  retroactive  PERIOD  IN  CASES  OF  CONSTRUCTIVE  FILING.  

Notwithstanding  any  other  provision  of  this  chapter,  in  any  case 
where  an  organization  described  in  paragraph  Co)  (A)  has  not 
hied  a  valid  waiver  certificate  under  paragraph  (1)  prior  to  the 
expiration  of  180  days  after  the  date  of  the  enactment  of  this 
paragraph  and  is  accordingly  deemed  under  paragraph  (5)  to 
have  filed  such  a  certificate  on  the  181st  day  after  such  date,  the 
taxes  due  under  section  3101,  with  respect  to  services  constituting 
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employment  by  reason  of  such  certificate  for  any  period  prior  to 
the  first  day  of  the  calendar  quarter  in  which  such  181st  day 
occurs  (along  with  the  taxes  due  under  section  3111  with  respect  to 
such  services  and  the  amount  of  any  interest  paid  in  connection 
with  the  refund  or  credit  described  in  paragraph  (5)  (A))  shall 
be  paid  by  such  organization  from  its  own  funds  and  without  any 
deduction  from  the  wages  of  the  individuals  who  performed  such 
services;  and  those  individuals  shall  have  no  liability  for  the 
payment  of  such  taxes. 

"(8)  Extended  period  for  payment  of  taxes  for  retroactive 
COVERAGE. — Notwithstanding  any  other  provision  of  this  title,  in 
any  case  where  an  organization  described  in  paragraph  (5)  (A) 
files  a  valid  waiver  certificate  under  paragraph  (i)  by  the  end  of 
tlie  180-day  period  following  the  date  of  the  enactment  of  this 
paragraph  as  described  in  paragraph  (5)  (B) ,  or  (not  having  filed 
such  a  certificate  within  that  period)  is  deemed  under  paragraph 
(5)  to  have  filed  such  a  certificate  on  the  181st  day  following  that 
date,  the  taxes  due  under  sections  3101  and  3111  with  respect  to 
services  constituting  employment  by  reason  of  such  certificate  for 
any  period  prior  to  the  first  day  of  the  calendar  quarter  in  which 
;      the  date  of  such  filing  or  constructive  filing  occurs  may  be  paid  in 
installments  over  an  appropriate  period  of  time,  as  determined 
under  regulations  prescribed  by  the  Secretary  or  his  delegate, 
rather  than  in  a  lump  sum.", 
(d)  The  amendments  made  by  this  section  shall  apply  with  respect 
to  services  performed  after  1950,  to  the  extent  covered  by  waiver  cer- 
tificates filed  or  deemed  to  have  been  filed  under  section  3121  (k)  (4) 
or  (5)  of  the  Internal  Revenue  Code  of  1954  (as  added  by  such  amend- 
ments) . 

Sec.  2.  Notwithstanding  any  other  provision  of  law,  no  refund  or 
credit  of  any  tax  paid  under  section  3101  or  3111  of  the  Internal  Reve- 
nue Code  of  1954  by  an  organization  described  in  section  501(c)  (3)  of 
such  Code  which  is  exempt  from  income  tax  under  section  501(a)  of 
such  Code  sl^all  be  made  on  or  after  September  9,  1976,  by  reason  of 
such  organization's  failure  to  file  a  waiver  certificate  under  section 
3121  (k)(l)  of  such  Code  (or  the  corresponding  provision  of  prior 
law),  if  such  organization  is  deemed  to  have  filed  such  a  certificate 
under  section  3121  (k)  (4)  of  such  Code  (as  added  by  the  first  section 
of  this  Act). 

Sec.  3.  In  any  case  where — 

(1)  an  individual  performed  service,  as  an  employee  of  an  orga- 
nization which  is  deemed  under  section  3121  (k)  (5)  of  the  Inter- 
nal Revenue  Code  of  1954  to  have  filed  a  waiver  certificate  under 
section  3121  (k)  (1)  of  such  Code,  at  any  time  prior  to  the  period 
for  which  such  certificate  is  effective  ; 

(2)  the  taxes  imposed  by  sections  3101  and  3111  of  such  Code 
were  paid  w^ith  respect  to  remuneration  paid  for  such  service,  but 
such  service  (or  any  part  thereof)  does  not  constitute  employ- 
ment (as  defined  in  section  210(a)  of  the  Social  Security  Act  and 
section  3121(b)  of  such  Code)  because  the  applicable  taxes  so 
paid  were  refunded  or  credited  (otherwise  than  through  a  refund 
or  credit  which  would  have  been  allowed  if  a  valid  waiver  certifi- 
cnte  filed  under  section  3121  (k)(l)  of  such  Code  had  been  in 
effect)  prior  to  September  9,  1976;  and 
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(3)  any  portion  of  such  service  (with  respect  to  which  taxes 
were  paid  and  refunded  or  credited  as  described  in  paragraph 
(2))  would  constitute  employment  (as  so  defined)  if  the  organi- 
zation had  actually  filed  under  section  3121  (k)  (1)  of  such  Code  a   26  USC  3121. 
valid    waiver    certificate    effective    as    provided    in  section 
3121  (k)  (5)  (B)  thereof  (with  such  individual's  signature  appear-  Ante,  p.  2655. 
ing  on  the  accompanying  list) , 
the  remuneration  paid  for  the  portion  of  such  service  described  in 
paragraph  (3)  shall,  upon  the  request  of  such  individual  (filed  in  such 
manner  and  form,  and  with  such  official,  as  may  be  prescribed  by  reg- 
ulations made  under  title  II  of  the  Social  Security  Act)  accompanied  42  USC  401. 
by  full  repayment  of  the  taxes  which  were  paid  under  section  3101  of 
such  Code  with  respect  to  such  remuneration  and  so  refunded  or  cred-  26  USC  3101. 
ited,  be  deemed  to  constitute  remuneration  for  employment  as  so 
defined.  In  any  case  where  remuneration  paid  by  an  organization  to 
an  individual  is  deemed  under  the  preceding  sentence  to  constitute 
remuneration  for  employment,  such  organization  shall  be  liable  (not- 
withstanding any  other  provision  of  such  Code)  for  repayment  of  any 
taxes  which  it  paid  under  section  3111  of  such  Code  with  respect  to  26  USC  3111. 
such  remuneration  and  which  were  refunded  or  credited  to  it. 

Approved  October  19,  1976. 
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94th  Congress  )  HOUSE  OF  EEPRESENTATIVES  'f  Report 
2d  Session    f   \  No.  94-1711 


SOCIAL  SECURITY  COVERAGE  THROUGH  CONSTRUC- 
TIVE FILING  OF  WAIVER  CERTIFICATES  BY  CERTAIN 
NONPROFIT  ORGANIZATIONS 


September  28,  1976. — Committed  to  the  CJommittee  of  the  Whole  House  on  the 
State  of  the  Union  and  ordered  to  be  printed 


Mr.  UllMxVX,  from  the  Committee  on  Ways  and  Means, 
submitted  the  following 

REPORT 

[To  accompany  H.R.  15571] 

The  Committee  on  Ways  and  Means,  to  whom  was  referred  the  bill 
(H.R.  15571)  to  amend  chapter  21  of  the  Internal  Revenue  Code  of 
1954  and  title  II  of  the  Social  Security  Act  to  provide  that  the  pay- 
ment of  social  security  taxes  by  a  nonprofit  organization  with  respect 
to  its  employees  shall  constitute  (for  both  tax  and  benefit  purposes)  a 
constructive  filing  by  such  organization  of  the  certificate  otherwise  re- 
quired to  provide  social  security  coverage  for  such  employees  if  it  has 
not  received  a  refund  or  credit  of  such  taxes,  and  to  require  the  filing 
of  such  a  certificate  bv  any  nonprofit  organization  which  paid  such 
taxes  but  received  a  refund  or  credit  because  it  had  not  previously  filed 
such  certificate,  having  considered  the  same,  report  favorably  thereon 
without  amendment  and  recommend  that  the  bill  do  pass. 

Purpose  of  the  Bill 

The  purpose  of  the  bill  is  to  validate  the  social  security  credits  of 
employees  of  nonprofit  organizations  in  instances  in  which  a  nonprofit 
organization  and  its  employees  had  been  paying  social  security  taxes 
without  having  filed  a  valid  waiver  certificate  to  cover  such  employees 
under  the  social  security  program.  The  bill  would  provide  that  such  a 
certificate  would  be  deemed  to  have  been  filed  by  such  an  organization 
in  those  instances  in  which  the  organization  did  not  apply  for  a  refund 
of  erroneously  paid  taxes  before  September  9, 1976,  and  those  instances 
in  which  the  organization  does  not  file  a  waiver  certificate  within  180 
days  after  enactment  of  the  bill. 
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General  Discussion 
need  for  legislation 

Under  present  law,  employees  of  a  nonprofit  organization  are  ex- 
cluded from  social  security  coverage  unless  the  organization  files  with 
the  Internal  Revenue  Service  a  certificate  waving  its  exemption  from 
taxation.  Coverage  may  be  provided  retroactively  for  up  to  five  years 
before  the  calendar  quarter  in  which  the  waiver  is  filed.  Employees  of 
the  organization  at  the  time  the  waiver  certificate  is  filed  are  given  the 
option  to  participate  in  the  program  and,  if  they  decide  to  do  so,  must 
sign  a  form  accompanying  the  certificate  waiving  their  right  of  exemp- 
tion. All  employees  subsequently  hired  by  the  organization  are  auto- 
matically covered  under  the  program.  After  a  waiver  certificate  has 
been  in  effect  for  eight  years,  an  organization  may  terminate  it  after 
giving  two  years  advance  notice. 

There  is  substantial  evidence  that  a  large  number  of  nonprofit  orga- 
nizations and  their  employees  have  been  paying  social  security  taxes 
even  though  the  organizations  have  not  filed  a  valid  waiver  certificate 
necessarv'  to  waive  such  organizations'  exemption  from  social  security 
tax  liability  and  extend  coverage  under  the  program  to  their  em- 
ployees. The  Internal  Revenue  Service  has  determined  that  such  non- 
profit organizations  and  their  employees  are  entitled  to  a  refund  of 
social  security  taxes  paid  during  the  statute  of  limitations  period 
(approximately  three  years)  and  when  a  refund  is  made  the  social 
security  credits  earned  by  an  organization's  employees  during  the 
statute  of  limitations  period  are  cancelled. 

The  General  Accounting  Office  has  conducted  a  study  of  this  situa- 
tion and  estimates  that  in  1975  around  13,000  to  20,000  nonprofit  orga- 
nizations that  had  not  filed  a  waiver  certificate  were  paying  social  se- 
curity taxes  ranging  from  around  $118  million  to  $369  million.  Based 
on  the  higher  of  the  GAG  estimates,  the  potential  drain  on  the  social 
security  trust  funds  for  the  three  year  statute  of  limitations  period, 
if  all  the  organizations  and  their  employees  chose  to  accept  refunds, 
would  be  around  $1  billion.  The  GAO  also  concluded  on  the  basis  of  its 
survey  that  approximately  60-65  per  cent  of  the  employees  of  nonprofit 
organizations  withdrew  from  the  social  security  program  when  given 
the  opportunity.  Thus,  even  if  all  the  employing  organizations  chose 
to  file  waiver  certificates  covering  the  retroactive  period,  refunds  for 
employees  who  choose  not  to  retain  their  coverage  could  still  total 
around  $600  million. 

pR0^^:sI0NS  of  the  bill 

The  bill  would  provide  that  in  cases  in  which  a  nonprofit  organiza- 
tion and  its  employees  have  paid  social  security  taxes  for  at  least  three 
consecutive  calendar  quarters  and  continuing  to  within  the  statute  of 
limitations  period,  without  having  filed  a  valid  waiver  certificate,  but 
no  refund  or  credit  of  such  taxes  has  been  made  prior  to  September  9, 
1976,  the  organization  would  be  deemed  to  have  filed  a  valid  waiver 
certificate  and  a  list  of  concurring  employees  representing  those  em- 
ployees for  whom  social  security  taxes  were  paid.  This  would  validate 
the  social  security  coverage  of  employees  of  nonprofit  organizations 
that  have  been  erroneously  payinug  social  security  taxes  without  filing 
proper  waiver  certificates,  both  before  and  after  enactment,  with 
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resi)ect  to  those  organizations  that  liave  not  received  a  refund  credit 
of  such  taxes. 

Those  organizations  which  have  received  a  refund  or  credit  of  taxes 
would  have  180  days  after  enactment  of  the  bill  to  voluntarily  file  a 
waiver  certificate  and  a  list  of  concurring  employees.  A  certificate 
which  is  filed  voluntarily  would  be  effective  for  the  first  day  of  the 
period  for  which  taxes  were  refunded  or  credited  or  five  years  before 
iho  date  the  certificate  is  filed,  whiche\^r  is  later. 

A  nonprofit  organization  that  does  not  file  a  waiver  certificate 
within  180  days  after  enactment  of  the  bill  would  be  deemed  to  have 
filed  on  the  181st  day  after  enactment  a  waiver  certificate  for  all  em- 
ployees for  wliom  social  security  taxes  were  paid.  A  certificate  which 
is  deemed  to  have  been  filed  by  such  an  organization  would  be  effective 
for  the  first  day  of  the  period  for  which  a  refund  or  credit  of  errone- 
ously paid  taxes  was  made  or  the  first  calendar  quarter  within  the 
statute  of  limitations  period,  whichever  is  later.  An  organization  that 
does  not  file  a  waiver  certificate  within  180  days  after  enactment  of 
the  bill  would  be  solely  liable  for  both  employer  and  employee  taxes 
for  the  retroactive  period.  The  payment  of  retroactive  taxes  would  be 
permitted  to  be  made  in  installments  and  the  Internal  Revenue  Service 
would  have  discretion  to  establish  any  reasonable  period  for  the  pay- 
ment of  such  taxes. 

It  is  the  Committee's  intent  that  the  bill  would  apply  to  instances 
in  which  a  nonprofit  organization  has  filed  a  waiver  certificate  and 
subsequently  submited  social  securitv  taxes  for  itself  and  its  employees, 
but  foj lowing  advice  received  from  the  Internal  Revenue  Service,  failed 
to  filo  a  list  of  concurring  employees  at  the  time  it  filed  a  waiver 
certificate. 

Other  ^Iatters  To  Be  Discussed  Under  Rules 

In  compliance  with  clause  2(1)  (2)  (B)  of  rule  XI  of  the  House  of 
Representatives,  the  following  statement  is  made  relative  to  the  vote 
by  your  committee  on  the  motion  to  report  the  bill.  The  bill  was  or- 
dered reported  by  voice  vote. 

In  compliance  with  clause  2(1)  (3)  (A)  of  rule  XI  of  the  Rules  of 
the  HoUvSe  of  Representatives,  the  following  statement  is  made  relative 
to  oversight  findings  by  your  committee.  As  a  result  of  an  investigation 
conducted  by  the  Subcommittee  on  Social  Security,  your  committee 
concluded  that  it  would  be  desirable  to  enact  legislation  to  validate  the 
social  security  credits  of  employees  of  nonprofit  organizations  that 
have  been  erroneously  paying  such  taxes  as  is  provided  in  H.R.  15571. 

In  compliance  with  clause  2(1)  (3)  (C)  of  rule  XI  of  the  Rules  of 
the  House  of  Representatives,  your  committee  was  advised  by  the  Di- 
rector of  the  Congressional  Budget  Office  that  because  of  the  lack  of 
Relevant  data,  that  office  was  unable  to  make  a  proper  estimate  of  the 
potential  savings  arising  from  the  enactment  of  H.R.  15571. 

In  compliance  with  clause  2(1)  (3)  (B)  of  Rule  XI  of  the  Rules 
of  the  House  of  Representatives,  the  following  statement  is  made.  En- 
actment of  H.R.  15571  would  not  result  in  any  new  budget  authority 
or  increased  tax  expenditures. 

In  compliance  with  clause  2(1)  (3)  (D)  or  rule  XI  of  the  Rules  of 
the  House  of  Representatives,  your  committee  states  that  no  oversight 
findings  or  recommendations  have  been  submitted  to  your  committee 


by  the  Committee  on  Government  Operations  with  respect  to  the  sub- 
ject matter  contained  in  the  bill. 

In  compliance  with  clause  2(1)  (4)  of  rule  XI  of  the  Rules  of  the 
House  of  Representatives,  your  committee  states  that  this  bill  would 
not  have  any  inflationary  impact  on  prices  and  costs  in  the  operation 
of  the  national  economy. 

In  compliance  with  clause  7  of  rule  XIII  of  the  Rules  of  the  House 
of  Representatives,  the  following  statement  is  made  relative  to  the 
^cost  of  the  bill :  Tlve  enactment  of  H.R.  15571  would  not  add  to  the  cost 
of  the  social  security  program.  The  bill  should  result  in  a  significant 
saving  to  the  program  in  the  form  of  the  elimination  of  refunds  that 
'would  otherwise  oe  made  to  non-profit  organization  that  liave  paid 
social  security  taxes  erroneously.  Neither  the  Office  of  the  Actuary, 
Social  Security  Administration  nor  the  Congressional  Budget  Office 
was  able  to  furnish  the  Committee  with  a  reliable  estimate  of  the 
amount  of  such  savings. 

Section  bt-Section  Analysis  or  H.R.  15571 

Sections  1(a)  (1),  (2),  and  (3)  of  the  bill  amend  section  210(a)  (8) 
(B)  of  the  Social  Security  Act  to  include  in  the  definition  of  employ- 
ment service  performed  in  the  employ  of  a  religious,  charitable,  edu- 
cational, or  other  organization  described  in  section  501(c)  (3)  of  the 
Internal  Revenue  Code  of  1954  which  is  exempt  from  income  tax 
under  section  501(a)  of  the  Code  during  a  period  for  which  a  certifi- 
cate deemed  to  have  been  filed  pursuant  to  paragraph  (4)  or  (5)  of 
section  3121  (k)  of  the  Code  (as  added  by  the  bill)  is  in  effect. 

Sections  1(b)  (1),  (2),  and  (3)  of  the  bill  make  conforming  changes 
in  section  3121(b)(8)(B)  of  the  Code  for  purposes  of  the  Federal 
Insurance  Contributions  Act. 

Section  1(c)  of  the  bill  amends  section  3121  (k)  of  the  Code  by  add- 
ing new  paragraphs  (4),  (5),  (6),  (7), and  (8). 

The  new  section  3121  (k)  (4),  entitled  "Constructive  filing  of  cer- 
tificate where  no  refund  or  credit  of  taxes  has  been  made,"  validates 
the  social  security  coverage  of  employees  of  section  501(c)  (3)  non- 
profit organizations  which  had  been  erroneously  paying  the  taxes 
under  sections  3101  and  3111  of  the  Code  for  their  employees  without 
filing  a  certificate  under  section  3121  (k)  (1)  of  the  Code,  provided  no 
refund  or  credit  of  the  erroneously  paid  taxes  had  been  obtained  before 
September  9,  1976,  and  the  organization  has  paid  the  social  security 
taxes  during  any  period  of  not  less  than  3  calendar  quarters  after  1950 
extending  until  at  least  the  end  of  the  first  quarter  falling  wholly  or 
partly  within  the  time  limitation  defined  in  section  205(c)  of  the  Act 
(3  years,  3  months,  and  15  days)  before  enactment  of  the  bill.  Such 
nonprofit  organization  will  be  deemed  to  have  filed  a  certificate  accom- 
panied by  a  list  containing  the  signature,  address,  and  social  security 
number,  if  any,  of  each  employee  for  whom  the  taxes  were  paid.  Each 
such  employee  will  be  deemed  to  have  concurred  in  the  filing  of  the 
certificate.  The  paragraph  will  apply  to  taxes  erroneously  paid  both 
before  and  after  enactment. 

The  new  section  3121  (k)  (5),  entitled  "Constructive  filing  of  cer- 
tificate where  refund  or  credit  has  been  made  and  new  certificate  is  not 
filed,"  provides  that  a  nonprofit  organization  which  has  received  a 
refund  or  credit  of  erroneously  paid  taxes  under  sections  3101  and 
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3111  of  the  Code  prior  to  September  9,  1976,  will  be  deemed  to  have 
filed  a  certificate  for  all  its  employees  for  whom  taxes  under  sections 
3101  and  3111  of  the  Code  were  paid  including  those  for  whom  the 
taxes  were  refunded,  unless  the  organization  voluntarily  files  a  cer- 
tificate within  180  days  after  enactment  of  the  bill.  A  certificate 
voluntarily  filed  under  this  paragraph  must  be  effective  for  the  first 
day  of  the  period  for  which  the  taxes  were  refunded  or  credited  or  5 
years  before  the  date  the  certificate  is  filed,  whichever  is  later,  and  can 
apply  to  any  employee  of  the  organization  who  wished  to  be  covered 
under  social  security.  A  certificate  deemed  to  have  been  filed  under  this 
paragraph  will  be  effective  for  the  first  day  of  the  period  for  which  the 
taxes  were  refunded  or  credited  or  3  years,  3  month,  and  15  days 
before  enactment  of  the  bill,  whichever  is  later,  and  will  apply  to  all 
the  employees  for  whom  the  taxes  were  erroneously  paid.  A  certificate 
deemed  to  have  been  filed  under  this  paragraph  supersedes  any  cer- 
tificate actually  filed  by  an  organization  prior  to  the  deemed  filing 
except  to  the  extent  prescribed  by  the  regulations  of  the  Secretary  of 
the  Treasury. 

The  new  section  3121  (k)  (6),  entitled  "Application  of  certain  pro- 
visions to  cases  of  constructive  filing,"  pro\^des  that  the  provisions  of 
section  3121  (k)  of  the  Code,  except  subparagraphs  (B),  (F),  and 
(H)  of  paragraph  (1),  including  the  provisions  requiring  payment 
of  taxes  under  sections  3101  and  3111  of  the  Code,  shall  apply  with 
respect  to  any  certificate  deemed  to  have  been  filed  imder  section 
3121  (k)  (4)  or  (5)  of  the  Code,  in  the  same  way  they  would  apply  to 
a  certificate  actually  filed  under  section  3121  (k)  (1)  of  the  Code.  How- 
ever, the  application  of  certain  of  the  provisions  is  qualified  so  that : 

(1)  the  filing  of  a  supplemental  list  under  the  third  sentence 
of  paragraph  (1)  (A)  or  paragraph  (1)(C)  of  section  3121(k) 
b}^  an  organization  which  has  been  deemed  to  have  filed  a  cer- 
tificate imder  section  3121  (k)  (4)  or  (5)  of  the  Code  applies  only 
to  the  extent  prescribed  by  the  Secretary  of  the  Treasury, 

(2)  if  part  of  the  employees  of  an  organization  are  covered  by 
a  State  or  local  staff -retirement  system,  the  organization  cannot 
divide  its  employees  into  two  groups  (those  who  are  covered  by 
the  staff-retirement  system  and  those  who  are  not)  under  section 
3121  (k)  (1)  (E)  of  the  Code  when  a  certificate  is  deemed  to  have 
been  filed  under  section  3121  (k)  (4)  or  (5)  of  the  Code  unless  the 
taxes  were  paid  under  sections  3101  and  3111  of  the  Code  by  the 
organization  as  though  a  seperate  certificate  had  been  filed  for 
each  group  of  employees, 

(3)  the  request  for  refund  of  taxes  paid  under  sections  3101 
and  3111  of  the  Code  by  a  nonprofit  organization  will  not  be  con- 
sidered to  have  been  a  termination  of  a  period  of  coverage  under 
section  3121  (k)  (3)  of  the  Code,  and 

(4)  any  organization  which  is  deemed  to  have  filed  a  waiver 
certificate  under  section  3121  (k)  (4)  or  (5)  of  the  Code  shall  be 
considered  for  purposes  of  section  3102(b)  of  the  Code  to  have 
been  required  to  deduct  the  taxes  imposed  by  section  3101  of  the 
Code  with  respect  to  the  services  involved. 

The  new  section  3121  (k)  (7),  entitled  "Both  employee  and  employer 
taxes  payable  by  organization  for  retroactive  period  in  cases  of  con- 
structive filing,"  provides  that  in  cases  where  a  nonprofit  organization 
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obtained  a  refund  or  credit  of  taxes  and  a  certificate  was  not  filed 
under  section  3121  (k)(l)  of  the  Code  in  the  180-day  period  after 
enactment  of  the  bill,  the  organization  will  be  solely  liable  for  the 
taxes  due  under  sections  3101  and  3111  of  the  Code  for  the  period 
prior  to  the  calendar  quarter  in  which  the  certificate  is  deemed  to 
have  been  filed  under  section  3121  (k)  (5)  of  the  Code,  and  the  em- 
ployees will  have  no  liability  for  the  payment  of  such  taxes. 

The  new  section  3121  (k)  (8),  entitled  ^'Extended  period  for  pay- 
ment of  taxes  for  retroactive  coverage,"  provides  that  if  an  organiza- 
tion files  a  certificate  under  section  3121  (k)  (1)  of  the  Code  within  the 
prescribed  180-day  period  or  is  deemed  to  have  filed  a  certificate  under 
section  3121  (k)  (5)  of  the  Code,  the  taxes  due  under  sections  3101  and 
3111  of  the  Code  for  periods  prior  to  the  first  day  of  the  calendar 
quarter  in  which  the  certificate  is  actually  or  deemd  filed  may  be  paid 
in  installments  over  an  extended  period  of  time  in  accordance  with 
regulations  prescribed  by  the  Secretary. 

Section  1(d)  of  the  bill  provides  that  the  amendments  made  by 
sections  1(a),  (b),  and  (c)  shall  apply  to  services  performed  after 
1950  for  which  certificates  were  filed  or  were  deemed  to  have  been 
filed  under  section  3121  (k)  (4)  or  (5)  of  the  Code  as  added  by  these 
amendments. 

Section  2  of  the  bill  provides  that  after  September  9, 1976,  no  refund 
or  credit  of  taxes  paid  under  section  3101  or  3111  of  the  Code  shall  be 
made  to  a  nonprofit  organization  which  paid  such  taxes  without  filing 
a  certificate  under  section  3121  (k)  (1)  of  the  Code  if  the  organization 
is  deemed  to  have  filed  a  certificate  under  section  3121  (k)  (4)  of  the 
Code  as  added  by  the  bill. 

Section  3  of  the  bill  provides  that  if  an  individual  performed  services 
for  an  organization  which  is  deemed  to  have  filed  a  certificate  under 
section  3121  (k)  (5)  of  the  Code  as  added  by  the  bill,  and  if  such 
services  were  performed  prior  to  the  period  for  which  the  deemed 
certificate  is  effective  (but  during  the  period  for  which  a  certificate 
actually  filed  under  section  3121  (k)  (5)  (B)  would  have  been  effective) 
and  taxes  under  sections  3101  and  3111  of  the  Code  were  paid  with 
respect  to  remuneration  paid  for  such  service  but  were  refunded  or 
credited  prior  to  September  9, 1976,  the  remuneration  for  such  ser^^ices 
shall  be  deemed  to  constitute  employment  as  defined  in  section  210(a) 
of  the  Act  and  section  3121(b)  of  the  Code  provided  that:  (1)  the 
services  would  have  constituted  employment  as  so  defined  if  the  orga- 
nization had  filed  a  certificate  under  3i21(k)  (1)  of  the  Code  with  the 
individual's  signature  on  the  accompanying  list  and  (2)  the  individual 
files  a  request,  in  a  manner  and  form  to  be  prescribed  by  regulations 
under  chapter  21  of  the  Code,  together  with  full  repaj'ment  of  the 
taxes  paid  under  section  3101  of  the  Code  with  respect  to  such 
remuneration.  In  a  case  where  such  remuneration  is  deemed  to  con- 
stitute employment  the  organization  shall  be  liable  for  repayment  of 
any  taxes  it  paid  under  section  3111  of  the  Code  with  respect  to  such 
remuneration  and  which  were  refunded  or  credited  to  it. 

Changes  in  Existing  Law  Made  by  the  Bill,  as  Reported 

In  compliance  with  clause  3  of  rule  XIII  of  the  Kules  of  the  House 
of  Representatives,  changes  in  existing  law  made  by  the  bill,  as 
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reported,  are  shown  as  follows  (existing  law  proposed  to  be  omitted 
is  enclosed  in  black  brackets,  new  matter  is  printed  in  italic,  existing 
law  in  which  no  change  is  proposed  is  shown  in  roman)  : 

Section  210  of  the  Social  Security  Act 

definition  of  employment 

Sec.  210.  For  the  purposes  of  this  title — 

Employment 

(a)  The  term  "employment"  means  any  service  performed  after 
1936  and  prior  to  1951  which  was  employment  for  the  purposes  of  tliis 
title  under  the  law  applicable  to  the  period  in  which  such  service  was 
performed,  and  any  service,  of  whatever  nature,  performed  after  1950 
either  (A)  by  an  employee  for  the  person  employing  him,  irrespective 
of  the  citizenship  or  residence  of  either,  (i)  within  the  United  States, 
or  (ii)  on  or  in  connection  with  an  American  vessel  or  American  air- 
craft under  a  contract  of  service  which  is  entered  into  within  the 
United  States  or  during  the  performance  of  which  and  while  the 
employee  is  employed  on  the  vessel  or  aircraft  it  touches  at  a  port  in 
the  United  States,  if  the  employee  is  employed  on  and  in  connection 
with  such  vessel  or  aircraft  when  outside  the  United  States,  or  (B) 
outside  the  United  States  by  a  citizen  of  the  United  States  as  an 
employee  (i)  of  an  American  employer  (as  defined  in  subsection  (e) ), 
or  (ii)  of  a  foreign  subsidiary  (as  defined  in  section  3121(1)  of  the 
Internal  Revenue  Code  of  1954)  of  a  domestic  corporation  (as  deter- 
mined in  accordance  with  section  7701  of  the  Internal  Revenue  Code 
of  1954)  during  any  period  for  which  there  is  in  effect  an  agreement, 
entered  into  pursuant  to  section  3121(1)  of  the  Internal  Revenue  Code 
of  1954,  with  respect  to  such  subsidiary;  except  that,  in  the  case  of 
service  performed  after  1950,  such  term  shall  not  include — 

*  .  . 

(8)  (A)  Service  performed  by  a  duly  ordained,  commissioned, 
or  licensed  minister  of  a  church  in  the  exercise  of  his  ministry  or 
by  a  member  of  a  religious  order  in  the  exercise  of  duties  required 
by  such  order,  except  that  this  subparagraph  shall  not  apply  to 
service  performed  by  a  member  of  such  an  order  in  the  exercise  of 
such  duties,  if  an  election  of  coverage  under  section  3121  (r)  of  the 
Internal  Revenue  Code  of  1954  is  in  effect  with  respect  to  such 
order,  or  with  respect  to  the  autonomous  subdivision  thereof  to 
which  such  member  belongs ; 

(B)  Service  performed  in  the  employ  of  a  religious,  charitable 
educational,  or  other  organization  described  in  section  501(c)  (3) 
of  the  Internal  Revenue  Code  of  1954,  which  is  exempt  from  in- 
come tax  under  section  501(a)  of  such  Code,  but  this  subpara- 
graph shall  not  apply  to  service  performed  during  the  period  for 
which  a  certificate,  filed  pursuant  to  section  3121(k)  of  the  In- 
ternal Revenue  Code  of  1954  (or  deemed  to  have  been  so  filed 
under  paragraph  {i)  or  (S)  of  such  section  3121  {Jc))^  is  in  effect 
if  such  service  is  performed  by  an  employee — 
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(i)  whose  signature  appears  on  the  list  filed  {deemed  to 
have  been  filed)  by  such  organization  under  such  section 
3121  (k), 

(ii)  who  became  an  employee  of  such  organization  after 
the  calendar  quarter  in  which  the  certificate  (other  than  a 
certificate  referred  to  in  clause  (iii) )  was  filed  {or  deemed  to 
have  heen  filed)  ^  ov 

(iii)  who,  after  the  calendar  quarter  in  which  the  certifi- 
cate was  filed  {or  deemed  to  have  been  filed)  with  respect  to 
a  group  described  in  paragraph  (1)(E)  of  sucli  section 
3121  (k),  became  a  member  of  such  group, 

except  that  this  subparagraph  shall  apply  with  respect  to  serv- 
ice performed  by  an  employee  as  a  member  of  a  group  described 
in  such  paragraph  (1)  (E)  with  respect  to  which  no  certificate  is 
{or  is  deemed  to  he)  in  effect; 

*  ♦  *  Xc  «  in 


INTERNAL  REVENUE  CODE  OF  1954 

*  «  *  *  «  *  « 

Subtitle  C — Employment  Taxes 

CHAPTER  21— FEDERAL  INSURANCE 
CONTRIBUTIONS  ACT 

*  *  *  »  4c  *  * 

Subchapter  C — General  Provisions 

*  «  ♦  *  ^  *  *  * 

SEC  3121.  DEFINITIONS. 

(a)  AVages.— *  *  * 

(b)  E31PLOTMEXT. — For  purposes  of  this  chapter,  the  term  "em- 
ployment" means  any  service  performed  after  1936  and  prior  to  1955 
which  was  employment  for  purposes  of  subchapter  A  of  chapter  9  of 
the  Internal  Revenue  Code  of  1939  under  the  law  applicable  to  the 
period  in  which  such  service  was  performed,  and  anj-  service,  of  what- 
ever nature,  performed  after  1954  either  (A)  by  an  employee  for  the 
person  employing  him,  irrespective  of  the  citizenship  or  residence  of 
either,  (i)  within  the  United  States,  or  (ii)  on  or  in  connection  with 
an  American  vessel  or  American  aircraft  under  a  contract  of  service 
which  is  entered  into  within  the  United  States  or  during  the  perform- 
ance of  which  and  while  the  employee  is  employed  on  the  vessel  or 
aircraft  it  touches  at  a  port  in  the  United  States,  if  the  employee  is 
employed  on  and  in  connection  with  such  vessel  or  aircraft  when  out- 
side the  United  States,  or  (B)  outside  the  United  States  by  a  citizen 
of  the  United  States  as  an  employee  for  an  American  emploj'er  (as  de- 
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iined  in  subsection  (h) ) :  except  that,  in  the  case  of  service  performed 
after  10o4.  Such  term  shall  not  include — 

(1)  *  *  * 

»-  «  *  ♦  *  *  « 

(8)  (A)  service  f)erformed  by  a  duly  ordained,  commissioned, 
or  licensed  minister  of  a  church  in  the  exercise  of  his  ministry  or 
by  a  member  of  a  religious  order  in  the  exercise  of  duties  required 
by  such  order,  except  that  this  subparagraph  shall  not  apply  to 
service  performed  by  a  member  of  such  an  order  in  the  exercise 
of  such  duties,  if  an  election  of  coverage  under  subsection  (r)  is 
in  effect  -with  respect  to  such  order,  or  with  respect  to  the  autono- 
mous subdivision  thereof  to  which  such  member  belongs; 

(B)  service  performed  in  the  employ  of  a  religious,  charita- 
ble, educational,  or  other  organization  described  in  section 
501(c)(3)  which  is  exempt  from  income  tax  under  section 
501  (a) .  but  this  subparagraph  shall  not  apply  to  services  per- 
formed during  the  period  for  which  a  certificate,  filed  pur- 
suant to  subsection  (k)  (or  the  corresponding  suDsection  of 
prior  law)  or  deemed  to  have  been  so  filed  under  para-^raph 
H)  or  (5)  of  such  subsection^  is  in  effect  if  such  service  is  per- 
formed by  an  employee — 

(i)  whose  signature  appears  on  the  list  filed  {or  deemed  to 
have  been  filed)  by  such  organization  under  subsection  (k) 
(or  the  corresponding  subsection  of  prior  law), 

(ii)  who  became  an  employee  of  such  organization  after  the 
calendar  quarter  in  which  the  certificate  (other  than  a  certifi- 
cate referred  to  in  clause  (iii) )  was  filed  {or  deemed  to  have 
been  filed),  or 

(iii)  who,  aftej  the  calendar  quarter  in  which  the  certifi- 
cate was  filed  {or  deemed  to  have  been  filed)  with  respect  to  a 
group  described  in  section  3121  (k)  (1)  (E),  became  a  member 
of  such  group, 

except  that  this  subparagraph  shall  apply  with  respect  to  service 
performed  bv  an  employee  as  a  member  of  a  group  described  in 
section  3121  (k)  (1)  (E)  with  respect  to  which  no  certificate  is  {or 
is  deemed  to  be)  in  effect; 

«  «  ♦  *  «  *  * 

(k)  ExEMPTioxs  OF  Religious,  Charitable,  and  Certain  Other 
Orgaxizatioxs. — 

(1)  WaTV-ER  OF  EXEMPnOX'  BY  ORGAXIZATIOX.         *   *  * 

(3)  Xo  REXHBWAL  OF  wai\t:r. — In  the  event  the  period  covered  by 
a  certificate  filed  pursuant  to  this  subsection  or  the  corresponding 
subsection  of  prior  law  is  terminated  by  the  organization,  no  cer- 
tificate may  again  be  filed  by  such  organization  pursuant  to  this 
subsection. 

(4)  COXSTRUCTIVE  FILING  OF  CERTIFICATE  WHERE  NO  REFUND  OR 
CREDIT  OF  TAXES  HAS  BEEN  MADE.  

{A )  In  any  case  where — 

{i)  an  organization  described  in  section  501  {c)  {3) 
which  is  exempt  from  income  tax  under  section  501  {a) 

H.  Rept.  94-1711  2 
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has  not  filed  a  valid  waiver  certifcafe  under  p>aragraph 
(1)  of  this  subsection  (or  under  the  correspond  in  q  pro- 
vision of  prior  law)  as  of  the  date  of  the  enactment  of 
this  paragraph  or  any  subsequent  date,  but 

(ii)  the  taaces  imposed  by  sections  3101  and  Sill  have 
V  been  paid  with  re^spect  to  the  remuneration  paid  by  such 
olrgxinization  to  its  employees^  as  though  sy/*h  a  certifi- 
cate  had  been  filed,  during  any  pei^iod  {subject  to  sub- 
paragraph {B)(i))  of  not  Jess  than  three  co7i^ecufive 
calendar  quarters, 
such  organization  shall  be  deemed  (execpt  /is  provided  in 
subparagraph  (B)  of  this  paragraph)  for  purposes  of  sub- 
section (b)(8)  (B)  and  section  210(a)(8)(B)  of  the  Social 
Security  Act ^  to  have  fhd  a  valid  waiver  certificate  under 
paragraph  (1)  of  this  subsection  (or  under  the  corresponding 
provision  of  prior  law)  on  the  first  day  of  the  period  described 
in  clause  (ii)  of  this  suhpara/jraph  effective  on  the  first  day  of 
the  calendar  quarter  in  which  such  period  began,  and  to  have 
accompanied  such  certificate  with  a  list  containing  the  signa- 
ture^ address^  and  social  security  number  {if  any)  of  each 
employee  with  respect  to  whom  the  taxes  described  in  smh 
subparagraph  were  paid  {and  each  su<h  employee  shall  be 
deemed  for  such  purposes  to  have  concurred  in  the  filing  of 
the  certificate). 

(B)  Subparagraph  (A)  shall  not  apply  with  respect  to  any 
orgamzationif — 

(^)  the  period  referred  to  in  clause  (ii)  of  such  subpara- 
graph, {in  the  case  of  that  organization)  terminated  be- 
fore the  end  of  the  earliest  calendar  quarter  falling 
wholly  or  partly  within  the  time  limitation  {as  defined  in 
section  205{c)  {!)  (B)  of  the  Social  Secuiity  Act)  imme- 
diately preceding  the  date  of  the  enactment  of  this  para- 
graph^ or 

(ii)  a  refund  or  credit  of  any  part  of  the  taxes  which 
were  paid  as  described  in  clause  (ii)  of  such  subparagraph 
with  respect  to  remuneration  for  services  performed  on 
or  after  the  first  day  of  the  earliest  calendar  quarter  fall- 
ing wholly  or  partly  within  the  time  limitation  (as  de- 
fined in  section  205{c){l){B)  of  the  Social  Security 
Act)  immediately  preceding  the  date  of  enactment  of 
this  paragraph  {other  than  a  refwnd  or  credit  ulucli 
would  have  been  alloiced  if  a  valid  waiver  certificate  filed 
under  paragraph  (1)  had  been  in  effect)  has  been  ob- 
tained by  the  organization  or  its  employees  prior  to  Sep- 
tember 9, 1976. 

(5)  Constructive  filing  of  certificate  where  refund  or  credit 

HAS  BEEN  MADE  AND  NEW  CERTIFICATE  IS  NOT  FILED. — In  any  CaSC 

where — 

(A)  an  organization  described  in  section  501  (c)  {3)  which 
is  exempt  from  income  tax  under  section  501  {a)  would  be 
deemed  under  ^paragraph  {Ii)  of  this  subsection  to  have  filed  a 
valid  waiver  certificate  under  paragraph  {1)  if  it  were  not  ex- 
cluded from  such  paragraph  (^)  (pursuant  to  subparagraph 
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(B)  {ii)  thereof)  because  a  refund  o^^  credit  of  all  or  a  part 
of  the  taxes  described  hi  paragraph  (4)  (^)  (^'0  obtained 
2>rior  to  September  9, 1976;  and 

(B)  such  organization  hMS  not^  prior  to  the  expiration  of 
180  days  after  the  date  of  the  eudctment  of  this  paragraph, 
fled  a-  valid  icaiver  certificate  under  paragraph  {!)  ichieh 
effectlre  for  a  r>eriod  beginning  an  or  before  the  first  day  of 
the  first  caJenAar  quarter  with  respect  to  lohieh  such  refund 
or  credit  was  made  (07\  if  later ^  icith  the  first  day  of  the  ear- 
liest calendar  quarter  for  which  such  certif.eate  may  be  in 
effect  under  paragraph  (1)  (B)  (Hi))  anel  which-  is  accom- 
panied by  the  list  descHbed  in  paragraph  {1){A)^ 
such  organization  shall  be  deemed,  far  purposes  of  subsection 
(b)  (8)  {B)  and  section  210(a)  (8)  (Bj  of  the  Social  Security  Act, 
to  have  filed  a  val'td  waiver  certificate  under  paragraph  (1)  of  this 
subsection  on  the  181st  day  after  the  date  of  the  enactment  of  this 
paragraph,  effective  for  the  period  beginning  on  the  first  day  of 
the  first  calendar  qu/irter  with  respect  to  which  the  refund  or 
credit  referred  to  in  subparagraph  [A)  of  this  paragraph  was 
made  {or.  if  later,  with  the  first  day  of  the  earliest  calendar  quar- 
ter falling  wholly  or  partly  within  the  time  limitation  (as  defined 
in  section  20o(c)  (1)  (B)  of  the  Social  Security  Act)  immediately 
preceding  the  date  of  the  enax^tment  of  this  paragraph) ,  arid  to 
have  accompanied  sueh  certificate  wnth  a  list  containing  the  signa- 
ture, address,  and  social  security  number  (if  any)  of  each  employee 
described  in  subparagraph  (A)  of  paragraph  (Jf)  including  any 
employee  with  respect  to  whom  taxes  were  refunded  or  credited  as 
desciibed  in  subparagraph  (A)  of  this  paragraph  (and  each  such 
emplo-yee  shall  be  deemed  for  such  purposes  to  have  concurred  in 
the  filing  of  the  certificate) .  A  certificate  which  is  deemed  to  have 
been  filed  by  an  organization  on  such  181st  d-ay  shall  supersede 
any  certificate  which  may  have  been  actually  filed  by  such  organ- 
ization prior  to  that  day  except  to  the  extent  prescribed  by  the 
Secretar-y  or  his  delegate. 

(6)  Application  of  cvrtain  provisions  to  cases  of  constructive 
FILING. — All  of  the  provisions  of  this  subsection  (other  than  sub- 
paragraphs (B),  (F),and  (H)  of  paragraph  (1)) ,  including  the 
provisions  requiring  payment  of  taxes  under  sections  3101  and 
3111  with  respect  to  the  services  involved,  shall  apply  with  re- 
spect to  any  certificate  which  is  deemed  to  have  been  filed  by  an 
organization  on  any  day  under  paragraph  (If)  or  (5) ,  in  the  same 
way  they  would  apply  if  the  certificate  had  been  actually  filed  on 
that  day  under  paragraph  (1) ;  except  that — 

(A)  the  provisions  relating  to  the  filing  of  supplemental 
lists  of  concurring  employees  in  the  third  sentence  of  para- 
graph (1)  (A),  and  in  paragraph  (1)  (C),  shall  apply  to  the 
extent  prescribed  by  the  Secretary  or  his  delegate ; 

(B)  the  provisions  of  paragraph  (1)  (E)  shall  not  apply 
unless  the  tcuxes  described  in  paragraph  (4)  (A)  (ii)  were 
paid  by  the  organization  as  though  a  separate  certificate  had 
been  filed  with  respect  to  one  or  both  of  the  groups  to  which 
such  provisions  relate;  and 
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(C)  the  action  of  the  organization  in  obtaining  the  refund 
or  credit  described  in  paragraph  (5)  (J.)  shall  not  he  con- 
sidered a.  termination  of  such  organization's  coverage  period 
for  purposes  of  paragraph  (3). 
Any  organization  which  is  deemed  to  have  filed  a  waiver  certifi- 
cate uiuler  paragraph  (4-)  or  (5)  shall  he  considered  for  pur- 
poses of  section  3102 {b)  to  have  been  required  to  deduct  the  taxes 
imposed  by  section  3101  with  respect  to  the  services  involved. 

(7)  Both  employee  and  employer  taxes  payable  by  organiza- 
tion FOR  RETROACTIVE  PERIOD  IN  CASES  OF  CONSTRUCTIVE  FILING.  

Notwithstanding  any  other  provision  of  this  chapter^  in  any  ca^se 
where  an  organization  described  in  paragraph  (5)  (A)  has  not 
filed  a  valid  waiver  certificate  under  paragraph  (1)  prior  to  the 
expiration  of  180  days  after  the  date  of  the  enouctment  of  this  par- 
agraph and  is  accordingly  deemed  under  paragraph  {5)  to  nave 
filed  such  a  certificate  on  the  181st  day  after  such  date^  the  taxes 
due  under  section  3101^  with  respect  to  services  constituting  em- 
ployment by  reason  of  such  certificate  for  any  period  prior  to  the 
first  day  of  the  calendar  quarter  in  which  su^h  181st  day  occurs 
(along  with  the  taxes  due  u/nder  section  3111  with  respect  to  such 
services  and  the  amount  of  any  interest  paid  in  connection  with 
the  refund  or  credit  described  in  paragraph  (S)(a))  shall  be  paid 
by  such  organization  from  its  own  funds  and  without  any  deduc- 
tion from  the  wages  of  the  individuals  who  performed  such  serv- 
ices; and  those  indiviauals  shall  have  no  liability  for  the  payment 
of  such  taxes. 

(8)  Extended  period  for  payment  of  taxes  for  retroactive 
COVERAGE. — Notwithstanding  any  other  provision  of  this  title^  in 
any  case  where  an  organization  described  in  paraoraph  {5)  {A) 
fiiles  a  vaild  waiver  certificate  under  paragraph  (l)  by  the  end 
of  the  180-day  period  following  the  date  of  the  eruictment  of  this 
paragraph  as  descHbed  in  paragraph  (6)(B)^  or  (not  having 
filed  such  a  certificate  within  that  period)  is  deemed  under  para- 
graph (5)  to  have  filed  such  a  certificate  on  the  181st  day  follow- 
ing that  date,  the  taxes  due  under  sections  3101  and  3111  with 
respect  to  services  constituting  employment  by  reason  of  such 
certificate  for  any  period  to  the  first  day  of  the  calender 
quarter  in  which  the  date  of  such  filing  or  constructive  filing 
occurs  may  be  paid  in  installments  over  an  appropriate  period  of 
time,  as  determined  under  regulations  prescribed  by  the  Secretary 
or  his  delegate,  rather  than  in  a  lump  sum. 

*  *  «  i^  «  «  « 
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Public  Law  (H.R.  10210), 

October  20,  1976,  An  Act  to 
require  States  to  extend 
unemployment  compensation 
coverage  to  certain  previously 
uncovered  worke3?s;  to  increase 
the  amount  of  the  wages  subject 
to  the  Federal  unemployment  tax; 
to  increase  the  rate  of  such  tax. 
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Public  Law  94-566 
?4th  Congress 

An  Act 

ro  require  States  to  extend  unemployment  compensation  coverage  to  certain      Oct.  20,  1976 
previously  uncovered  v(7orkers ;  to  increase  the  amount  of  the  wages  subject      [H.R.  10210] 
to  the  Federal  unemployment  tax;  to  increase  the  rate  of  such  tax;  and 
for  other  purposes. 

Be  it  enacted  hy  the  Senate  and  House  of  Representatives  of  the 
United  States  of  America  in  Congress  assembled^  Unemployment 

SFXTION  1.  SHORT  TITLE  ATeSr^r^of 

This  Act  may  be  cited  as  the  "Unemployment  Compensation  Amend-  1976. 
iTients  of  1976".  26  USC  3304 

note. 

TITLE  I— EXTENSION  OF  COVERAGE 
PROVISIONS 

PART  I— GENERAL  PROVISIONS 

SEC.  111.  COVERAGE  OF  CERTAIN  AGRICULTURAL  EMPLOYMENT 

(a)  Noncash  Remuneration. — Section  3306(b)  of  the  Internal 

Revenue  Code  of  1954  (defining  wages)  is  amended  by  striking  out  26  USC  3306. 
"or"  at  the  end  of  paragraph  (9),  by  striking  out  the  period  at  the 
end  of  paragraph  (10)  and  inserting  in  lieu  thereof  ";  or",  and 
by  adding  at  the  end  thereof  the  following  new  paragraph: 

"(11)  remuneration  for  agricultural  labor  paid  in  any  medium 
other  than  cash.". 

(b)  Coverage  of  Agricultural  Labor. — Paragraph  (1)  of  section 
3306(c)  of  such  Code  (defining  employment)  is  amended  to  read 
as  follows : 

"(1)  agricultural  labor  (as  defined  in  subsection  (k))  unless — 
"(A)  such  labor  is  performed  for  a  person  who — 

"(i)  during  any  calendar  quarter  in  the  calendar 
year  or  the  preceding  calendar  year  paid  remuneration 
in  cash  of  $20,000  or  more  to  individuals  employed  in 
agricultural  labor  (not  taking  into  account  labor  per- 
formed before  January  1,  1980,  by  an  alien  referred 
to  in  subparagraph  ( B ) ) ,  or 

"(ii)  on  each  of  some  20  days  during  the  calendar 
year  or  the  preceding  calendar  year,  each  day  being  in 
a  different  calendar  week,  employed  in  agricultural  labor 
(not  taking  into  account  labor  performed  before  Janu- 
ary 1, 1980,  by  an  alien  referred  to  in  subparagraph  (B) ) 
for  some  portion  of  the  day  (whether  or  not  at  the  same 
moment  of  time)  10  or  more  individuals ;  and 
"(B)  such  labor  is  not  agricultural  labor  performed  before 
January  1, 1980,  by  an  individual  who  is  an  alien  admitted  to 
the  United  States  to  perform  agricultural  labor  pursuant  to 
sections  214(c)  and  101(a)  (15)  (H)  of  the  Immigration  and 
Nationality  Act;". 

(c)  Effective  Date. — The  amendments  made  by  this  section  shall  25  uSC  3306 
apply  with  respect  to  remuneration  paid  after  December  31,  1977,  for  ^^^^ 
services  performed  after  such  date. 
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SEC.  112.  TREATMENT  OF  CERTAIN  FARMWORKERS. 

(a)  General  Rule.— Section  3306  of  the  Internal  Revenue  Code 
26  use  3306.      of  1954  (relating  to  detinitions)  is  amended  by  adding  at  the  end 
thereof  the  following  new  subsection : 

"(o)  Special  Rule  in  Case  of  Certain  Agricultural  Workers. — 
"(1)  Crew  leaders  who  are  registered  or  provide  specialized 
agricultural  labor. — For  purposes  of  this  chapter,  any  indi- 
vidual who  is  a  member  of  a  crew  furnished  by  a  crew  leader  to 
perform  agricultural  labor  for  any  other  person  shall  be  treated 
as  an  employee  of  such  crew  leader — 
"(A)  if— 

"(i)  such  crew  leader  holds  a  valid  certificate  of  regis- 
tration under  the  Farm  Labor  Contractor  Registration 
7  use  2041  note.  „  Act  of  1963 ;  or 

"(ii)  substantially  all  the  members  of  such  crew  oper- 
ate or  maintain  tractors,  mechanized  harvesting  or  crop- 
dusting  equipment,  or  any  other  mechanized  equipment, 
which  is  provided  by  such  crew  leader ;  and 
"(B)  if  such  individual  is  not  an  employee  of  such  other 
person  within  the  meaning  of  subsection  (i). 
"(2)  Other  crew  leaders. — For  purposes  of  this  chapter,  in 
the  case  of  any  individual  who  is  furnished  by  a  crew  leader  to 
perform  agricultural  labor  for  any  other  person  and  who  is  not 
treated  as  an  employee  of  such  crew  leader  under  paragraph  ( 1 )  — 
"(A)  such  other  person  and  not  the  crew  leader  shall  be 
treated  as  the  employer  of  such  individual;  and 

"(B)  such  other  person  shall  be  treated  as  having  paid 
cash  remuneration  to  such  individual  in  an  amount  equal  to 
the  amount  of  cash  remuneration  paid  to  such  individual  by 
the  crew  leader  (either  on  his  behalf  or  on  behalf  of  such 
other  person)  for  the  agricultural  labor  performed  for  s:ich 
other  person. 

"(3)  Crew  leader. — For  purposes  of  this  subsection,  the  term 
*crew  leader' means  an  individual  who — 

"(A)  furnishes  individuals  to  perform  agricultural  labor 
for  any  other  person, 

"(B)  pays  (either  on  his  behalf  or  on  behalf  of  such  other 
person)  the  individuals  so  furnished  by  him  for  the  agricul- 
tural labor  performed  by  them,  and 

"(C)  has  not  entered  into  a  written  agreement  with  such 
other  person  under  which  such  individual  is  designated  as 
an  employee  of  such  other  person.". 
26  use  3306  (b)  Effective  Date. — ^^The  amendment  made  by  subsection  (a) 

note.  shall  apply  with  respect  to  remuneration  paid  after  December  31, 1977, 

for  services  performed  after  such  date. 
SEC.  113.  COVERAGE  OF  DOMESTIC  SERVICE. 

(a)  General  Rule. — Paragraph  (2)  of  section  3306(c)  of  the 
Internal  Revenue  Code  of  1954  (defining  employment)  is  amended  to 
read  as  follows : 

"(2)  domestic  service  in  a  private  home,  local  college  club,  or 
local  chapter  of  a  college  fraternity  or  sorority  unless  performed 
for  a  person  who  paid  cash  remuneration  of  $1,000  or  more  to 
individuals  employed  in  such  domestic  service  in  any  calendar 
quarter  in  the  calendar  year  or  the  preceding  calendar  year ;". 
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(b)  Effective  Date. — The  amendment  made  by  subsection  (a)  shall   26  USC  3306 
apply  with  respect  to  remmieration  paid  after  December  31,  1977,  for 
services  performed  after  such  date. 
SEC.  114.  DEFINITION  OF  EMPLOYER. 

(a)  General  Etjle. — Subsection  (a)  of  section  3306  of  the  Internal 

Kevenue  Code  of  1954  (defining  employer)  is  amended  to  read  as  26  USC  3306. 
follows : 

"  (a)  Employer. — For  purposes  of  this  chapter — 

"(1)  Ix  GEXERAL. — The  term  'employer  means,  with  respect  to  "Employer." 
any  calendar  year,  any  person  who — 

"(A)  during  any  calendar  quarter  in  the  calendar  year  or 
the  preceding  calendar  year  paid  wages  of  $1,500  or  more,  cr 
"(B)  on  each  of  some  20  days  during  the  calendar  year  or 
during  the  preceding  calendar  year,  each  day  being  in  a  dif- 
ferent calendar  week,  employed  at  least  one  individual  in 
employment  for  some  portion  of  the  day. 
For  purposes  of  this  paragraph,  there  shall  not  be  taken  into 
account  any  wages  paid  to,  or  employment  of,  an  employee  per- 
forming domestic  services  referred  to  in  paragraph  (3). 

"(2)  Agricultural  labor. — In  the  case  of  agricultural  labor, 
the  term  'employer'  means,  with  respect  to  any  calendar  year,  any 
person  who — 

"(A)  during  any  calendar  quarter  in  the  calendar  year  or 
the  preceding  calendar  year  paid  wages  of  $20,000  or  more 
for  agricultural  labor,  or 

"(B)  on  each  of  some  20  days  during  the  calendar  year  or 
during  the  preceding  calendar  year,  each  day  being  in  a  dif- 
ferent calendar  week,  employed  at  least  10  individuals  in 
employment  in  agricultural  labor  for  some  portion  of  the 
day. 

"(3)  Domestic  service. — In  the  case  of  domestic  service  in  a 
private  home,  local  college  club,  or  local  chapter  of  a  college  fra- 
ternity or  sorority,  the  term  'employer'  means,  with  respect  to  any 
calendar  year,  any  person  who  during  any  calendar  quarter  in  the 
calendar  year  or  the  preceding  calendar  year  paid  wages  in  cash 
of  $1,000  or  more  for  such  service. 

"(4)  Special  rule. — A  person  treated  as  an  employer  under 
paragrapli  (3)  shall  not  be  treated  as  an  employer  with  respect 
to  wages  paid  for  any  service  other  than  domestic  service  referred 
to  in  paragraph  (3)  unless  such  person  is  treated  as  an  employer 
under  paragraph  (1)  or  (2)  with  respect  to  such  other  service." 

(b)  Technical  Amendment. — Subsection  (a)  of  section  6157  of  26  USC  6157. 
,  f^uch  Code  (relating  to  payment  of  Federal  unemployment  tax  on 

quarterly  or  other  time  period  basis)  is  amended  to  read  as  follows: 
"(a)  General  Rule. — Every  person  who  for  the  calendar  year  is 
an  employer  (as  defined  in  section  3306(a))  shall — 
*  "(i)  if  the  person  is  such  an  employer  for  the  preceding  cal- 

'       endar  year  (determined  by  only  taking  into  account  wages  paid 
and  employment  during  such  preceding  calendar  year),  compute 
the  tax  imposed  by  section  3301  for  each  of  the  first  3  calendar  26  USC  3301. 
quarters  in  the  calendar  year  on  wages  paid  for  services  with 
respect  to  which  the  person  is  such  an  employer  for  such  preced- 

tinor  calendar  year  (as  so  determined),  and 
"(2)  if  the  person  is  not  such  an  employer  for  the  preceding 
calendar  year  with  respect  to  any  services  (as  so  determined), 
compute  the  tax  imposed  by  section  3301  on  wages  paid  for  serv- 
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note. 


26  use  3309. 
26  use  3306. 


26  use  3304. 


ices  with  respect  to  which  the  person  is  not  such  an  employer  for 
the  preceding  calendar  3^ear  (as  so  determined)  — 

"(A)  for  the  period  beginning  with  the  first  day  of  the 
calendar  year  and  ending  with  the  last  day  of  the  calendar 
quarter  (excluding  the  last  calendar  quarter)  in  which  such 
person  becomes  such  an  employer  with  respect  to  such 


services,  and 


"(B)  for  the  third  calendar  quarter  of  such  year,  if  the 
period  specified  in  subparagraph  (A)  includes  only  the 
first  two  calendar  quarters  of  the  calendar  year. 
The  tax  for  any  calendar  quarter  or  other  period  shall  be  com- 
puted as  provided  in  subsection  (b)  and  the  tax  as  so  computed 
shall,  except  as  otherwise  provided  in  subsections  (c)  and  (d),  be 
paid  in  such  manner  and  at  such  time  as  may  be  provided  in 
regulations  prescribed  by  the  Secretary." 
(c)  Effective  Date. — The  amendments  made  by  this  section  shall 
apply  with  respect  to  remuneration  paid  after  December  31,  1977,  for 
services  performed  after  such  date. 

SEC.  115.  COVERAGE  OF  CERTAIN  SERVICE  PERFORMED  FOR  NON- 
PROFIT ORGANIZATIONS  AND  FOR  STATE  AND  LOCAL 
GOVERNMENTS. 

(a)  General  Kule. — Subparagraph  (B)  of  section  3309(a)  (1)  of 
the  Internal  Revenue  Code  of  1954  (relating  to  State  law  require- 
ments) is  amended  to  read  as  follows : 

"(B)  service  excluded  from  the  term  ^employment'  solely 
by  reason  of  paragraph  (7)  of  section  3306(c) ;  and". 

(b)  Exclusion  of  Certain  Government  Employees. — 

(1)  Certain  employees. — Paragraph  (3)  of  section  3309(b) 
of  such  Code  (relating  to  certain  services  to  which  section  3309 
does  not  apply)  is  amended  to  read  as  follows: 

"  (3)  in  the  employ  of  a  governmental  entity  referred  to  in  para- 
graph (7)  of  section  3306(c),  if  such  service  is  performed  by  an 
individual  in  the  exercise  of  his  duties — • 
"  ( A)  as  an  elected  official ; 

"(B)  as  a  member  of  a  legislative  body,  or  a  member  of  the 
judiciary,  of  a  State  or  political  subdivision  thereof; 

"(C)  as  a  member  of  the  State  National  Guard  or  Air 
National  Guard; 

"(D)  as  a^  employee  serving  on  a  temporary  basis  in  case 
of  fire,  storm,  snow,  earthquake,  flood,  or  similar  emergency ; 
or 

"(E)  in  a  position  which,  under  or  pursuant  to  the  State 
law,  is  designated  as  (i^  a  major  nontenured  policymaking  or 
advisory  position,  or  (ii)  a  policymaking  or  advisory  posi- 
tion the  performance  of  the  duties  of  which  ordinarily  does 
not  require  more  than  8  hours  per  week;". 

(2)  Inmates. — Paragraph  (6)  of  such  section  3309(b)  is 
amended  to  read  as  follows : 

"(6)  by  an  inmate  of  a  custodial  or  penal  institution.". 

(c)  Technical  Adjustments. — 

(1)  Subparagraph  (A)  of  section  3304(a)  (6)  of  such  Code  is 
amended  by  striking  out  "except  that"  and  all  that  follows  down 
through  ",  and"  at  the  end  thereof  and  inserting  in  lieu  thereof 
the  following :  "except  that — 

"(i)  with  respect  to  services  in  an  instructional  research, 
or  principal  administrative  capacity  for  an  educational  insti- 
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tution  to  which  section  3309(a)(1)  applies,  compensation  26  USC  3309. 
shall  not  be  payable  based  on  such  services  for  any  week  com- 
mencing during  the  period  between  two  successive  academic 
years  (or,  when  an  agreement  provides  instead  for  a  similar 
period  between  two  regular  but  not  successive  terms,  during 
such  period)  to  any  individual  if  such  individual  performs 
such  services  in  the  first  of  such  academic  years  (or  terms) 
and  if  there  is  a  contract  or  reasonable  assurance  that  such 
individual  will  perform  services  in  any  such  capacity  for  any 
educational  institution  in  the  second  of  such  academic  years 
or  terms,  and 

"(ii)  with  respect  to  services  in  any  other  capacity  for  an 
educational  institution  (other  than  an  institution  of  higher 
education)  to  which  section  3309(a)(1)  applies,  compensa- 
tion payable  on  the  basis  of  such  services  may  be  denied  to 
any  individual  for  any  week  which  commences  during  a 
period  between  two  successive  academic  years  or  terms  if  such 
individual  performs  such  services  in  the  first  of  such  aca- 
demic years  or  terms  and  there  is  a  reasonable  assurance  that 
such  individual  will  perform  such  services  in  the  second  of 
such  academic  years  or  terms,  and". 

(2)  Subsection  (d)  of  section  3309  of  such  Code  is  hereby  Repeal, 
repealed.  26  USC  3309. 

(3)  The  section  heading  of  section  3309  of  such  Code  is  amended 
to  read  as  follows : 

•  SEC.  3309.  STATE  LAW  COVERAGE  OF  SERVICES  PERFORMED  FOR 
NONPROFIT  ORGANIZATIONS  OR  GOVERNMENTAL 
ENTITIES.''. 

(4)  The  table  of  sections  for  chapter  23  of  such  Code  is  amended 
by  striking  out  the  item  relating  to  section  3309  and  inserting  in 
lieu  thereof  the  following: 

"Sec.  3309.  State  law  coverage  of  services  performed  for  nonprofit 
organizations  or  governmental  entities.". 

(5)  Section  3304  of  such  Code  is  amended  by  adding  at  the  end  26  USC  3304. 
thereof  the  following  new  subsection : 

"(f)  Definition  of  Institution  of  Higher  Education. — For  pur- 
poses of  subsection  (a)  (6),  the  term  'institution  of  higher  education'  "Institution  of 
means  an  educational  institution  in  any  State  which —  higher 

"(1)  admits  as  regular  students  only  individuals  having  a  education." 
certificate  of  graduation  from  a  high  school,  or  the  recognized 
equivalent  of  such  a  certificate; 

"(2)  is  legally  authorized  within  such  State  to  provide  a  pro- 
gram of  education  beyond  high  school ; 

"(3)  provides  an  educational  program  for  it  which  awards  a 
bachelor's  or  higher  degree,  or  provides  a  program  which  is 
acceptable  for  full  credit  toward  such  a  degree,  or  offers  a  pro- 
gram of  training  to  prepare  students  for  gainful  employment  in  a 
recognized  occupation ;  and 

"  (4)  is  a  public  or  other  nonprofit  institution." 
(d)  Effective  Date.— The  amendments  made  by  this  section  shall  26  USC  3304 
apply  with  respect  to  certifications  of  States  for  1978  and  subsequent  note- 
years,  but  only  with  respect  to  services  performed  after  December  31, 
1977. 


90  STAT.  2672 


PUBLIC  LAW  94-566— OCT.  20,  1976 


SEC.  116.  EXTENSION  OF  FEDERAL  UNEMPLOYMENT  COMPENSATION 
LAW  TO  THE  VIRGIN  ISLANDS, 
(a)  Amendment  of  the  Social  Security  Act. — Paragraph  (1) 
42  use  1301       of  section  1101  (a)  of  the  Social  Security  Act  is  amended  by  inserting 
after  the  first  sentence  the  following  new  sentence :  "Such  term  when 
42  use  501,        used  in  titles  III,  IX,  and  XII  also  includes  the  Virgin  Islands.". 
1101,  1321.  (b)  Amendments  of  the  Internal  Revenue  Code  of  1954. — 

26  use  3306.  (1)  Section  3306(c)  of  the  Internal  Revenue  Code  of  1954 

(defining  employment)  is  amended  by  striking  cut  "or  in  the 
Virgin  Islands"  in  the  portion  of  such  section  which  precedes 
paragraph  (1)  thereof. 

(2)  Section  3306  (j )  of  such  Code  is  amended  to  read  as  follows : 
Definitions.  "(j)  State,  United  States,  AND  American  Employer. — For  pur- 

poses of  this  chapter — 

"(1)  State. — The  term  'State'  includes  the  District  of  Colum- 
bia, the  Commonwealth  of  Puerto  Rico,  and  the  Virgin  Islands. 

"(2)  United  states. — ^The  term  'United  States'  when  used  in  a 
geographical  sense  includes  the  States,  the  District  of  Columbia, 
the  Commonwealth  of  Puerto  Rico,  and  the  Virgin  Islands. 

"(3)  American  employer. — The  term  'Ajnerican  employer' 
means  a  person  who  is — 

"(A)  an  individual  who  is  a  resident  of  the  United  States, 
"(B)  a  partnershiT),  if  two-thirds  or  more  of  the  partners 
are  residents  of  the  United  States, 

"(C)  a  trust,  if  all  of  the  trustees  are  residents  of  the 
United  States,  or 

"  (D)  a  corporation  organized  under  the  laws  of  the  United 
States  or  of  any  State. 
An  individual  who  is  a  citizen  of  the  Commonwealth  of  Puerto  Rico  or 
the  Virgin  Islands  (but  not  otherwise  a  citizen  of  the  United  States) 
shall  be  considered,  for  purposes  of  this  section,  as  a  citizen  of  the 
United  States.". 

(c)  Amendment  Relating  to  the  Federal  Employment  Serv- 
ice.— Section  5(b)  of  the  Act  entitled  "An  Act  to  provide  for  the 
establishment  of  a  national  employment  system  and  for  cooperation 
with  the  States  for  the  promotion  of  such  system,  and  for  other 
purposes",  approved  June  6,  1933  (29  U.S.C.  49d(b) ),  is  amended  by 
striking  out  "Guam  and  the  Virgin  Islands"  and  inserting  in  lieu 
thereof  "Guam". 

(d)  Amendments  Relating  to  Extended  and  Emergency  Bene- 
fits.— 

(1)  Section  202(a>(l)  of  the  Federal-State  Extended  Unem- 
26  use  3304  ployment  Compensation  Act  of  1970  is  amended  by  striking  out 
note.                      "the  Virgin  Islands  or". 

(2)  Paragraph  (8)  of  section  205  of  the  Federal-State 
26  use  3304  Extended  Unemployment  Compensation  Act  of  1970  is  amended 
note.                      to  read  as  follows : 

"(8)  The  term  'State'  includes  the  District  of  Columbia,  the 
Commonwealth  of  Puerto  Rico,  and  the  Virgin  Islands.". 

(3)  Section  102(b)(1)(C)  of  the  Emergency  Unemployment 
26  use  3304             Compensation  Act  of  1974  is  amended  by  striking  out  "the  Virgin  i; 
note.                     Islands  or". 

(e)  Amendments  Relating  to  Federal  Unemployment  Compen- 
sation.— 

(1)  Paragraph  (6)  of  section  8501  of  title  5,  United  States  c 
Code,  is  amended  to  read  as  follows : 
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"(6)  'State'  means  the  several  States,  the  District  of  Columbia, 
the  Commonwealth  of  Puerto  Kico,  and  the  Virgin  Islands ;  and". 

(2)  Section  8503  of  title  5,  United  States  Code  is  amended — 

(A)  by  striking  out  subsections  (b)  and  (d)  ; 

(B)  by  redesignating  subsection  (c)  as  subsection  (b)  ;  and 

(C)  by  striking  out  "subsection  (a)  or  (b)"  in  subsection 
(b)  (as  so  redesignated)  and  inserting  in  lieu  thereof  "sub- 
section (a)". 

(3)  Section  8504  of  title  5,  L^nited  States  Code,  is  amended — 

(A)  by  adding  "and"  at  the  end  of  paragraph  (1)  ; 

(B)  by  striking  out  ";  and'"  at  the  end  of  paragraph  (2) 
and  inserting  in  lieu  thereof  a  period;  and 

(C)  bv  striking  out  paragraph  (3). 

(4)  Paragraph  (3)  of  section  8521  of  title  5  United  States 
Code,  is  amended  to  read  as  follows: 

"(3)  'State'  means  the  several  States,  the  District  of  Columbia, 
the  Commonwealth  of  Puerto  Rico,  and  the  Virgin  Islands.'- 

(5)  Section  8522  of  title  5,  United  States  Code,  is  amended  by 
striking  out  "or  to  the  Virgin  Islands,  as  the  case  may  be,". 

(f)  Effectrte  Dates. — 

(1)  SuBSECTioxs  (a) ,  (c) ,  AXD  (d) . — The  amendments  made  by  26  USC  3304 
subsections  (a),  (c),  and  (d)  shall  take  effect  on  the  later  of  ^ote. 
October  1,  1976,  or  the  day  after  the  day  on  which  the  Secretary 

of  Labor  approves  under  section  3304(a)  of  the  Internal  Rev- 
enue Code  of  1954  an  unemployment  compensation  law  submitted  26  USC  3304. 
to  him  by  the  Vir<yin  Islands  for  approval. 

(2)  SuBSECTiox  (b). — The  amendments  made  by  subsection  (b) 
shall  apply  with  respect  to  remuneration  paid  after  December  31 
of  the  year  in  which  the  Secretary  of  Labor  approves  for  the  first 
time  an  unemployment  compensation  law  submitted  to  him  by  the 
Virgin  Islands  tor  approval,  for  services  performed  after  such 
December  31. 

(3)  SuBSECTiox  (e). — The  amendments  made  by  subsection  (e) 
shall  apply  with  respect  to  benefit  years  beginning  on  or  after 
the  later  of  October  1,  1976,  or  the  first  day  of  the  first  week  for 
which  compensation  becomes  payable  under  an  unemployment 
compensation  law  of  the  Virgin  Islands  which  is  approved  by  the 
Secretary  of  Labor  under  section  3304(a)  of  the  Internal  Revenue 
Code  of  1954. 

(g)  Transfer  of  Fuxds. — The  Secretary  of  Labor  shall  not  approve  26  USC  3304 
an  unemployment  compensation  law  of  the  Virgin  Islands  under  sec- 

tion  3304(a)  of  the  Internal  Revenue  Code  of  1954  until  the  Governor 
of  the  Virerin  Islands  has  approved  the  transfer  to  the  Federal  Unem- 
ployment Trust  Fund  established  by  section  904  of  the  Social  Security 
Act  of  an  amount  equal  to  the  dollar  balance  credited  to  the  unem-  42  USC  1104. 
ployment  subfund  of  the  Virgin  Islands  established  under  section  310 
of  title  24  of  the  Virgin  Islands  Code. 

PART  II— TRANSITIONAL  PROVISIONS 

SEC.  121.  FEDERAL  REIMBURSEMENT  FOR  BENEFITS  PAID  TO  NEWLY  26  USC  3304 
COVERED  WORKERS  DURING  TRANSITION  PERIOD.  note, 
(a)  General  Rule. — If  any  State,  the  unemployment  compensation 
law  of  which  is  approved  by  the  Secretary  under  section  3304(a)  of 
the  Internal  Revenue  Code  of  1954,  provides  for  the  payment  of  com- 
pensation for  any  week  of  unemployment  beginning  on  or  after 
January  1,  1978,  on  the  basis  of  previously  uncovered  services,  the 
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Secretary  shall  pay  to  the  unemployment  fund  of  such  State  an 
amount  equal  to  the  Federal  reimbursement  for  any  compensation 
paid  for  a  week  of  unemployment  beginning  on  or  after  January  1, 
1978,  to  any  individual  whose  base  period  wages  include  wages  for 
previously  uncovered  services. 

(b)  Previously  Uncovered  Services. — For  purposes  of  this  sec- 
tion, the  term  "previously  uncovered  services"  means,  with  respect 
to  any  State,  services — 

(1)  which  were  not  covered  by  the  State  unemployment  com- 
pensation law,  at  any  time,  during  the  1-year  period  ending 
December  31, 1975 ;  and 

(2)  which— 

(A)  are  agricultural  labor  (as  defined  in  section  3306 (k) 
of  the  Inter.ial  Revenue  Code  of  1954)  or  domestic  services 
referred  to  in  section  3306(c)  (2)  of  such  Code  (as  in  effect 
on  the  day  before  the  date  of  the  enactment  of  this  Act) 
and  are  treated  as  employment  (as  defined  in  section  3306 
(c)  of  such  Code)  by  reason  of  the  amendments  made  by 
this  Ac ' ,  or 

(B)  are  services  to  which  section  3309(a)(1)  of  such 
Code  applies  by  reason  of  the  amendments  made  by  this 
Act. 

(c)  Federal  Reimbursement. — 

(1)  In  general. — For  puiposes  of  this  section,  the  Federal 
reimbursement  for  compensation  paid  to  any  individual  for  any 
week  of  unemployment  shall  be  an  amount  which  bears  the 
same  ratio  to  the  amount  of  such  compensation  as  the  amount 
of  the  individual's  base  period  wages  which  are  attributable  to 
previously  uncovered  services  which  are  reimbursable  bears  to  the 
total  amount  of  the  individual's  base  period  wages. 

(2)  Reimbursable  services. — For  purposes  of  determining  the 
amount  of  the  Federal  reimbursement  for  compensation  paid 
to  any  individual  for  any  week  of  unemployment,  previously 
uncovered  services  shall  be  treated  as  being  reimbursable — 

( A )  if  such  services  were  performed — 

-  (i)  before  July  1,  1978,  in  the  case  of  a  week  of 

-  unemployment  beginning  before  July  1,  1978;  or 
(ii)  before  January  1,  1978,  in  the  case  of  a  week  of 
unemployment  beginning  after  July  1,  1978 ;  and 

(B)  to  the  extent  that  assistance  under  title  II  of  the 
Emergency  Jobs  and  Unemployment  Assistance  Act  of  1974 
was  not  paid  to  such  individual  on  the  basis  of  such  services. 

(3)  Denial  of  payment. — No  payment  may  be  made  under 
subsection  (a)  to  any  State  in  respect  of  any  compensation  for 
which  the  State  is  entitled  to  any  reimbursement  under  the  pro- 
visions of  any  Federal  law  other  than  this  Act  or  the  Federal- 
State  Extended  Unemployment  Compensation  Act  of  1970. 

(d)  Experience  Rating  of  Certain  Employers. — The  unemploy- 
ment compensation  law  of  any  State  may,  without  being  deemed  to 
violate  the  standards  set  forth  in  section  3303(a)  of  the  Internal 
Revenue  Code  of  1954,  provide  that  the  experience-rating  account 
of  any  employer  shall  not  be  charged  for  the  compensation  paid  to  any 
individual  whose  base  period  wages  includes  wages  for  previously 
uncovered  services  which  are  reimbursable  under  subsection  (c)  (2) 
to  the  extent  that  such  individual  would  not  have  been  eligible  to 
receive  such  compensation  had  the  State  law  not  provided  for  the  pay- 
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ment  of  compensation  on  the  basis  of  such  previously  uncovered 
services. 

(e)  Certain  Xoxprofit  Employers. — The  unemployment  compen- 
sation law  of  any  State  may  provide  that  any  organization  which  elects 
to  make  payments  (in  lieu  of  contributions)  into  the  State  unemploy- 
ment compensation  fund  as  provided  in  section  3309(a)(2)  of  the 

Internal  Revenue  Code  of  195-i  shall  not  be  liable  to  make  such  pay-  26  USC  3309. 
ments  with  respect  to  the  compensation  paid  to  any  individual  whose 
base  period  wages  includes  wages  for  previously  uncovered  services 
which  are  reimbui^able  under  subsection  (c)  (2)  to  the  extent  that 
such  individual  would  not  have  been  eligible  to  receive  such  compen- 
sation had  the  State  not  provided  for  the  payment  of  compensation  on 
the  basis  of  such  previously  uncovered  services. 

(f)  Payments  Made  Monthly. — Payments  under  subsection  (a) 
shall  be  made  monthly,  prior  to  audit  or  settlement  by  the  General 
Accounting  Office,  on  the  basis  of  estimates  by  the  Secretary  of  the 
amount  payable  to  such  State  for  such  month,  reduced  or  increased,  as 
the  case  may  be.  by  any  amount  by  which  the  Secretary  finds  that  his 
estimates  for  any  prior  month  were  greater  or  less  than  the  amounts 
which  should  have  been  paid  to  such  State.  Such  estimates  may  be 
made  on  the  basis  of  such  statistical,  sampling,  or  other  methods  as 
may  be  agreed  upon  by  the  Secretary  and  the  State. 

(g)  Definitions. — For  purposes  of  <  his  section — 

(1)  State. — The  term  ''State"  includes  the  District  of  Colum- 
bia, the  Commonwealth  of  Puerto  Rico,  and  the  Virgin  Islands. 

(2)  Secretary. — The  term  "Secretary"  means  the  Secretary  of 
Labor. 

(3)  Benefit  year. — The  term  "benefit  year"  means  the  benefit 
year  as  defined  in  the  applicable  State  unemployment  compen- 
sation law. 

(4)  Base  period. — The  term  "base  period"  means  the  base  period 
as  defined  by  the  applicable  State  unemployment  compensation 
law  for  the  benefit  year. 

(5)  L'nemployment  fund. — The  term  "unemployment  fund" 
has  the  meaning  given  to  such  term  by  section  3306(f)  of  the 

Internal  Revenue  Code  of  1954.  26  USC  3306. 

(h)  Authorization  of  Appropriations. — There  are  authorized  to 
be  appropriated  from  the  general  fund  of  the  Treasury  such  sums  as 
may  be  necessary  to  carry  out  the  purposes  of  this  section. 

SEC.  122.  TRANSITIONAL  RULES  IN  CASE  OF  NONPROFIT  ORGANIZA- 
TIONS. 

(a)  Credit  for  Prior  Contributions. — Section  3303  of  the  Internal 
Revenue  Code  of  1954  (relating  to  conditions  of  additional  credit  26  USC  3303. 
allowance)  is  amended  by  adding  at  the  end  thereof  the  following  new 
subsection: 

"(g)  Transitional  Rule  for  Unemployment  Compensation 
Amendments  of  1976. — To  facilitate  the  orderly  transition  to  coverage 
of  service  to  which  section  3309(a)(1)(A)  applies  by  reason  of  the 
enactment  of  the  Unemployment  Compensation  Amendments  of  1976,  Ante,  p.  2667. 
a  State  law  mav  pi'ovide  that  an  organization  (or  group  of  organiza- 
tions) which  elects,  when  such  election  first  becomes  available  under 
the  State  law  with  respect  to  such  service,  to  make  payments  (in  lieu  of 
contributions)  into  the  State  unemployment  fund  as  provided  in  sec- 
tion 3309(a)(2),  and  which  had  paid  contributions  into  such  fund 
under  the  State  law  with  respect  to  such  service  performed  in  its 
employ  before  the  date  of  the  enactment  of  this  subsection,  is  not 
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required  to  make  any  such  payment  (in  lieu  of  contributions)  on 
account  of  compensation  paid  after  its  election  as  heretofore  described 
which  is  attributable  under  the  State  law  to  such  service  performed  in 
its  employ,  until  the  total  of  such  compensation  equals  tne  amount — 
''(1)  by  which  the  contributions  paid  by  such  organization  (or 
group)  on  the  basis  of  wages  for  such  service  with  respect  to  a 
26  use  3309.  period  before  the  election  provided  by  section  3309(a)  (2),  exceed 

"(2)  the  unemployment  compensation  for  the  samr  period 
which  was  charged  to  the  experience -rating  account  of  such  orga- 
nization (or  group)  or  paid  under  the  State  law  on  the  basis  of 
such  service  performed  in  its  employ  or  wages  paid  for  such 
service,  whichever  is  appropriate.". 
26  use  3303.  (b)  Technical   Amendment.— Section   3303(f)    of  such  Code 

(relating  to  transition  to  coverage  of  certain  services)  is  amended  by 
striking  out  "which  ele<;ts,  when  such  election  first  becomes  available 
under  the  State  law,"  and  inserting  in  lieu  thereof  "which  elects 
before  April  1, 1972,". 
26  use  3303  (c)  Effective  Dates, — The  amendment  made  by  subsection  (a) 

shall  take  effect  on  the  date  of  the  enactment  of  this  Act.  The  amend- 
ment made  by  subsection  (b)  shall  take  effect  on  January  1, 1970. 

TITLE  II— FINANCING  PROVISIONS 

SEC.  211.  INCREASE  IN  FEDERAL  UNEMPLOYMENT  TAX  WAGE  BASE 
AND  RATE. 

(a)  Increase  in  Wage  Base. — Paragraph  (1)  of  section  3306(b) 
26  use  3306.      of  the  Internal  Revenue  Code  of  1954  (defining  wages)  is  amended 
by  striking  out  "$4,200"  each  place  it  appears  and  inserting  in  lieu 
thereof  "$6,000". 

26  use  3301.  (b)  Increase  in  Tax  Rate.— Section  3301  of  such  Code  (relating 

to  rate  of  Federal  unemployment  tax)  is  amended  to  read  as  follows: 
"SEC.  3301.  RATE  OF  TAX. 

"There  is  hereby  imposed  on  every  employer  (as  defined  in  section 
3306(a) )  for  each  calendar  year  an  excise  tax,  with  respect  to  having 
individuals  in  his  employ,  equal  to — 

"(1)  3.4  percent,  in  the  case  of  a  calendar  year  beginning 
before  the  first  calendar  year  after  1976,  as  of  January  1  of  which 
there  is  not  a  balance  of  repayable  advances  made  to  the  extended 
unemployed  compensation  account  (established  by  section  905(a) 
42  use  1 105.  of  the  Social  Security  Act)  ;  or 

"  (2)  3.2  percent,  in  the  case  of  such  first  calendar  year  and  each 
calendar  year  thereafter ; 
of  the  total  wages  (as  defined  in  section  3306(b))  paid  by  him  during 
the  calendar  year  with  respect  to  employment  (as  defined  in  section 
3306(c)).". 

(e)  Technical  Amendments. — 

(1)  Subparagraph  (C)  of  section  901(c)(3)  of  the  Social 
42  use  1101.  Security  Act  is  amended  to  read  as  follows : 

"(C)  Each  estimate  of  net  receipts  under  this  paragraph  shall  be 
based  upon  (i)  a  tax  rate  of  0.5  percent  in  the  case  of  any  calendar 
year  for  which  the  rate  of  tax  under  section  3301  of  the  Federal 
26  use  3301.  Unemployment  Tax  Act  is  3.2  percent,  and  (ii)  a  tax  rate  of  0.7  per- 
cent in  the  case  of  any  calendar  year  for  which  the  rate  of  tax  under 
such  section  3301  is  3.4  percent.". 
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(2)  The  last  sentence  of  section  905(b)(1)  of  such  Act  is 
amended  to  read  as  follows:  ''In  the  case  of  any  month  after 
March  1977  and  before  April  of  the  first  calendar  year  to  which 
paragraph  (2)  of  section  3301  of  the  Federal  Unemployment  Tax 
Act  applies,  the  first  sentence  of  this  paragraph  shall  be  applied 
by  substituting  'five-fourteenths'  for  'one-tenth'.". 
'  (3)  The  last  sentence  of  section  6157(b)  of  the  Internal  Eeve- 
nue  Code  of  1954  is  amended  to  read  as  follows :  "In  the  case  of 
wages  paid  in  any  calendar  quarter  or  other  period  during  a 
calendar  year  to  which  paragraph  (1)  of  section  3301  applies,  the 
amount  of  such  wages  shall  be  multiplied  by  0.7  percent  m  lieu  of 
0.5  percent.", 
(d)  Effective  Dates. — 

(1)  Subsection  (a). — The  amendment  made  by  subsection  (a) 
shall  apply  to  remuneration  paid  after  December  31,  1977. 

(2)  Subsection  (b). — The  amendment  made  by  subsection  (b) 
shall  apply  to  remuneration  paid  after  December  31,  1976. 

(3)  Subsection  (c). — The  amendments  made  by  subsection  (c) 
shall  take  effect  on  the  date  of  the  enactment  of  this  Act. 


42  use  1105. 


26  use  3301. 


26  use  6157. 


26  use  3306 
note. 

26  use  3301 
note. 

42  use  1101 
note. 


26  use  3304 
note. 


SEC.  212.  DENIAL  OF  CERTAIN  PAYMENTS  UNDER  THE  EXTENDED 
UNEMPLOYMENT  COMPENSATION  PROGRAM. 

(a)  In  General. — Subsection  (a)  of  section  204  of  the  Federal- 
State  Extended  Unemployment  Compensation  Act  of  1970  is  amended 
by  adding  at  the  end  thereof  the  following  new  paragraph : 

''(4)  The  amount  which,  but  for  this  paragraph,  would  be  payable 
under  this  subsection  to  any  State  in  respect  of  any  compensation  paid 
to  an  individual  whose  base  period  wages  include  wages  for  services  to 
which  section  3306(c)(7)  of  the  Internal  Kevenue  Code  of  1954  26  USe  3306 
applies  shall  be  reduced  by  an  amount  which  bears  the  same  ratio  to 
the  amount  which,  but  for  this  paragraph,  would  be  payable  under 
this  subsection  to  such  State  in  respect  of  such  compensation  as  the 
amount  of  the  base  period  wages  attributable  to  such  services  bears  to 
the  total  amount  of  the  base  period  wages.". 

(b)  Effective  Date. — The  amendment  made  by  this  section  shall 
apply  with  respect  to  compensation  paid  for  weeks  of  unemployment 
beginning  on  or  after  January  1, 1979. 

SEC.  213.  ADVANCES  TO  STATE  UNEMPLOYMENT  FUNDS. 

(a)  Advances  To  Be  Made  for  3-Month  Periods. — Paragraph  (1) 
of  section  1201(a)  of  the  Social  Security  Act  is  amended — 

(1)  by  striking  out  "any  month"  and  inserting  in  lieu  thereof 
"any  3-month  period"; 

(2)  by  striking  out  "the  preceding  month"  and  inserting  in  lieu 
thereof  "the  month  preceding  the  first  month  of  such  3-month 
period";  and 

(3)  by  striking  out  "such  month"  and  inserting  in  lieu  thereof 
"each  month  of  such  3-month  period". 

(b)  Applications. — Paragraph  (2)  of  such  section  1201(a)  is 
amended — 

(1)  by  striking  out  "any  month"  each  place  it  appears  and 
inserting  in  lieu  thereof  "any  3-month  period",  and 

(2)  by  striking  out  "such  month"  each  place  it  appears  and 
inserting  in  lieu  thereof  "each  month  of  such  8-month  period". 

(c)  Section  1201(b)  of  such  Act  is  amended — 
(1)  by  inserting  "in  monthly  installments"  immediately  after 

"transfer"  where  it  first  appears  therein,  and 
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(2)  by  adding  at  the  end  thereof  the  following  new  sentence: 
"The  amount  of  any  monthly  installment  so  transferred  shall  not 
exceed  the  amount  estimated  by  the  State  to  be  required  for  the 
payment  of  compensation  for  the  month  with  respect  to  which 
such  installment  is  made.". 
42  use  1321  (d)  Effective  Date. — The  amendments  made  by  this  section  shall 

note.  take  effect  on  the  date  of  the  enactment  of  this  Act. 

SEC.  214.  PRORATION  OF  COSTS  OF  CLAIMS  FILED  JOINTLY  UNDER 
STATE  LAW  AND  SECTION  8505  OF  TITLE  5,  UNITED  STATES 
CODE. 

(a)  General  Rule. — Section  8505(a)  of  title  5,  United  States  Code, 
is  amended  to  read  as  follows: 

"(a)  Each  State  is  entitled  to  be  paid  by  the  United  States  with 
respect  to  each  individual  whose  base  period  wages  included  Federal  " 
wages  an  amount  which  shall  bear  the  same  ratio  to  the  total  amount  ^ 
of  compensation  paid  to  such  individual  as  the  amount  of  his  Federal  S 
wages  in  his  base  period  bears  to  the  total  amount  of  his  base  period 
wages." 

(b)  Technical  Amendment. — Section  8501  of  title  5,  United  States 
Code,  is  amended  by  striking  out  "and"  at  the  end  of  paragraph  (6), 
by  striking  out  the  period  at  the  end  of  paragraph  (7)  and  inserting  in 
lieu  thereof  " ;  and",  and  by  adding  at  the  end  thereof  the  following 
new  paragraph: 

"  ( 8 )  'base  period'  means  the  base  period  as  defined  by  the  appli- 
cable State  unemployment  compensation  law  for  the  benefit  year." 
5  use  8501  note.       (c)  EFFECTIVE  Date. — ^The  amendments  made  by  this  section  shall 
apply  with  regard  to  compensation  paid  on  the  basis  of  claims  for 
compensation  filed  on  or  after  July  1,  1977.. 

TITLE  III— BENEFIT  PROVISIONS 

SEC.  311.  AMENDMENTS  TO  THE  TRIGGER  PROVISIONS  OF  THE  EX- 
TENDED PROGRAM. 

(a)  National  "On"  and  "Off"  Indicators. — Subsection  (d)  of 
section  203  of  the  Federal-State  Extended  Unemployment  Compensa- 

26  use  3304       tion  Act  of  1970  is  amended  to  read  as  follows : 
"(d)  For  purposes  of  this  section — 

"(1)  There  is  a  national  'on'  indicator  for  a  week  if,  for  the 
period  consisting  of  such  week  and  the  immediately  preceding 
twelve  weeks,  the  rate  of  insured  unemployment  (seasonally 
adjusted)  for  all  States  equaled  or  exceeded  4.5  per  centum  (deter- 
mined bv  reference  to  the  average  monthly  covered  employment 
for  the  first  four  of  the  most  recent  six  calendar  quarters  ending 
before  the  close  of  such  period) . 

"(2)  There  is  a  national  'off'  indicator  for  a  week  if,  for  the 
period  consisting  of  such  week  and  the  immediately  preceding 
twelve  weeks,  the  rate  of  insured  unemployment  (seasonally 
adjusted)  for  all  States  was  less  than  4.5  per  centum  (deter- 
mined by  reference  to  the  average  monthly  covered  employment 
for  the  first  four  of  the  most  recent  six  calendar  quarters  ending 
before  the  close  of  such  period) .". 

(b)  State  "On"  and  "Off"  Indicators. — Subsection  (e)  of  section 
203  of  such  Act  is  amended  to  read  as  follows : 
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"  (e)  For  purposes  of  this  section — 

"(1)  There  is  a  State  'on'  indicator  for  a  week  if  the  rate  of 
insured  unemployment  under  the  State  law  for  the  period  consist- 
ing  of  such  week  and  the  immediately  preceding  twelve  weeks — 
"(A)  equaled  or  exceeded  120  per  centum  of  the  average 
of  such  rates  for  the  corresponding  thirteen-week  period  end- 
ing in  each  of  the  preceding  two  calendar  years,  and 
( B )  ec|ualed  or  exceeded  4  per  centum. 
"(2)  There  is  a  State  'off'  indicator  for  a  week  if,  for  the  period 
consisting  of  such  week  and  the  immediately  preceding  twelve 
weeks,  either  subparagraph  (A)  or  subparagraph  (B)  of  para- 
graph (1)  is  not  satisfied. 
Effective  with  respect  to  compensation  for  weeks  of  unemployment 
beginning  after  March  80,  1977  (or,  if  later,  the  date  established  pur- 
suant  to  State  law) ,  the  State  may  by  law  provide  that  the  determina- 
tion of  whether  there  has  been  a  State  'on'  or  'off'  indicator  beginning 
or  ending  any  extended  benefit  period  shall  be  made  under  this  sub- 
section as  if  (i)  paragraph  (1)  did  not  contain  subparagraph  (A) 
thereof,  and  (ii)  the  figure  '4'  contained  in  subparagraph  (B)  thereof 
were  '5' ;  except  that,  notwithstanding  any  such  provision  of  State  law. 
any  week  for  which  there  would  otherwise  be  a  State  'on'  indicator 
shall  continue  to  be  such  a  week  and  shall  not  be  determined  to  be  a 
week  for  which  there  is  a  State  'off'  indicator.  For  purposes  of  this  sub- 
section, the  rate  of  insured  unemployment  for  any  thirteen-week 
period  shall  be  determined  by  reference  to  the  average  monthly 
covered  employment  under  the  State  law  for  the  first  four  of  the  most 
recent  six  calendar  quarters  ending  before  the  close  of  such  period.". 

(c)  Effective  Date. — The  amendment  made  by  subsection  (a)  of 
this  section  shall  apply  to  weeks  beginning  after  December  31,  1976, 
and  the  amendments  made  b}^  subsection  (b)  of  this  section  shall  apply 
ro  weeks  beginning  after  March  30, 1977. 
SEC.  312.  PREGNANCY  DISQUALIFICATIONS. 

(a)  General  Rule. — Paragraph  (12)  of  section  3304 (a)  of  the 

Internal  Revenue  Code  of  1954  (relating  to  requirements  for  approval  26  USC  3304. 
of  State  unemployment  compensation  laws)  is  amended  to  read  as 
follows : 

"(12)  no  person  shall  be  denied  compensation  under  such  State 
law  solely  on  the  basis  of  pregnancy  or  termination  of 
pregnancy;". 

(b)  Technical  Amendment. — Subsection  (c)  of  section  3304  of 
such  Code  (relating  to  certification  of  State  unemployment  compensa- 
tion laws)  is  amended  bv  adding  at  the  end  thereof  the  following 
new  sentence:  "On  OctoBer  31  of  any  taxable  year  after  1977,  the 
Secretary  shall  not  certify  any  State  which,  after  reasonable  notice 
and  opportunity  for  a  hearing  to  the  State  agency,  the  Secretary  of 
Labor  finds  has  failed  to  amend  its  law  so  that  it  contains  each  oi  the 
provisions  required  by  reason  of  the  enactment  of  the  Unemploy- 
ment Compensation  Amendments  of  1976  to  be  included  therein,  or 
has  with  respect  to  the  12-month  period  ending  on  such  October  31, 
failed  to  comply  substantially  with  any  such  provision,". 

(c)  Effective  Date. — The  amendments  made  by  this  section  shall  26  USC  3304 
^Pply  ^^'ith  respect  to  certifications  of  States  for  1978  and  subsequent  "ote. 
years. 
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SEC.  313.  REPEAL  OF  FINALITY  PROVISION. 

(a)  General  Rule. — Section  850o( a)  of  title  5,  United  States  Code, 
is  amended  by  striking  out  the  fifth  sentence. 
5  use  8506  note.       (b)  Effective  Date. — The  amendment  made  by  subsection  (a) 
shall  apply  with  respect  to  findings  made  after  the  date  of  the  enact- 
.     ment  of  this  Act. 

SEC.  314.  DENIAL  OF  UNEMPLOYMENT  COMPENSATION  TO  ATHLETES, 
ILLEGAL  ALIENS,  AND  RECIPIENTS  OF  RETIREMENT 
BENEFITS. 

(a)  General  Rule. — Subsection  (a)  of  section  3304  of  the  Internal 
26  use  3304.      Revenue  Code  of  1954  (relating  to  requirements  for  approval  of  State 
unemployment  compensation  laws)  is  amended  by  redesignating  para- 
graph (13)  as  paragraph  (16)  and  by  inserting  after  paragraph  (12) 
the  following  new  paragraphs : 

"(13)  compensation  shall  not  be  payable  to  any  individual  on  the 
basis  of  any  services,  substantially  all  of  which  consist  of  participat- 
ing in  sports  or  athletic  events  or  training  or  preparing  to  so  par- 
ticipate, for  any  week  which  commences  during  the  period  between 
two  successive  sport  seasons  (or  similar  periods)  if  such  individual 
performed  such  services  in  the  first  of  such  seasons  (or  similar  periods) 
and  there  is  a  reasonable  assurance  that  such  individual  will  perform 
such  services  in  the  later  of  such  seasons  (or  similar  periods)  ; 

"(14)  (A)  compensation  shall  not  be  payable  on  the  basis  of  services 
performed  by  an  alien  unless  such  alien  is  an  individual  who  has  been 
lawfully  admitted  for  permanent  resid^^nce  or  otherwise  is  permanently 
residing  in  the  United  States  under  color  of  law  (including  an  alien 
who  is  lawfully  present  in  the  United  States  as  a  result  of  the  applica- 
tion of  the  provisions  of  section  203(a)  (7)  or  section  212(d)  (5)  of  the 
8  use  1153,        Immigration  and  Nationality  Act) , 

11^2.  "(B)  any  data  or  information  required  of  individuals  applying  for 

compensation  to  determine  whether  compensation  is  not  payable  to 
them  because  of  their  alien  status  shall  be  uniformly  required  from  all 
applicants  for  compensation,  and 

"(C)  in  the  case  of  an  individual  whose  application  for  compensation 
would  otherwise  be  approved,  no  determination  by  the  State  agency 
that  compensation  to  such  individual  is  not  payable  because  of  his 
alien  status  shall  be  made  except  upon  a  preponderance  of  the 
evidence ; 

"(15)  the  amount  of  compensation  payable  to  an  individual  for 
any  week  which  begins  after  September  30, 1979,  and  which  begins  in  a 
period  with  respect  to  which  such  individual  is  receiving  a  govern- 
mental or  other  pension,  retirement  or  retired  pay,  annuity,  or  any 
other  similar  periodic  payment  which  is  based  on  the  previous  work  of 
such  individual  shall  be  reduced  (but  not  below  zero)  by  an  amount 
equal  to  the  amount  of  such  pension,  retirement  or  retired  pay,  annu- 
ity, or  other  payment,  which  is  reasonably  attributable  to  such  week;". 
26  use  3304  (b)  Effective  Date. — The  amendment  made  by  subsection  (a)  shall 

apply  with  respect  to  certifications  of  States  for  1978  and  subsequent 
years,  or  for  1979  and  subsequent  years  in  the  case  of  States  the  legis- 
latures of  which  do  not  meet  in  a  regular  session  which  closes  in  the 
calendar  year  1977. 
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TITLE  IV— NATIONAL  COMMISSION  ON 
UNEMPLOYMENT  COMPENSATION 

SEC.  411.  NATIONAL  COMMISSION  ON  UNEMPLOYMENT  COMPENSA-   26  USC  3304 
TION.  note. 

(a)  Establishment  of  Commission. — There  is  established  a 
National  Commission  on  L^nemployment  Compensation  (hereinafter 
in  this  section  referred  to  as  the  "Commission")  which  shall  consist  of 
thirteen  members  who  shall  be  appointed  as  follows: 

(1)  Three  members  appointed  by  the  President  pro  tempore  of 
the  Senate. 

(2)  Three  members  appointed  by  the  Speaker  of  the  House  of 
Representatives. 

(3)  Seven  members  appointed  by  the  President. 

In  making  appointments  under  the  preceding  sentence,  the  President 
pro  tempore  of  the  Senate,  the  Speaker  of  the  House  of  Represent- 
atives, and  the  President  shall  consult  with  each  other  to  insure  that 
there  will  be  a  balanced  representation  of  interested  parties  on  the 
Commission.  The  Commission  shall  consist  of  at  least  one  represent- 
ative of  labor,  industry,  the  Federal  Government,  State  government, 
local  government,  and  small  business.  The  President  shall  designate 
one  of  the  members  to  serve  as  Chairn>an  of  the  Commission.  Seven 
members  shall  constitute  a  quorum.  Any  vacancies  in  the  Commission 
shall  not  affect  its  powers,  but  shall  be  filled  in  the  same  manner  in 
which  the  original  appointment  was  made. 

(b)  Duties  of  the  Commission. — The  Commission  shall  study  and 
evaluate  the  present  unemployment  compensation  programs  in  order 
to  assess  the  long-range  needs  of  the  programs,  to  develop  alterna- 
tives, and  to  recommend  changes  in  the  programs.  Such  study  and 
evaluation  shall  include,  without  being  limited  to — 

(1)  examination  of  the  adequacy,  and  economic  and  adminis- 
trative impacts,  of  the  changes  made  by  this  Act  in  coverage,  ben- 
efit provisions,  and  financing; 

(2)  identification  of  appropriate  purposes,  objectives,  and 
future  directions  for  unemployment  compensation  programs; 
including  railroad  unemployment  insurance; 

(3)  examination  of  issues  and  alternatives  concerning  the  rela- 
tionship of  unemployment  compensation  to  the  economy,  with 
special  attention  to  long-range  funding  requirements  and  desir- 
able methods  of  program  financing ; 

(4)  examination  of  eligibility  requirements,  disqualification 
provisions,  and  factors  to  consider  in  determining  appropriate 
benefit  amounts  and  duration ; 

(5)  examination  of  (A)  the  problems  of  claimant  fraud  and 
abuse  in  the  unemployment  compensation  programs  (B)  the  ade- 
quacy of  present  statutory  requirements  and  administrative  pro- 
cedures designed  to  protect  the  programs  against  such  fraud  and 
abuse  and  (C)  problems  of  claimants  in  obtaining  prompt  proc- 
essing and  payment  of  their  claims  for  benefits  and  any  appro- 
priate measures  to  relieve  such  problems; 

(6)  examination  of  the  relationship  between  unemployment 
compensation  programs  and  manpower  training  and  employ- 
ment programs ; 
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(7)  examination  of  the  appropriate  role  of  unemployment  com- 
pensation in  income  maintenance  and  its  relationship  to  other 
social  insurance  and  income  maintenance  programs; 

(8)  conduct  of  such  surveys,  hearings,  research,  and  other 
activities  as  it  deems  necessary  to  enable  it  to  formulate  appro- 
priate recommendations,  and  to  obtain  relevant  information, 
attitudes,  opinions,  and  recommendations  from  individuals  and 
organizations  representing  employers,  employees,  and  the  general 
public; 

(9)  review  of  the  present  method  of  collecting  and  analyzing 
present  and  prospective  national  and  local  employment  and 
unemployment  information  and  statistics ; 

(10)  identification  of  any  weaknesses  in  such  method  and  any 
problem  which  results  from  the  operation  of  such  method; 

(11)  formulation  of  any  necessary  or  appropriate  new  tech- 
niques for  the  collection  and  analysis  of  such  information  and 
statistics;  and 

(12)  examination  of  the  feasibility  and  advisability  of  develop- 
ing or  not  developing  Federal  minimum  benefit  standards  fo'' 
State  unemployment  insurance  program. 

(c)  Powers  of  the  Commission. — 

(1)  Hearings. — The  Commission,  or,  on  the  authorization  of 
the  Commission,  any  subcommittee  or  members  thereof,  may,  for 
the  purpose  of  carrying  out  the  provisions  of  this  section,  hold 
such  hearing,  take  such  testimony,  receive  such  evidence,  take  such 
oaths  and  sit  and  act  at  such  times  and  places  as  the  Commission 
may  deem  appropriate  and  may  administer  oaths  or  affirmations 
to  witnesses  aDpearinsf  before  the  Commission  or  any  subcom- 
mittee or  members  thereof . 

(2)  Staff. — Subject  to  such  rules  and  regulations  as  may  be 
adopted  by  the  Commission,  the  Chairman  shall  have  the  power 
to— 

(A)  appoint  and  fix  the  compensation  of  an  executive 
director,  and  such  additional  personnel  as  he  deems  advisable, 
without  regard  to  the  provisions  of  title  5,  United  States 
Code,  governing  appointments  in  the  competitive  service,  and 
without  regard  to  the  provisions  of  chapter  51  and  subchapter 

5  use  5101,  III  of  chapter  53  of  such  title  relating  to  classification  and 

5332  note.  General  Schedule  pay  rates,  except  that  the  executive  director 

may  not  receive  pay  in  excess  of  the  maximum  annual  rate 
of  basic  pay  in  effect  for  grade  GS-18  of  the  General 
Schedule  under  section  5332  of  such  title  and  any  additional 
personnel  may  not  receive  pay  in  excess  of  the  maximum 
annual  rate  of  basic  pay  in  effect  for  grade  GS-15  of  such 
General  Schedule,  and 

(B)  obtain  temporary  and  intermittent  services  of  experts 
and  consultants  in  accordance  with  the  provisions  of  section 
3109  of  title  5,  United  States  Code. 

,  (3)  Contracts. — The  Commission  is  authorized  to  negotiate 

and  enter  into  contracts  with  organizations,  institutions,  and 
individuals  to  carry  out  such  studies,  surveys,  or  research  and 
prepare  such  reports  as  the  Commission  determines  are  necessary 
in  order  to  carry  out  its  duties. 

(d)  Cooperation  of  Other  Federal  Agencies. — 

(1)  Information. — Each  department,  agency,  and  instrumen- 
tality of  the  Federal  Government  is  authorized  and  directed  to 
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furnish  to  the  Commission,  upon  request  made  by  the  Chairman, 
and  to  the  extent  permitted  by  law,  such  data,  reports,  and  other 
information  as  the  Commission  deems  necessary  to  carry  out  its 
fimctions  under  this  section. 

(2)  Ser\t:ces. — The  head  of  each  department  or  agency  of  the 
Federal  Government  is  authorized  to  provide  to  the  Commission 
such  services  as  the  Commission  requests  on  such  basis,  reim- 
bursable and  otherwise,  as  may  be  agreed  between  the  depart- 
ment or  agency  and  the  Chairman  of  the  Commission.  All  such 
requests  shall  be  made  by  the  Chairman  of  the  Commission. 

(3)  Departmext  of  labor. — The  Department  of  Labor  shall 
provide  support  for  the  Commission  and  shall  perform  such 
other  functions  with  respect  to  the  Commission  as  may  be  required 
by  the  provisions  of  the  Federal  Advisory  Committee  Act. 

(e)  Pay  axd  Tra\tx  Expenses. — 

(1)  Members  ser^te  without  pat. — Except  as  provided  in  para- 
graph (2),  members  of  the  Commission  shall  serve  without  pay. 

(2)  Travel  expenses. — ^lYhile  away  from  their  homes  or  regu- 
lar places  of  business  in  the  performance  of  services  for  the 
Commission,  members  of  the  Commission  shall  be  allowed  travel 
expenses,  including  per  diem  in  lieu  of  subsistence,  in  the  same 
manner  as  persons  employed  intermittently  in  the  Government 
service  are  allowed  expenses  under  section  5703(b)  of  title  5  of 
the  United  States  Code. 

(f )  Interim  Report. — The  Commission  shall  transmit  to  the  Con- 
gress not  later  than  March  31,  1978,  an  interim  report. 

(g)  Final  Report. — The  Commission  shall  transmit  to  the  Presi- 
dent and  the  Congress  not  later  than  January  1,  1979,  a  final  report 
containing  a  detailed  statement  of  the  findings  and  conclusions  of  the 
Commission,  together  with  such  recommendations  as  it  deems 
advisable. 

(h)  Termination. — On  the  ninetieth  day  after  the  date  of  sub- 
mission of  its  final  report  to  the  President,  the  Commission  shall  cease 
to  exist. 

(i)  Authorization  of  Appropriations. — There  are  hereby  author- 
ized to  be  appropriated  such  sums  as  may  be  necessary  to  carry  out 
the  provisions  of  this  section. 

TITLE  V— MISCELLANEOUS  PROVISIONS 

SEC.  501.  REFERRAL  OF  BLIND  AND  DISABLED  INDIVIDUALS  UNDER 
AGE  16,  WHO  ARE  RECEIVING  BENEFITS  UNDER  THE 
SUPPLEMENTAL  SECURITY  INCOME  PROGRAM,  FOR  AP- 
PROPRIATE  REHABILITATION  SERVICES. 

(a)  In  General.— Section  1615  of  the  Social  Security  Act  is  42  USC  1382d. 
amended  to  read  as  follows : 

"rehabilitation  services  for  blind  and  disabled  individuals 

"Sec.  1615.  (a)  In  the  case  of  any  blind  or  disabled  individual 
who — 

"(1)  has  not 'attained  age  65,  and 

^'(2)  is  receiving  benefits  (or  with  respect  to  whom  benefits  are 
paid)  under  this  title, 
the  Secretary  shall  make  provision  for  referral  of  such  individual  to 
the  appropriate  State  agency  administering  the  State  plan  for  voca- 
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tioiial  rehabilitation  services  approved  under  the  Vocational  Rehabili- 
29  use  31  note,  tation  Act,  or,  in  the  case  of  any  such  individual  who  has  not  attained 
age  16,  to  the  appropriate  Sta^'e  agency  administering  the  State  plan 
under  subsection  (b)  of  this  section,  and  (except  in  siich  cases  as  he 
may  determine)  for  a  review  lot  less  often  than  quarterly  of  such  indi- 
vidual's blindness  or  disability  and  his  need  for  and  utilization  of  the 
services  made  available  to  him  under  such  plan. 
Criteria  by  "(b)(1)  The  Secretary  shall  by  regulation  prescribe  criteria  for 

regulation.  approval  of  State  plans  for— 

"(A)  assuring  appropriate  counseling  for  disabled  children 
referred  pursuant  to  subsection  (a)  and  their  families, 

"(B)  establishment  of  individual  service  plans  for  such  dis- 
abled children,  and  prompt  referral  to  appropriate  medi<^al, 
educational,  and  social  services, 

"(C)  monitoring  to  assure  adherence  to  such  service  plans,  and 
"(D)  provision  for  such  disabled  children  who  are  6  years  of 
age  and  under,  or  who  have  never  attended  public  school  and 
require  preparation  to  take  advantage  of  public  educational  serv- 
ices, of  medical,  social,  developmental,  and  rehabilitative  services, 
in  cases  where  such  services  reasonably  promise  to  enhance  the 
child's  ability  to  benefit  from  subsequent  education  or  training, 
or  otherwise  to  enhance  his  opportunities  for  self-sufficiency  or 
self-support  as  an  adult. 

"(2)  Such  criteria  shall  include — 
"(A)  administration — 

"(i)  by  the  agency  administering  the  State  plan  for 
crippled  children's  services  under  title  V  of  this  Act,  or 
(ii)  by  another  agency  which  administers  programs 
providing  services  to  disabled  children  and  which  the 
Governor  of  the  State  concerned  has  determined  is 
capable  of  administering  the  State  plan  described  in  the 
first  sentence  of  this  subsection  in  a  more  efficient  and 
effective  manner  than  the  agency  described  in  clause  (i) 
(with  the  reasons  for  such  determination  being  set  forth 
in  the  State  plan  described  in  the  first  sentence  of  this 
subsection) ; 

"(B)  coordination  with  other  agencies  serving  disabled 
children;  and 

"(C)  establishment  of  an  identifiable  unit  within  such 
agency  which  shall  be  responsible  for  carrying  out  the  plan. 

"  (c)  Every  individual  age  16  or  over  with  respect  to  whom  the  Secre- 
tary is  required  to  make  provision  for  referral  under  subsection  (a) 
shall  accept  such  services  as  are  made  available  to  him  under  the  State 
plan  for  vocational  and  rehabilitation  services  approved  under  the 
Vocational  Rehabilitation  Act;  and  no  such  individual  shall  be  an 
eligible  individual  or  eligible  spouse  for  purposes  of  this  title  if  he 
refuses  without  good  cause  to  accept  services  for  which  he  is  referred 
under  subsection  (a). 

"(d)  The  Secretary  is  authorized  to  pay  to  the  State  agency  adminis- 
tering or  supervising  the  administration  of  a  State  plan  for  vocational 
rehabilitation  services  approved  under  the  Vocational  Rehabilitation 
Act  the  costs  incurred  under  such  plan  in  the  provision  of  rehabilita- 
tion services  to  individuals  referred  for  such  services  pursuant  to  sub- 
section (a). 

"(c)  (1)  The  Secretary  shall,  subject  to  the  limitations  imposed  by 
paragraphs  (2)  and  (3) ,  pay  to  the  State  agency  administering  a  State 
plan  of  a  State  under  subsection  (b)  of  this  section,  the  costs  incurred 
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each  fiscal  year  which  begins  after  September  30,  1976.  and  ends  prior 
to  October'^1,  1979,  in  carrying  out  the  State  plan  approved  pursuant 
to  such  subsection  (b) . 

"(2)  (A)  Of  the  funds  paid  by  the  Secretary  with  respect  to  costs, 
incurred  in  any  State,  to  which  paragraph  (1)  applies,  not  more  than 
10  per  centum  thereof  shall  be  paid  with  respect  to  costs  incurred  with 
respect  to  activities  described  in  subsection  (b)(1)  (A),  (B),and  (C). 

"(B)  Whenever  there  are  provided  pursuant  to  this  section  to  any 
child  services  of  a  type  which  is  appropriate  for  children  who  are  not 
blind  or  disabled,  there  shall  be  disregarded  for  purposes  of  com- 
puting any  payment  with  respect  thereto  under  this  subsection,  so 
much  of  the  costs  of  such  services  as  would  have  been  incurred  if  the 
child  involved  had  not  been  blind  or  disabled. 

"(C)  The  total  amount  payable  under  this  subsex^tion  for  any  fiscal 
year,  with  respect  to  services  provided  in  any  State,  shall  be  reduced 
by  the  amount  by  which  the  sum  of  the  public  funds  expended  (as 
determined  by  the  Secretary)  from  non-Federal  sources  lor  services 
of  the  type  involved  for  such  fiscal  year  is  less  than  the  sum  of  such 
funds  expended  from  such  sources  for  services  of  such  type  for  the  fis- 
cal year  ending  June  30, 1976. 

"  (3)  Xo  payment  under  this  subsection  with  respect  to  costs  incurred 
in  providing  services  in  any  State  for  any  fiscal  year  shall  exceed  an 
amount  which  bears  the  same  ratio  to  $30,000,000  as  the  under  age  7 
population  of  such  State  (and  for  purposes  of  this  section  the  District 
of  Columbia  shall  be  regarded  as  a  State)  bears  to  the  under  age  7 
population  of  the  fifty  States  and  the  District  of  Columbia.  The  Sec- 
retary shall  promulgate  the  limitation  applicable  to  each  State  for 
each  fiscal  year  under  this  paragraph  on  the  basis  of  the  most  recent 
satisfactory  data  available  from  the  Department  of  Commerce  not 
later  than  90  nor  earlier  than  270  days  before  the  beginning  of  such 
year." 

(b)  PuBLicATiox  OF  CRITERIA.— The  Secretary  shall,  within  120  42  USC  1382d 
days  after  the  enactment  of  this  subsection,  publish  criteria  to  be  note, 
employed  to  determine  disability  (as  defined  in  section  1614(a)  (3)  of 
the  Social  Security  Act)  in  the  case  of  persons  who  have  not  attained   42  USC  1382c. 
the  age  of  18. 

SEC.  502.  INCOME  OF  EACH  MExMBER  OF  MARRIED  COUPLE  TO  BE 
APPLIED  SEPARATELY  IN  DETERMINING  SSI  BENEFIT 
PAYMENTS  WHEN  ONE  OF  THEM  IS  IN  AN  INSTITUTION. 
Section  1611(e)  (1)  (B)  (ii)  of  the  Social  Security  Act  is  amended  to  42  USC  1382. 

read  as  follows : 

"(ii)  in  the  case  of  an  individual  who  has  an  eligible  spouse,  if 
only  one  of  them  is  in  such  a  hospital,  home  or  facility  through- 
out such  month,  at  a  rate  not  in  excess  of  the  sum  of — 

"(I)  the  rate  of  $300  per  year  (reduced  by  the  amount  of 
any  income,  not  excluded  pursuant  to  section  1612(b) ,  of  the   42  USC  1382a. 
one  who  is  in  such  hospital,  home,  or  facility) ,  and 

"(II)  the  applicable  rate  specified  in  subsection  (b)(1) 
(reduced  by  the  amount  of  any  income,  not  excluded  pur- 
suant to  section  1612  (b) ,  of  the  other)  ;  and". 

SEC.  503.  PRESERVATION  OF   MEDICAID   ELIGIBILITY  FOR  INDIVI-   42  USC  1396a 
DUALS  WHO  CEASE  TO  BE  ELIGIBLE  FOR  SUPPLEMENTAL  note. 
SECURITY  INCOME  BENEFITS  ON  ACCOUNT  OF  COST-OF- 
LIVING  INCREASES  IN  SOCIAL  SECURITY  BENEFITS. 

In  addition  to  other  requirements  imposed  by  law  as  a  condition 
for  the  approval  of  any  State  plan  under  title  XIX  of  the  Social 
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Security  Act,  there  is  hereby  imposed  the  requirement  (and  each  such 
State  plan  shall  be  deemed  to  require)  that  medical  assistance  under 
such  plan  shall  be  provided  to  any  individual,  for  any  month  after 
June  1977  for  which  such  individual  is  entitled  to  a  monthly  insur- 
ance benefit  under  title  II  of  such  Act  but  is  not  eligible  for  benefits 
under  title  XVI  of  such  Act,  in  like  manner  and  subject  to  the  same 
terms  and  conditions  as  are  applicable  under  such  State  plan  in  the 
case  of  individuals  who  are  eligible  for  and  receiving  benefits  under 
such  title  XVI  for  such  month,  if  for  such  month  such  individual 
w^ould  be  (or  could  become)  eligible  for  benefits  under  such  title  XVI 
except  for  amounts  of  income  received  by  such  individual  and  his 
spouse  (if  any)  which  are  attributable  to  increases  in  the  level  of 
monthly  insurance  benefits  payable  under  title  II  of  such  Act  which 
have  occurred  pursuant  to  section  215 (i)  of  such  Act,  in  the  case  of 
such  individual,  since  the  last  month  after  April  1977  for  which  such 
individual  was  both  eligible  for  (and  received)  benefits  under  such 
title  XVI  and  was  entitled  to  a  monthly  insurance  benefit  under  such 
title  II,  and,  in  the  case  of  such  individual's  spouse  (if  any),  since 
the  last  such  month  for  which  such  spouse  was  both  eligible  for  (and 
received)  benefits  under  such  title  XVI  and  was  entitled  to  a  monthly 
insurance  benefit  under  such  title  II.  Solely  for  purposes  of  this  sec- 
tion, payments  of  the  type  described  in  section  1616(a)  of  the  Social 
Security  Act  or  of  the  type  described  in  section  212(a)  of  Public  Law 
93-66  shall  be  deemed  to  be  benefits  under  title  XVI  of  the  Social 
Security  Act. 

SEC.  504.  STATE  SUPPLEMENTATION  OF  BENEFITS  UNDER  SUPPLE- 
MENTAL SECURITY  INCOME  PROGRAM. 

(a)  Limitation  on  State  Costs. — Section  401(a)  (2)  of  the  Social 
Security  Amendments  of  1972  is  amended — 

(1)  by  inserting  "(subject  to  the  second  sentence  of  this  para- 
graph)" immediately  after  "Act"  where  it  first  appears  in  sub- 
paragraph (B),  and 

(2)  by  adding  at  the  end  thereof  the  following  new  sentence: 
"In  determining  the  difference  between  the  level  specified  in  sub- 
paragraph (A)  and  the  benefits  and  income  described  in  sub- 
paragraph (B )  there  shall  be  excluded  any  part  of  any  such  benefit 
which  results  from  (and  would  not  be  payable  but  for)  any 
cost-of-living  increase  in  such  benefits  under  section  1617  of  such 
Act  (or  any  general  increase  enacted  by  law  in  the  dollar  amounts 
referred  to  in  such  section)  becoming  effective  after  June  30, 
1977,  and  before  July  1,  1979.". 

(b)  Effective  Date. — ^^The  provisions  of  this  section  shall  be  effec- 
tive with  respect  to  benefits  payable  for  months  after  June  1977. 
SEC.  505.  ELIGIBILITY  OF  INDIVIDUALS  IN  CERTAIN  INSTITUTIONS. 

(a)  In  General. — Section  1611(e)(1)  of  the  Social  Security  Act 
is  amended  by  striking  out  "subparagraph  (B)"  in  subparagraph  (A) 
and  inserting  in  lieu  thereof  "subparagraph  (B)  aTid  (C)";  and  by 
adding  at  the  end  thereof  the  following  new  subparagraph  : 

"(C)  As  used  in  subparagraph  (A),  the  term  'public  institution' 
does  not  include  a  publicly  operated  community  residence  which  serves 
no  more  than  16  residents.". 

(b)  Conforming  Amendment. — Section  1612(b)(6)  of  such  Act 
is  amended  by  striking  out  "assistance  described  in  section  1616(a) 
which"  and  inserting  in  lieu  thereof  "assistance,  furnished  to  or  on 
behalf  of  such  individual  (and  spouse),  which". 
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(c)  Repeal  of  Limitation  on  Payment. — Section  1616(e)  of  such 
Act  is  repealed. 

(d)  States  To  Establish  Standards. — Effective  October  1,  1977, 
section  1616(e)  of  such  Act  is  amended  to  read  as  follows: 

"(e)  (1)  Each  State  shall  establish  or  designate  one  or  more  State 
or  local  authorities  which  shall  establish,  maintain,  and  insure  the 
enforcement  of  standards  for  any  category  of  institutions,  foster 
homes,  or  group  living  arrangements  in  which  (as  determined  by  the 
State)  a  significant  number  of  recipients  of  supplemental  security 
income  benefits  is  residing  or  is  likely  to  reside.  Such  standards  shall 
be  appropriate  to  the  needs  of  such  recipients  and  the  character  of  the 
facilities  involved,  and  shall  govern  such  matters  as  admission  poli- 
cies, safety,  sanitation,  and  protection  of  civil  rights. 

"(2)  Each  State  shall  annually  make  available  for  public  review, 
as  a  part  of  the  services  program  planning  procedures  established 
pursuant  to  section  2004:  of  this  Act,  a  summary  of  the  standards 
established  pursuant  to  paragraph  (1),  and  shall  make  available  to 
any  interested  individual  a  copy  of  such  standards,  along  with  the  pro- 
cedures available  in  the  State  to  insure  the  enforcement  of  such  stand- 
ards and  a  list  of  any  waivers  of  such  standards  and  any  violations  of 
such  standards  which  have  come  to  the  attention  of  the  authority  re- 
sponsible for  their  enforcement. 

"(3)  Each  State  shall  certify  annually  to  the  Secretary  that  it  is  in 
compliance  with  the  requirements  of  this  subsection. 

"(4)  Payments  made  under  this  title  with  respect  to  an  individual 
shall  be  reduced  by  an  amount  equal  to  the  amount  of  any  supplemen- 
tary payment  (as  described  in  subsection  (a) )  or  other  payment  made 
by  a  State  (or  political  subdivision  thereof)  which  is  made  for  or  on 
account  of  any  medical  or  any  other  type  of  remedial  care  provided  hj 
an  institution  of  the  type  described  in  paragraph  (1)  to  such  indi- 
vidual as  a  resident  or  an  inpatient  of  such  institution  if  such  institu- 
tion is  not  approved  as  meeting  the  standards  described  in  such 
parajjraph  by  the  appropriate  State  or  local  authorities.". 

(e)  Effectim^.  Date. — The  amendments  and  repeals  made  by  this 
section,  unless  otherwise  specified  therein,  shall  take  effect  on  Octo- 
ber 1,  1976. 

SEC.  506.  ELECTION  OF  LOCAL  GOVERNMENTS  TO  USE  REIMBURSE- 
MENT METHOD. 

(a)  In  General. — Paragraph  (2)  of  section  3309(a)  of  the  Internal 
Revenue  Code  of  1954  (relating  to  State  law  requirements)  is 
amended — 

(1)  by  striking  out  "an  organization"  and  inserting  in  lieu 
thereof  "a  governmental  entity  or  any  other  organization", 

(2)  by  striking  out  "paragraph  (1)  (A)"  and  inserting  in  lieu 
thereof  "parafirraph  (1)",  and 

(3)  by  striking  out  "that  organizations"  and  inserting  in  lieu 
thereof  "that  governmental  entities  or  other  organizations". 

(b)  Technical  Amendment. — Subparagraph  (B)  of  section  3304 
(a)(6)  of  such  Code  is  amended  by  striking  out  "section  3309(a) 
(1)  (A)"  and  inserting  in  lieu  thereof  "section  3309(a)  (1)".^ 

(c)  Effective  Date. — The  amendments  made  by  this  section  shall 
apply  with  respect  to  certifications  of  States  for  1978  and  subsequent 
years,  but  only  with  respect  to  services  performed  after  December  31, 
1977. 


Repeal. 

42  use  1382e. 
State  standards. 


Annual  public 
review. 

42  use  1397c. 


Annual 
certification. 
Payments  to 
individuals. 


42  use  1382 
note. 


26  use  3309. 


26  use  3304. 

26  use  3304 
note. 


90  STAT.  2688 


PUBLIC  LAW  94-566-~0CT.  20,  1976 


SEC.  507.  AFDC  BENEFITS  WHERE  UNEMPLOYED  FATHER  RECEIVES 
UNEMPLOYMENT  COMPENSATION. 
42  use  607.  (a)  In  General.— Section  407(b)  (2)  of  the  Social  Security  Act  is 

amended — 

(1)  by  striking  out  "and"  at  the  end  of  subparagraph  (B)  ;  and 

(2)  by  striking  out  subparagraph  (C)  and  inserting  in  lieu 
thereof  the  following: 

•'(C)  for  the  denial  of  aid  to  families  with  dependent  chil- 
dren to  any  child  or  relative  specified  in  subsection  (aj  — 
"(i)  if  and  for  so  long  as  such  child's  father,  unless 
exempt  under  section  402(a)  (19)  (A),  is.  not  registered 
•       pursuant  to  such  section  for  the  work  incentive  pro- 
gram established  under  part  C  of  this  title,  or,  if  he  is 
exempt  under  such  section  by  reason  of  clause  (iii) 
thereof  or  no  such  prograni  in  which  he  can  effectively 
participate  has  been  established  or  provided  under  sec- 
tion 432(a) ,  is  not  registered  with  the  public  employment 
offices  in  the  State,  and 

"(ii)  with,  respect  to  any  week  for  which  such  child's 
father  qualifies  for  unemployment  compensation  under 
an  unemployment  compensation  law  of  a  State  or  of  the 
United  States,  but  refuses  to  apply  for  or  accept  such 
unemployment  compensation ;  ana 
"(D)  for  the  reduction  of  the  aid  to  families  with  depend- 
ent children  otherwise  payable  to  any  child  or  relative  spec- 
ified in  subsection  (a)  by  the  amount  of  any  unemployment 
compensation  that  such  child's  father  receives  under  an 
unemployment  compensation  law  of  a  State  or  of  the  United 
States.". 

(b)  Conforming  Provision. — Section  407(d)(3)  of  such  Act  is 
amended  by  inserting  ",  for  purposes  of  section  407(b)(1)(C)," 
before  "be  deemed". 

42  use  607  note.  (c)  Effective  Date. — The  amendments  made  by  the  preceding 
provisions  of  this  section  shall  be  effective  with  respect  to  months  after 
(and  weeks  beginning  in  months  after)  the  date  of  the  enactment  of 
this  Act. 

(d)  Simplification  op  Procedures. — Section  407  of  the  Social 
Security  Act  is  further  amended  by  adding  at  the  end  thereof  the 
following  new  subsection : 

"(e)  The  Secretary  of  Health,  Education,  and  Welfare  and  the 
Secretary  of  Labor  shall  jointly  enter  into  an  agreement  with  each 
State  which  is  able  and  willing  to  do  so  for  the  purpose  of  (1) 
simplifying  the  procedures  to  be  followed  by  unemployed  fathers  and 
other  unemployed  persons  in  such  State  in  registering  pui-suant  to 
42  use  602.  section  402(a)  (19)  for  the  work  incentive  program  established  by 
42  use  630  et  part  C  of  this  title  and  in  registering  with  public  employment  offices 
(under  this  section  and  otherwise)  or  in  connection  with  applications 
for  unemployment  compensation,  by  reducing  the  number  of  locations 
or  agencies  w^here  such  persons  must  go  in  order  to  register  for  such 
programs  and  in  connection  with  such  applications,  and  (2)  pro- 
viding where  possible  for  a  single  registration  satisfying  this  section 
and  the  requirements  of  both  the  work  incentive  program  and  the 
applicable  unemployment  compensation  laws.". 
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SEC.  508.  STATE  EMPLOYMENT  OFFICES  TO  SUPPLY  DATA  IN  AID 
OF  ADMINISTRATION  OF  AFDC  AND  CHILD  SUPPORT 
PROGRAMS. 

(a)  Ix  General. — Section  3(a)  of  the  Act  entitled  "An  Act  to 
provide  for  the  establishment  of  a  national  employment  system  and 
for  cooperation  with  the  States  in  the  promotion  of  such  system,  and 
for  other  purposes",  approved  June  6,  1933  (29  U.S.C.  49b(a)),  is 
amended  by  adding  at  the  end  thereof  the  following  new  sentence : 
"It  shall  be  the  further  duty  of  the  bureau  to  assure  that  such  employ- 
ment offices  in  each  State,  upon  request  of  a  public  agency  administer- 
ing or  supervising  the  administration  of  a  State  plan  approved  under 

part  A  of  title  IV  of  the  Social  Security  Act  or  of  a  public  agency   ^2  USC  601  et 
charged  with  any  duty  or  responsibility  under  any  program  or  activity 
authorized  or  required  under  part  D  of  title  IV  of  such  Act,  shall   42  USC  651  et 
(and.  notwithstanding  any  other  provision  of  law,  is  hereby  author-  •^^9- 
ized  to)  furnish  to  such  agency  making  the  request,  from  any  data 
contained  in  the  files  of  any  such  employment  office,  information  with 
respect  to  any  individual  specified  in  the  request  as  to  (A)  whether 
such  individual  is  receiving,  has  received,  or  has  made  application  for, 
unemployment  compensation,  and  the  amount  of  any  such  compen- 
sation being  received  by  such  individual,  (B)  the  current  (or  most 
recent)  home  address  of  such  individual,  and  (C)  whether  such 
individual  has  refused  an  offer  of  employment  and,  if  so,  a  description 
of  the  employment  so  offered  and  terms,  conditions,  and  rate  of  pay 
therefor.". 

(b)  Provision  for  Reimbursement  of  Expenses. — For  purposes  42  USC  603a 
of  section  403  of  the  Social  Security  Act,  expenses  incurred  to  reim- 
burse State  employment  offices  for  furnishing  information  requested 

of  such  offices  pursuant  to  the  third  sentence  of  section  3(a)  of  the  Act 
entitled  "An  Act  to  provide  for  the  establishment  of  a  national  employ- 
ment system  and  for  cooperation  with  the  States  in  the  promotion 
of  such  system,  and  for  other  purposes",  approved  June  6,  1933  (29 
U.S.C.  49b(a),  by  a  State  or  local  agency  administering  a  State 
plan  approved  under  part  A  of  title  IV  of  the  Social  Security  Act 
shall  be  considered  to  constitute  expenses  incurred  in  the  administra- 
tion of  such  State  plan;  and  for  purposes  of  section  455  of  the  Social 
Security  Act,  expenses  incurred  to  reimburse  State  emplovment  offices  42  USC  655. 
for  furnishing  information  so  requested  by  a  State  or  local  agency 
charged  with  the  duty  of  carrying  out  a  State  plan  for  child  support 
approved  under  part  D  of  title  IV  of  the  Social  Security  Act  shall  be 
considered  to  constitute  expenses  incurred  in  the  administration  of 
such  State  plan. 

TITLE  VI— SPECIAL  UNEMPLOYMENT 
ASSISTANCE  AMENDMENTS 

SEC.  601.  EXTENSION  OF  SPECIAL  UNEMPLOYMENT  ASSISTANCE 
PROGRAM. 

(a)  Section  208  of  the  Emergency  Jobs  and  Unemployment  Assist-  26  USC  3304 
ance  Act  of  1974  is  amended  to  read  as  follows :  "o*^- 


"Sec.  208.  Notwithstanding  any  other  provision  of  this  part,  no 
payment  of  assistance  under  this  part  shall  be  made  to  any  individual 
with  respect  to  any  week  of  unemployment  ending  after  June  30, 
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1978 ;  and  no  individual  shall  be  entitled  to  any  assistance  under  this 
part  with  respect  to  any  initial  claim  for  assistance  or  waiting  period 
.  '  credit  which  is  effective  in  a  week  beginining  after  December  31, 

1977.". 

SEC.  602.  ELIMINATION  OF  SPECIAL  BASE  PERIOD  FOR  PAYMENTS  CF 
SPECIAL  UNEMPLOYMENT  ASSISTANCE. 

26  use  3304  (a)  Paragraph  (1)  of  section  203(a)  of  the  Emergency  Jobs  and 

Unemployment  Assistance  Act  of  1974  is  amended  by  striking  out 
'•''Provided^  That"  and  all  that  follows  down  through  ";  and"  at  the 
end  thereof  and  inserting  in  lieu  thereof  the  following:  '"''Provided^ 
That  the  individual  meets  the  qualifying  employment  and  wage 
requirements  of  the  applicable  State  unemployment  compensation  law 
in  the  base  period ;  and,  for  purposes  of  this  proviso,  employment  and 
wages  which  are  not  covered  by  the  State  law  shall  be  treated  as 
though  they  were  covered,  except  that  employment  and  wages  covered 
by  any  State  or  Federal  unemployment  compensation  law,  including 
the  Eailroad  LTnemployment  Insurance  Act  (45  U.S.C.  351  et  seq.), 
shall  be  excluded  to  the  extent  that  the  individual  is  or  was  entitled  to 
compensation  for  unemployment  tJiereunder  on  the  basis  of  such 
employment  and  wages ;  and". 

(b)  Subsection  (a)  of  section  205  of  such  Act  is  amended  by  strik- 
ing out  "law :  Provided^  That"  and  all  that  follows  down  through  the 
period  at  the  end  thereof  and  inserting  in  lieu  thereof  the  following: 
"law.  For  purposes  of  the  preceding  sentence,  employment  and  wages 
which  are  not  covered  by  the  applicable  State  unemployment  compen- 
sation law  shall  be  treated  as  though  they  were  covered,  except  that 
employment  and  wages  covered  by  any  State  or  Federal  unemploy- 
ment compensation  law,  including  the  Railroad  Unemployment  Insur- 
ance Act  (45  U.S.C.  351  et  seq.),  shall  be  excluded  to  the  extent  that 
the  individual  is  or  was  entitled  to  compensation  for  unemployment 
thereunder  on  the  basis  of  such  employment  and  wages.". 

(c)  Subsection  (a)  of  section  206  of  such  Act  is  amended  by  striking 
out  "section  205 :  Provided^  That"  and  all  that  follows  down  through 
the  period  at  the  end  thereof  and  inserting  in  lieu  thereof  the  follow- 
ing :  "section  205.  For  purposes  of  the  preceding  sentence,  employment 
and  wages  which  are  not  covered  by  the  applicable  State  unemploy- 
ment compensation  law  shall  be  treated  as  though  they  were  covered, 
except  that  employment  and  wages  covered  by  any  State  or  Federal 
unemployment  compensation  law,  including  the  Railroad  Unemploy- 
ment Insurance  Act  (45  U.S.C.  351  et  seq.),  shall  be  excluded  to  the 
extent  that  the  individual  is  or  was  entitled  to  compensation  for  unem- 
ployment thereunder  on  the  basis  of  such  employment  and  wages.". 

(d)  Subsection  (a)  of  section  210  of  such  Act  is  amended — 

(1)  by  striking  out  "and"  at  the  end  of  paragraph  (5)  ;  and 

(2)  by  striking  out  paragraph  (6)  and  inserting  in  lieu  thereof 
the  following : 

"(6)  ^special  unemployment  assistance  benefit  year'  means  the 
benefit  year  as  defined  by  the  applicable  State  unemployment 
compensation  law ;  and 

"(7)  'base  period'  means  the  base  period  as  determined  under 
the  applicable  State  unemployment  compensation  law.". 
Applicability  (e)  The  amendments  made  by  this  section  shall  apply  with  respect 

to  benefit  years  beginning  after  December  31, 1976.  In  the  case  of  any 
benefit  year  of  an  individual  which  begins  after  December  31,  1976, 
for  purposes  of  sections  203(a)  (1),  205(a),  and  206(a)  of  the  Emer- 
gency Jobs  and  Unemployment  Assistance  Act  of  1974,  there  shall  not 
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be  taken  into  account  any  employment  and  wages  to  the  extent  that 
such  individual  was  entitled  on  the  basis  of  such  employment  and 
wages  to  assistance  under  such  Act  during  a  benefit  year  beginning 
before  January  1, 1977. 

SEC.  603.  DENIAL  OF  SPECIAL  UNEMPLOYMENT  ASSISTANCE  TO  NON- 
PROFESSIONAL EMPLOYEES  OF  EDUCATIONAL  INSTITU- 
TIONS DURING  PERIODS  BETWEEN  ACADEMIC  TERMS. 

(a)  Section  203  of  the  Emergency  Jobs  and  Unemployment  Assist- 
ance  Act  of  1974  is  amended  by  adding  at  the  end  thereof  the  follow- 
ing new  subsection : 

"(c)  An  individual  who  performs  services  for  an  educational  institu- 
tion or  agency  ia  a  capacity  (other  than  an  instructional,  research,  or 
principal  administrative  capacity)  shall  not  be  eligible  to  receive  a 
payment  of  assistance  or  a  waiting  period  credit  with  respect  to  any 
week  commencing  during  a  period  between  two  successive  academic 
years  or  terms  if — 

"(1)  such  individual  performed  such  services  for  any  educa- 
tional institution  or  agency  in  the  first  of  such  academic  years  or 
terms ;  and 

"(2)  there  is  a  reasonable  assurance  that  such  individual  will 
perform  services  for  any  educational  institution  or  agency  in  any 
capacity  (other  than  an  instructional,  research,  or  principal 
administrative  capacity)  in  the  second  of  such  academic  years  or 
terms." 

(b)  The  amendment  made  by  subsection  (a)  shall  apply  to  weeks  of  Applicability 
unemployment  beginning  after  the  date  of  the  enactment  of  this  Act. 

SEC.  604.  MODIFICATION  OF  AGREEMENTS. 

The  Secretary  of  Labor  shall,  at  the  earliest  practicable  date  after 
the  date  of  the  enactment  of  this  Act,  propose  to  each  State  with  which 
he  has  in  effect  an  agreement  under  section  202  of  the  Emergency  Jobs 
and  Unemployment  Assistance  Act  of  1974  a  modification  of  such 
agreement  designed  to  provide  for  the  payment  of  special  unemploy- 
ment assistance  under  such  Act  in  accordance  with  the  amendments 
made  by  sections  601,  602,  and  603  of  this  title.  Notwithstanding  any  Ante,  p.  2689. 
other  provision  of  law,  if  any  State  fails  or  refuses,  within  the  three- 
week  period  beginning  on  the  date  the  Secretary  of  Labor  proposes 
such  a  modification  to  such  State,  to  enter  into  such  a  modification  of 
such  agreement,  the  Secretary  of  Labor  shall  terminate  such  agreement 
effective  with  the  end  of  the  last  week  which  ends  on  or  before  the  last 
day  of  such  three-week  period. 


Approved  October  20,  1976. 
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UNEMPLOYMENT  COMPENSATION  AMENDMENTS 
OF  1976— DESCRIPTION  OF  THE  PROVISIONS 
OF  H.R.  10210 

I.  Unemployment  Compensation  Provisions 
A.  COVERAGE  PROVISIONS 

Farmicorhers. — In  the  past,  farm  employment  has  been  exempt 
from  the  Federal  unemployment  tax.  As  a  result,  protection  of  farm- 
workers under  unemployment  compensation  programs  has  been  a 
matter  of  State  option/ H.R.  10210  makes  the  Federal  unemploy- 
ment tax  applicable  to  farm  employment  if  the  farm  operator,  in 
either  the  current  year  or  the  preceding  year,  has  a  payroll  of  at  least 
$20,000  in  any  calendar  quarter  or  has  10  or  more  employees  in  20 
weeks  during  the  year.  This  extension  of  the  Federal  unemployment 
payroll  tax  has  the  effect  of  bringing  farm  employment  meeting 
these  criteria  within  the  coverage  of  all'State  unemployment  compen- 
sation programs.  Coverage  is  effective  as  of  January  1978. 

In  the  case  of  farmworkers  who  are  hired  by  a  farm  labor  con- 
tractor ("crew  leader")  I'ather  than  by  the  farm  operator,  the  bill 
provides  that  the  crew  leader  will  be  considered  the  employer  and 
thus  be  responsible  for  paying  the  unemployment  tax  and  submitting 
the  required  reports  if  he  provides  the  service  of  mechanized  equip- 
ment— crop  dusting,  mechanized  harvesting,  et  cetera — or  if  he  is 
registered  under  the  Farm  Labor  Contractor  Registration  Act.  Since 
that  act  now  requires  registration  for  most  crew  leaders — an  excep- 
tion is  made  for  those  operating  both  within  a  25-mile  radius  of  their 
homes  and  for  no  more  than  13  weeks  per  year — H.R.  10210  generally 
makes  the  crew  leader  the  employer.  The  bill  provides,  however,  that 
the  farm  operator  be  considered  the  employer  in  cases  where  the  crew 
leader  is  in  fact  the  farmer's  own  employee  and  in  cases  where  the 
farmer  and  the  crew  leader  have  a  written  agreement  under  which 
the  farm  operator  will  act  as  employer  for  unemployment  compensa- 
tion purposes. 

The  bill  exempts  from  unemployment  compensation  coverage  aliens 
who  are  brought  into  the  United  States  on  a  temporary  basis  to  work 
during  peak  agricultural  crop  seasons  under  sections  101(a)  (15)  (H) 
and  214(c)  of  the  Immigi-ation  and  Nationality  Act.  This  exemption 
from  coverage  expires  January  1.  1980. 

Under  the  provisions  of  H.R.  10210,  an  estimated  459.600  farm 
jobs  and  17,400  farm  employers  will  be  subject  to  the  Federal 
unemployment  tax.  This  represents  40  percent  of  all  farm  employment 
and  2  percent  of  all  farm  operators. 
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State  and  local  government  employees. — State  and  local  govern- 
ment employment  is  exempt  from  the  Federal  unemployment  payroll 
tax.  However,  under  legislation  enacted  in  1970,  the  States  were 
required  to  provide  unemployment  insurance  for  employees  of  State 
operated  hospitals  and  institutions  of  higher  education.  In  addition, 
about  one-half  of  the  States  have  gone  beyond  the  Federal  require- 
ments and  provide  mandatory  coverage  for  State  employees  and 
permit  local  governments  to  opt  for  coverage. 

Under  H.R.  10210,  State  and  local  government  employment  will 
continue  to  be  exempt  from  the  Federal  unemployment  payroll  tax. 
States  will  be  required,  however,  to  provide  State  coverage  for  such 
employment  as  a  condition  of  continued  participation  in  the  Federal - 
State  unemployment  compensation  program.  (Failure  to  participate 
would,  in  effect,  raise  the  Federal  unemployment  tax  on  employers  in 
the  State  from  0.7  to  3.4  percent  and  would  deprive  the  State  of  Fed- 
eral funds  to  meet  administrative  expenses  and  part  of  the  benefit 
costs  for  benefits  paid  after  the  26th  week  of  unemployment.) 

All  State  and  local  government  employees  will  be  covered  except 
elected  officials,  members  of  the  legislature  or  judiciary,  persons  in 
policymaking  or  advisory  positions  which  are  desi.anated  as  major, 
nontenured  positions  or  as  ordinarily  requiring  less  than  8  hours  work 
per  week,  members  of  the  National  Guard,  prisoners,  and  persons 
hired  for  temporary  jobs  in  emergency  situations.  With  the  above 
exceptions,  all  employment  after  December  31,  1977  will  be  covered. 
Under  the  bill,  the  State  law  will  have  to  permit  the  employing  entity 
to  determine  whether  to  pay  for  its  coverage  through  contributions 
equivalent  to  the  State  payroll  tax  or  by  reimbursing  the  fund  retro- 
actively for  benefits  paid  to  its  former  employees. 

The  provisions  of  H.R.  10210  extend  coverage  under  the  unemploy- 
ment compensation  program  to  approximately  588,000  State  em- 
ployees Avho  are  not  now  covered  and  to  about  7.7  million  employees 
of  local  governments. 

Payment  to  school  emfloyees  during  vacation  periods. — H.R.  10210 
requires  that  benefits  be  denied  during  vacation  periods  between 
academic  terms  (or  years)  to  professional  school  employees  who  have 
a  contract  for,  or  reasonable  assurance  of,  reemployment  during  the 
upcoming  term  (or  year) .  The  bill  also  permits  States  to  deny  benefits 
during  vacation  periods  on  the  same  basis  to  nonprofessional  school 
emploj-ees. 

Exteiuled  henefit  costs. — At  present,  the  Federal  extended  benefit 
account  in  the  unemployment  trust  fund  pays  one-half  of  the  costs  of 
benefits  under  the  Federal- State  Extended  Unemployment  Compen- 
sation Act.  That  act  provides  in  times  of  high  unemployment  for  up 
to  13  weeks  of  added  benefits  after  a  worker  exhausts  his  regular 
benefit  eligibility.  This  50  percent  Federal  funding  is  provided  from 
the  Federal  unemployment  payroll  tax.  H.R.  10210  includes  a  provi- 
sion which  eliminates  this  50  percent  Federal  funding  for  the  cost  of 
extended  benefits  for  State  and  local  government  employees,  whose 
employment  is  exempt  from  the  Federal  tax.  (The  Federal  accounts 
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will  continue  to  pay  the  administrative  costs  attributable  to  coverage 
of  employees  of  State  and  local  governments.) 

Elementary  and  secondary  nonprofit  schools. — Prior  to  the  1970 
amendments,  nonprofit  organizations,  which  are  exempt  from  taxa- 
tion under  the  Internal  Revenue  Code,  were  covered  as  employers  for 
unemployment  compensation  purposes  only  at  the  option  of  the  States. 
The  1970  amendments  required  States  to  provide  coverage  for  non- 
profit employers  who  have  at  least  four  employees  in  at  least  20  weeks 
of  the  year.  However,  an  exception  in  the  law  allowed  States  to 
exclude  from  coverage  nonprofit  elementary  and  secondary  schools. 
H.R.  10210  repeals  this  exclusion,  thus  requiring  coverage  for  such 
schools  on  the  same  basis  as  it  has  been  required  for  other  nonprofit 
entities. 

Domestic  icorlcers. — Domestic  employment  in  private  households 
has  been  exempt  from  the  Federal  unemployment  payroll  tax  and 
such  employment  has  been  covered  under  State  unemployment  com- 
pensation programs  in  only  three  States.  H.R.  10210  makes  such 
employment  subject  to  the  unemployment  tax.  efi^ective  January  1978 
(and,  therefore,  effectively  requires  its  coverage  under  State  pro- 
grams) in  the  case  of  any  employer  who  pays  domestic  wages  of 
$1,000  or  more  in  any  calendar  quarter  of  the  current  or  preceding 
year.  It  is  estimated  that  this  will  result  in  coverage  for  some  128,000 
domestic  jobs. 

Transitional  heneflts. — The  new  coverage  provided  under  H.R. 
10210  for  agricultural  workers,  domestic  employees,  employees  of 
State  and  local  governments  and  of  certain  nonprofit  schools  is  effec- 
tive as  of  1978.  As  of  January  1.  1978,  newly  covered  workers  will 
begin  accumulating  wage  credits  necessary  to  qualify  for  unemploy- 
ment compensation  should  they  become  unemployed.  In  most  States 
these  workers  will  not  have  accumulated  enough  wage  credits  to 
qualify  for  benefits  until  the  last  quarter  of  1978.  The  transition  provi- 
sions in  H.R.  10210  provide  that,  if  a  State  agrees  to  pay  benefits  to 
newly  covered  workers  as  of  January  1,  1978.  benefits  paid  through 
June  30.  1978,  based  on  wage  credits  earned  prior  to  that  date,  will  be 
reimbursed  from  Federal  general  revenues.  States  will  also  be  reim- 
bursed after  June  30,  1978  in  cases  where  they  pay  benefits  based  on 
newly  covered  wages  earned  prior  to  January  1, 1978. 

Inclusion  of  Virgin  Isla.nds. — Under  prior  Federal  law,  the  Virgin 
Islands  was  excluded  from  the  Federal -State  system  of  unemployment 
insurance.  The  Virgin  Islands  has  for  several  years  had  a  similar 
unemployment  insurance  program,  however,  ancl  the  territorial  gov- 
ei-nment  has  formally  requested  that  the  Virgin  Islands  be  included 
in  the  Federal-State  system. 

The  inclusion  of  the  Vii'gin  Islands  in  the  Federal-State  unemploy- 
ment system  is  provided  for  in  H.R.  10210.  This  extends  to  that  juris- 
diction the  Federal  unemployment  tax  and  thus  increases  slightly  the 
revenues  to  the  Federal  accounts  in  the  unemployment  trust  fund.  At 
the  same  time.  H.R.  10210  provides  new  or  modified  funding  for  the 
Virgin  Islands  programs  as  shown  in  the  table  below: 
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FUNDING  CHANGES  FOR  VIRGIN  ISLANDS  UNEMPLOYMENT 
PROGRAM  UNDER  H.R.  10210 


Funding  under  H.R. 

Expenditure  type 

Current  funding 

Regular  benefits  

.  Territorial  tax  

Territorial  tax. 

Administrative  costs: 

Compensation 

.  Federal  trust  fund 

system. 

accounts. 

Employment  service. . 

.  Federal  general 

Federal  trust  fund 

'' 

funds. 

accounts  and 

general  funds. 

Extended  benefits  

.  Not  in  effect  

50  percent  terri- 

torial   tax,  50 

percent  Federal 

trust  fund 

accounts. 

Loans  

Federal  general 

Federal  trust  fund 

funds. 

accounts. 

B.  FINANCING  PROVISIONS 

Increase  in  Federal  un employ Tiwnt  tax  rate. — H.R.  10210  increases 
the  gross  Federail  unemployment  tax  rate  from  3.2  percent  to  3.4  per- 
cent while  leaving  the  tax  credit  at  2.7  percent.  This  adds  0.2  percent 
to  the  net  Federal  tax  rate  raising  it  from  the  present  level  of  0.5  to 
a  new  level  of  0.7  percent.  This  increased  tax  rate  will  take  effect  in 
January  1977  and  will  continue  in  effect  until  all  general  revenue 
advances  to  the  extended  benefit  account  in  the  unemployment  trust 
fund  have  been  repaid,  after  which  the  existing  0.5  percent  net  tax 
rate  will  again  become  applicable.  The  increase  in  the  net  Federal 
tax  rate  will  affect  only  the  amounts  collected  by  the  Federal  trust 
fund  accounts. 

Increase  in  taxable  earnings. — H.R.  10210  also  increases  from  $4,200 
to  $6,000  the  amount  of  annual  earnings  subject  to  taxation.  This 
increase  is  effective  January  1978  and  affects  both  Federal  and  State 
taxes.  Since  States  set  their  own  tax  rates  and  may  adjust  their  tax 
rates  to  take  account  of  the  new  tax  base,  the  exact  impact  of  the 
increase  on  State  revenues  will  depend  upon  subsequent  action  by 
the  States. 

Timing  of  loans  to  States. — When  States  find  it  necessary  to  borrow 
from  the  Federal  accounts  in  the  unemployment  trust  fund  to  meet 
their  unemployment  benefit  obligations,  prior  law  required  that  the 
funds  borrowed  for  any  month  be  applied  for  in  the  preceding  month. 
H.R.  10210  includes  a  provision  permitting  States  to  apply  for 
loans  covering  a  3-month  period.  Under  this  provision,  States  will  be 
able  to  make  a  single  application  covering  the  3-month  period,  but  the 
advances  will  continue  to  be  paid  out  to  the  States  on  a  month-by- 
month  basis. 

Costs  of  henefits  to  former  Federal  employees, — When  unemploy- 
ment benefits  are  paid  by  a  State  to  a  former  member  of  the  armed 
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services  or  Federal  employee,  the  costs  of  the  benefits  attributable  to 
Federal  employment  are  funded  from  Federal  general  revenues  and 
the  costs,  if  any,  resulting  from  non-Federal  employment  are  paid 
from  State  funds.  At  present,  the  amount  of  Federal  reimbursement  is 
determined  by  computing  the  amount  of  benefits  actually  paid  to  an 
individual  over  and  above  the  compensation  which  would  have  been 
paid  if  his  Federal  employment  had  not  been  used  in  computing  his 
benefits.  H.E.  10210  provides  instead  that  the  Federal  and  State  por- 
tions of  the  cost  of  benefits  will  be  based  on  the  relative  Federal  and 
non-Federal  wages  of  the  individual  during  the  base  period  on  which 
his  unemployment  compensation  is  computed.  Thus,  if  an  individual 
had  $4,000  of  wages  in  his  base  period  and  $1,000  of  these  wages  came 
from  a  Federal  agency  employer,  25  percent  of  his  unemployment  bene- 
fits would  be  paid  for  from  Federal  general  revenues. 

C.  EXTENDED  BENEFIT  TRIGGERS 

The  Federal- State  Extended  Unemployment  Compensation  Act  of 
1970  provides  for  the  payment  of  additional  weeks  of  benefits  to  in- 
dividuals who  exhaust  their  benefit  entitlement  under  the  regular  State 
programs.  The  additional  entitlement  provides  the  same  weekly  benefit 
amount  as  the  regular  entitlement  and  continues  for  half  as  long  as 
the  regular  entitlement.  Thus,  an  individual  entitled  to  the  maximum 
duration  of  26  weeks  of  regular  benefits  could  receive  up  to  13  addi- 
tional weeks  of  extended  benefits.  Half  the  funding  of  the  extended 
benefits  comes  from  State  unemplo}Tnent  taxes  and  half  comes  from 
the  Federal  tax. 

Change  in  national  trigger. — Benefits  under  the  extended  benefit 
program  are  payable  only  in  periods  of  high  unemployment.  Perma- 
nent law  makes  the  program  effective  in  all  States  when  the  national 
insured  unemployment  rate  on  a  seasonally  adjusted  basis  reaches  4.5 
percent  for  3  consecutive  months,  and  the  program  continues  in  effect 
until  that  rate  declines  below  4.5  percent  for  3  consecutive  months.  (A 
temporary  provision  which  expires  December  31,  1976  permits  States 
to^  participate^  in  the  extended  benefit  program  when  the  national 
trisfger  rate  is  4  percent  rather  than  4.5  percent.)  H.E.  10210 
modifies  the  permanent  law  by  providing  that  the  program  will  be  in 
effect  in  all  States  when  the  seasonally  adjusted  4.5  percent  national 
insured  unemployment  rate  for  a  given  week  and  the  12  previous  weeks 
(rather  than  for  3  consecutive  months)  averages  4.5  percent  or  more 
and  will  cease  to  be  in  effect  when  that  rate  averages  less  than  4.5  per- 
cent. 

Change  in  State  trigger. — From  December  1971  to  N"ovember 
1974,  the  national  insured  unemployment  rate  was  below  the  perma- 
nent law  4.5  percent  rate  which  triggers  the  extended  benefit  program 
into  operation  in  all  States.  YtHien  the  national  trigg-er  is  "off."  States 
participate  in  tlie  program  only  if  the  State  trigger  requirements  are 
met.  Under  permanent  law,  the  extended  unemployment  compensation 
program  becomes  effective  in  a  State  when  two  requirements  are  met. 
The  rate  of  insured  unemployment  in  the  State  (not  seasonally  ad- 
justed) must  reach  a  level  of  4  percent  or  more  averaged  over  a 
13-week  period  and  the  rate  for  that  13-week  period  must  be  at  least 
20  percent  higher  than  the  average  of  the  State  insured  unemployment 
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rate  in  the  same  13-week  period  of  the  preceding  2  years.  H.R.  10210 
retains  the  permanent  law  provisions  with  respect  to  State  triggers. 
However,  the  bill  permits  States  to  waive  the  "20  percent  higher"  re- 
quirement whenever  the  rate  of  insured  unemployment  in  the  State  is 
at  least  5  percent.  This  provision  is  effective  after  March  1977  when 
the  existing  waiver  of  the  "20  percent  higher"  provision  expires. 

D.  PROVISIONS  RELATED  TO  BENEFIT  ELIGIBILITY 

Disqualification  for  pregnancy. — In  order  to  qualify  for  unemploy- 
ment compensation  benefits,  a  worker  must  be  able  to  work,  be  seeking 
work,  and  be  available  for  work.  In  a  number  of  States,  an  individual 
whose  unemployment  is  related  to  pregnancy  has  been  barred  from 
receiving  any  unemployment  benefits.  In  1975  the  Supreme  Court 
found  a  provision  of  this  type  in  the  Utah  unemployment  compensa- 
tion statute  to  be  unconstitutional.  H.R.  10210  will  prohibit  States  from 
continuing  to  enforce  any  provision  which  denies  unemployment  com- 
pensation benefits  solely  on  the  basis  of  pregnancy  (or  recency  of 
pregnancy).  Pregnant  individuals  will,  however,  continue  to  be  re- 
quired to  meet  generally  applicable  criteria  of  seeking  work,  avail- 
ability for  work,  and  ability  to  work. 

Finality  of  Federal  agency  findings. — State  unemployment  compen- 
sation agencies  are  required  to  grant  an  impartial  hearing  to  persons 
whose  claims  for  unemployment  benefits  are  denied.  In  any  case  where 
all  or  part  of  the  employment  on  which  benefits  are  to  be  based  was 
witli  a  Federal  agency,  however,  the  findings  of  that  agency  have  not 
been  subject  to  review  by  a  State  agency  hearing  olSicer  insofar  as  they 
concern :  the  fact  of  Federal  employment,  the  period  of  Federal  service 
and  amount  of  Federal  wages,  or  the  reasons  for  terminating  Federal 
employment. 

H.R.  10210  allows  these  issues  to  be  decided  by  the  State  agency 
hearing  officer. 

Professional  atJdetes. — H.R.  10210  prohibits  the  payment  of  bene- 
fits to  a  professional  athlete  during  periods  between  two  successive 
sports  seasons  if  the  athlete  had  been  professionally  participating  in 
such  sports  during  the  previous  season  and  there  is  reasonable  assur- 
ance that  he  will  participate  in  such  sports  during  the  following  season. 
The  provision  is  intended  to  deny  benefit  to  professional  athletes  in  the 
off  season. 

Illegal  aliens. — H.R.  10210  prohibits  payment  of  benefits  to  an 
alien  unless  he  has  been  law^fully  admitted  to  the  United  States  for  per- 
manent residence.  Any  data  or  evidence  of  citizenship  or  permanent 
residence  will  have  to  be  uniformly  required  of  all  applicants  for  un- 
emplovment  compensation.  A  determination  of  whether  an  individual 
is  an  illegal  alien  must  be  based  on  a  preponderance  of  evidence. 

Disqualification  for  receipt  of  pension. — ^Under  H.R.  10210  the 
States  will  be  requi^Td,  nfter  September  30,  1979,  to  reduce  unem- 
ployment compensation  benefits  by  the  amount  of  any  public  or 
private  pension  (including  social  security  retirement  benefits  and 
railroad  retirement  annuities)  based  on  the  claimant's  previous 
employment. 
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E.  NATIONAL  COMMISSION  ON  UNEMPLOYMENT  COMPENSATION 

Description  and  purpose  of  the  Commission. — H.R.  10210  estab- 
lishes a  National  Commission  on  Unemployment  Compensation  for 
the  purpose  of  midertaking  a  comprehensive  examination  of  the  pres- 
ent unemployment  compensation  system  and  developing  appropriate 
recommendations  for  further  changes.  The  Commission  is  to  be  com- 
prised of  three  members  appointed  by  the  President  Pro  Tempore  of 
the  Senate,  three  members  by  the  Speaker  of  the  House  of  Representa- 
tives, and  seven  by  the  President.  Selection  of  members  of  the  Com- 
mission Tvill  be  aimed  at  assuring  balanced  representation  of  interested 
£rroups  including  at  least  one  representative  of  labor,  industry,  the 
Federal  Government,  State  government,  local  government  and  small 
business. 

The  Commission  will  be  authorized  to  appoint  such  staff  as  it 
requires  and  to  contract  for  necessary  consultant  services.  The  final 
report  of  the  Commission  has  to  be  sent  to  the  President  and  to 
Congress  by  January  1,  1979,  and  the  Commission  terminates  90  days 
after  the  report  is  submitted.  An  interim  report  will  be  required  bv 
March  31,  1978. 

Agenda  items  for  the  Commission. — H.R.  10210  specifies  that  the 
Commission's  study  shall  include,  without  being  limited  to,  the 
foiloAving  items: 

(1)  Examination  of  the  adequacy,  and  economic  and  administrative 
impacts,  of  the  changes  made  by  H.R.  10210  in  coverage,  benefit  provi- 
sions, and  financing; 

(2)  Identification  of  appropriate  purposes,  objectives,  and  future 
directions  for  unemployment  compensation  programs,  including  rail- 
road unemployment  insurance : 

(8)  Examination  of  issues  and  alternatiA^es  concerning  the  relation- 
ship of  unemployment  compensation  to  the  economy,  with  special 
attention  to  long-range  fimding  requirements  and  desirable  methods 
of  program  financing: 

(4)  Examination  of  eligibility  requirements,  disqualification  provi- 
sions, and  factors  to  consider  in  determining  appropriate  benefit 
amounts  and  duration: 

(5)  Examination  of  (A)  the  problems  of  claimant  fraud  and  abuse 
in  the  unemployment  compensation  programs;  (B)  the  adequacy  of 
present  statutory  i^equirements  and  administrative  procedures  do- 
signed  to  protect  the  programs  against  such  fraud  and  abuse;  and 
(C)  problems  of  claimants  in  obtaining  prompt  processing  and  pay- 
ment of  their  claims  for  benefits  and  any  appropriate  measures  to 
relieve  such  problems; 

{ 6)  Examination  of  tlie  relationship  between  unemployment  com- 
pensation programs  and  manpower  training  and  employment 
programs ; 

(7)  Examination  of  the  appropriate  role  of  unemployment  com- 
pensation in  income  maintenance  and  its  relationship  to  other  social 
insurance  and  income  maintenance  programs; 

(8)  Conduct  of  such  surveys,  hearings,  research,  and  other  activ- 
ities as  it  deems  necessary  to  enable  it  to  formulate  appropriate 
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recommendations,  and  to  obtain  relevant  information,  attitudes, 
opinions,  and  recommendations  from  individuals  and  organizations 
representing  employers,  employees,  and  the  general  public; 

(9)  Review  of  the  present  method  of  collecting  and  analyzing 
present  and  prospective  national  and  local  employment  and  unem- 
ployment information  and  statistics ; 

(10)  Identification  of  any  weaknesses  in  such  method  and  any 
problem  which  results  from  the  operation  of  such  method ; 

(11)  Formulation  of  any  necessary  or  appropriate  new  techniques 
for  the  collection  and  analysis  of  such  information  and  statistics ;  and 

(12)  Examination  of  the  feasibility  and  advisability  of  developing 
or  not  developing  Federal  minimum  benefit  standards  for  State 
unemployment  insurance  programs. 

In  addition,  the  conference  report  on  H.R.  10210  directs  the  com- 
mission to  include  in  its  studies  an  examination  of  the  payment  of 
unemployment  compensation  to  retirees  and  the  denial  of  compen- 
sation to  employees  of  educational  institutions  between  terms. 

F.  OTHER  PROVISIONS 

Extension  of  SUA  program. — H.R.  10210  extends  the  Special  Un- 
employment Assistance  (SUA)  program  through  December  1977 
(claims  filed  by  then  could  continue  in  payment  status  through  June 
30,  1978).  It  also  modifies  the  program  so  that  SUA  benefits  would 
be  based  on  the  same  period  of  work  used  for  regular  unemployment 
compensation.  Nonprofessional  employees  of  schools  would  not  be 
eligible  for  SUA  payments  during  vacation  periods  when  they  have 
reasonable  assurance  of  employment  for  the  postvacation  school  term. 

Unemployment  compensation  and  AFDG-UF. — H.R.  10210  re- 
quires unemployed  fathers  who  apply  for  aid  to  families  with  depend- 
ent children-unemployed  fathers  (AFDC-UF)  to  collect  any  un- 
employment compensation  to  which  they  are  entitled  before  they 
can  receive  any  AFDC-UF  benefits  for  which  they  might  qualify. 
In  those  cases  where  an  individual  collecting  unemployment  compen- 
sation meets  the  State  AFDC-UF  eligibility  requirements,  the  State 
is  required  to  supplement  unemployment  compensation  benefits  up  to 
AFDC-UF  benefit  levels  oth.erwise  payable.  The  bill  nl^o  provides,  in 
connection  with  the  requirements  for  registering  for  employment 
under  the  Work  Incentive  program  and  the  unemplovment  compensa- 
tion program,  that  the  Secretaries  of  Labor  and  of  Health,  Education, 
and  Welfare  are  to  enter  into  agreements  with  each  State  which  is  will- 
ing and  able  to  do  so.  These  agreements  v/ill  provide  for  the  simplifica- 
tion of  the  procedures  involved  in  such  registration  and,  where  possi- 
ble, for  a  single  registration  to  satisf}^  the  requirements  of  both  pro- 
grams. 

Information  furnished  to  AFDO  and,  child,  support  agencies. — State 
employment  offices  will  be  required  to  furnish  specified  information  to 
welfare  agencies  for  the  purpose  of  administering  the  AFDC  or  child 
support  programs.  Tlie  State  employment  service  will  be  reimbursed 
by  the  welfare  or  child  support  agencies  for  the  cost  of  supplying 
this  information. 
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II.  Supplemental  Security  Income  Provisions 

Services  for  disabled  children, — H.K.  10210  requires  the  Social 
Security  Administration  to  refer  blind  and  disabled  children  under 
age  16  who  are  receiving  SSI  benefits  to  the  crippled  children's  or 
other  appropriate  State  agency.  This  agency  will  be  responsible  for 
administering  a  State  plan  which  must  include  provision  for  counsel- 
ing of  disabled  children  and  their  families;  the  establishment  of 
individual  service  plans  for  children  under  16 ;  monitoring  to  assure 
adherence  to  the  plans;  and  provision  of  services  to  children  under 
age  7,  and  to  children  who  have  never  been  in  school  and  require 
preparation  to  take  advantage  of  public  educational  services. 

A  total  of  $30  million  is  made  available  for  the  operation  of  State 
plans  for  each  of  three  fiscal  years,  beginning  with  fiscal  year  1977; 
there  are  no  non-Federal  matching  requirements.  The  amount  will 
be  allocated  to  the  States  on  the  basis  of  the  number  of  children  age 
6  and  under  in  each  State.  Up  to  10  percent  of  the  State's  funds  may 
be  used  for  counseling,  referral  and  monitoring  provided  under  the 
State  plan  for  children  up  to  age  16.  The  remainder  of  the  funding 
is  available  for  services  to  disabled  children  under  age  7  and  those 
who  have  never  been  in  school.  The  bill  requires  that  the  funds 
authorized  under  the  provision  may  not  be  used  to  replace  State 
and  local  funds  now  being  used  for  these  purposes.  The  funds  may 
be  used  in  the  case  of  any  program  or  service  only  to  pay  that  portion 
of  the  cost  which  is  related  to  the  additional  requirements  of  serving 
disabled  children  over  and  above  what  would  be  required  to  serve 
nondisabled  children. 

Criteria  for  determining  child  disability. — H.R.  10210  requires  the 
Secretary  of  HEW  to  publish  criteria  to  be  used  in  determining 
disnbility  for  children  under  age  18  within  120  daj^s  after  enactment 
of  the  provision. 

ImfitiitionoJizntion  of  a-  spouse. — H.R.  10210  provides  that  if  a 
spouse  is  institutionalized  the  two  persons  involved  will  be  treated  as 
individuals  rather  than  as  a  couple  for  purposes  of  applying  their 
separate  incomes  in  computing  the  SSI  benefit  amount. 

Protection  of  medAcaul  elioib''litv. — H.R.  10210  provides  that  no 
recipient  of  SSI  will  lose  eligibility  for  medicaid  solely  as  the  result  of 
tl>p  operation  of  the  cost-of-living:  benefit  increase  provision  under 
titlp  TI  of  the  Social  Security  Act.  It  protects  the  individual  only 
fj-^^vni^ist  the  loss  of  medicaid,  and  is  effective  only  in  the  case  of  future 
soc'al  security  benefit  increases. 

Change  in  SSI  savings  clause. — Under  H.R.  10210,  payments  to 
Stntes  under  the  1972  savings  clause  provision  will  not  be  reduced  to 
reflect  Federal  SSI  benefit  increases  in  1977  and  1978.  This  will  en- 
able the  three  "hold  harmless"  States  (Hawaii,  Massachusetts,  and 
Wisr-onsin)  to  pass  through  the  Federal  increases  in  those  years  with- 
out added  State  costs.  No  other  States  are  affected. 

SSI  fay  went  to  persons  in  institutions. — H.R.  10210  excludes  pub- 
licly operated  community  residences  which  serve  no  more  than  16 
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residents  from  beino-  deemed  public  institutions  in  which  individuals 
are  ineligible  for  SSI  benefits.  It  also  provides  that  Federal  SSI 
payments  may  not  be  reduced  in  the  case  of  assistance  based  on  need 
which  is  provided  by  States  and  localities.  It  repeals  section  1616(e) 
of  the  Social  Security  Act  which  provides  that  Federal  SSI  pay- 
ments be  reduced  in  the  case  of  payments  made  by  States  or  localities 
for  medical  or  any  other  type  of  remedial  care  provided  by  an  institu- 
tion. It  adds  a  requirement,  effective  October  1,  1977,  that  each  State 
establish  or  designate  State  or  local  authorities  to  establish,  maintain 
and  insure  the  enforcement  of  standards  for  categories  of  institutions 
in  which  a  significant  number  of  SSI  recipients  are  residing.  The 
standards  have  to  be  appropriate  to  the  needs  of  the  recipients  and 
the  character  of  the  facilities  involved.  They  are  to  govern  admission 
policies,  safety,  sanitation  and  protection  of  civil  rights.  H.E.  10210 
also  requires  each  State  to  make  available  for  public  review,  as  a  part 
of  its  social  services  program  planning  procedures  under  title  XX, 
a  summary  of  the  standards  and  the  procedures  available  in  the  State 
to  insure  their  enforcement.  There  must  be  made  available  a  list  of 
any  waivers  of  standards  which  have  been  made  and  any  violations 
of  standards  which  have  come  to  the  attention  of  the  enforcement 
authority.  Federal  payments  are  to  be  reduced  dollar  for  dollar  by  the 
amount  of  any  State  supplementation  in  the  case  of  persons  who  are 
in  group  facilities  which  are  not  approved  under  State  standards  as 
determined  by  the  appropriate  State  or  local  authorities. 
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Mr.  Long,  from  the  Committee  on  Finance, 
submitted  the  following 

REPORT 

[To  accompany  H.R.  10210] 

The  Committee  on  Finance,  to  which  was  referred  the  bill  (H.K 
10210)  to  requu*e  States  to  extend  unemployment  compensation 
coverage  to  certain  previously  uncovered  workers;  to  increase  the 
amount  of  the  wages  subject  to  the  Federal  unemployment  tax;  to 
increase  the  rate  of  such  tax;  and  for  other  purposes,  having  considered 
the  same,  reports  favorably  thereon  with  amendments  and  recom- 
mends that  the  bill  as  amended  do  pass. 

1.  SUMMARY  OF  THE  BILL 

The  bill  as  passed  by  the  House  of  Representatives  would  require 
States  to  extend  unemployment  compensation  protection  to  certain 
categories  of  individuals  now  covered  only  at  State  option  and  increase 
the  Federal  unemployment  tax  rate  and  increase  the  annual  amount 
of  wages  subject  to  Federal  and  State  unemployment  taxes  from  $4,200 
to  $6,000  per  employee.  The  bill  would  also  modify  the  requirements 
for  triggering  the  Federal-State  extended  benefit  program  into  and  out 
of  operation  in  the  States,  establish  a  national  study  commission  on 
unemployment  compensation,  and  make  a  number  of  other  changes. 
The  committee  amendments  make  significant  revisions  in  the  House- 
passed  bill  and  add  several  provisions  which  would  affect  the  Supple- 
mental Security  Income  (SSI)  program  for  needy  aged,  blind,  and 
disabled  people. 

A.  Coverage 

Employees  of  State  and  local  governments. — ^Like  the  House  bill,  the 
committee  bill  would  require  the  States  to  provide  unemployment 
compensation  coverage  to  all  employees  of  State  and  local  governments. 
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The  committee  bill  would  make  clarifying  changes  in  the  exceptions 
to  coverage  provided  by  the  House  passed  bill.  States  would  not  be 
required  to  provide  coverage  for: 

(1)  Elected  officials; 

(2)  Major  non-tenured  policymaking  or  advisory  positions; 

(3)  Policymaking  and  advisory  positions  requiring  not  more  than 
one  day's  employment  per  week; 

(4)  Judges; 

(5)  Members  of  a  legislative  body; 

(6)  Members  of  the  State  National  Guard  or  Air  National  Guard ; 

(7)  Emergency  employees  hired  in  case  of  disaster;  and 

(8)  Inmates  of  custodial  or  penal  institutions. 

Under  the  House  bill,  State  unemployment  compensation  laws 
would  be  required  to  contain  a  provision  prohibiting  the  payment  of 
benefits  to  teachers  and  other  professional  employees  of  schools  during 
vacation  periods  who  have  contracts  for  employment  in  the  post- 
vacation  term,  and  until  1980  each  State  would  be  allowed  to  provide 
a  similar  prohibition  for  nonprofessional  employees  of  schools  who  have 
reasonable  assurance  of  employment  in  the  post-vacation  term. 

The  committee  bill  would  modify  these  provisions  so  that  vacation 
time  unemployment  benefits  would  not  be  paid  to  teachers  and  other 
professional  employees  who  have  reasonable  assurance  of  post-vacation 
employment  even  though  they  do  not  have  a  formal  contract.  In 
addition,  the  provision  permitting  States  to  prohibit  vacation  time 
unemployment  benefit  payments  to  nonprofessional  school  employees 
would  be  made  permanent  rather  than  be  limited  to  a  two-year  period. 

Each  State  would  determine  for  itself  how  to  finance  the  benefits 
which  would  be  payable;  an  employing  agency  could  be  required  to 
make  periodic  payments  similar  to  the  taxes  paid  by  private  em-  j 
ployers  or  it  could  pay  the  actual  cost  of  the  benefits  paid  to  its  former  \ 
employees.  The  Federal  unemployment  tax,  though,  would  not  be 
levied. 

The  States  would  not  be  required  to  provide  unemployment  com- 
pensation for  employment  prior  to  January  1978.  However,  if  a  State 
should  provide  the  new  benefits  on  the  basis  of  earlier  service,  the  cost 
of  the  resulting  benefits  (after  January  1,  1978),  would  be  paid  with 
Federal  funds  from  general  revenues. 

The  Department  of  Labor  estimates  that  $0.2  billion  per  year  in 
additional  unemployment  compensation  would  be  paid  in  fiscal  1978 
and  1979  under  this  provision. 

Employees  of  nonprofit  elementary  and  secondary  schools. — The  bill 
would  require  the  States  to  extend  the  coverage  of  their  unemployment 
compensation  programs  to  employees  of  nonprofit  elementary  and 
secondary  schools  (present  law  requires  coverage  for  employees  of 
institutions  of  higher  education).  The  provisions  for  nonpayment  of 
benefits  during  vacation  periods  to  school  employees  of  State  and  local 
governments  would  also  apply  to  employees  of  nonprofit  schools. 

The  States  would  not  be  required  to  provide  the  new  coverage  until 
January  1,  1978. 

Virgin  Islands. — The  bill  would  extend  the  Federal  unemployment 
compensation  laws  to  the  Virgin  Islands  as  soon  as  various  require- 
ments of  membership  in  the  Federal-State  system  could  be  met. 
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B.  Financing  Provisions 

Tax  ha^se. — The  bill  would  increase  the  Federal  ■anemployment  tax- 
able wage  base  to  $6,000.  This  change  would  require,  in  effect,  that 
the  States  tax  for  unemplo^Tnent  compensation  purposes  the  first 
86,000  (rather  than  $4,200)  in  wages  paid  b}"  an  employer  to  an  em- 
ployee. The  provision  would  be  effective  January  1,1978. 

The  Department  of  Labor  estimates  that  enactment  of  this  provi- 
sion would  result  in  82  billion  of  additional  State  taxes  and  $0.5  billion 
of  additional  Federal  taxes  (a  total  of  $2.5  billion)  for  fiscal  1979. 

Tax  rate. — The  net  Federal  unemplo^Tnent  compensation  tax  would 
be  increased  from  0.5  percent  to  0.7  percent  starting  January  1,  1977, 
and,  under  the  House-passed  bill,  ending  with  the  earher  of  (1) 
December  31,  1982,  or  (2)  the  end  of  the  year  in  which  all  of  the 
general  revenue  advances  to  the  extended  unemplo^^ment  compensa- 
tion account  have  been  repaid.  The  committee  bill  would  modify  this 
provision  so  that  the  additional  Federal  tax  would  continue  to  apply 
until  all  of  the  advances  have  been  repaid.  The  Committee  estimates 
that  this  provision  will  result  in  $0.4  billion  in  additional  revenues 
for  fiscal  year  1977. 

Advances  to  States. — Under  present  law,  whenever  a  State  finds 
that  it  will  not  have  funds  available  to  pay  unemployment  compensa- 
tion for  any  1  month  it  may  borrow  the  necessar^^  funds  from  the 
Federal  Unemployment  Trust  Fund.  Each  request  for  a  loan  can  be 
for  1  month  only.  The  bill  would  permit  a  single  loan  request  to 
cover  a  3-month  period. 

The  change  would  be  effective  on  enactment. 

C.  Other  Provisions  Relating  to  Unemployment  Compensation 

Triggers. — The  bill  would  modify  the  triggers  which  detei'mine 
when  extended  unemplo3-ment  compensation  benefits  are  payable  in 
a  State. 

Under  the  House  bill,  the  new  triggers  would  be: 

A  seasonally  adjusted  national  insured  unemployment  rate 
of  4.5  percent  based  on  the  most  recent  13-week  period  (rather 
than  3  consecutive  months) ;  or 

A  seasonally  adjusted  (rather  than  unadjusted)  State  insured 
unemployment  rate  of  4  percent  for  the  most  recent  13-week 
period. 

The  provision  of  present  law  requiring  that  the  State  insured 
unemployment  rate  also  be  120  percent  of  the  rate  for  the  correspond- 
ing period  in  the  2  preceding  years  would  be  eliminated  on  a  perma- 
nent basis.  This  requirement  has  been  suspended  throughout  most  of 
the  period  since  enactment  of  the  extended  benefits  program. 

The  committee  bih  retains  the  modification  of  the  national  trigger 
but  does  not  adopt  the  House-passed  State  trigger.  The  committee 
bill  would  keep  the  provisions  of  present  law  which  put  the  extended 
benefits  program  into  effect  in  a  State  when  the  State's  insured. unem- 
employment  rate  (not  seasonally  adjusted)  averages  at  least  4  percent 
for  a  13-week  period  and  is  120  percent  of  the  rate  for  the  corresponding 
periods  in  the  preceding  2  years.  Individual  States,  however,  could  opt 
to  put  the  program  into  effect  whenever  the  insured  unemployment 
rate  in  the  State  averages  at  least  6  percent  for  a  13-week  period  even 
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though  the  rate  is  not  120  percent  of  the  rate  for  the  corresponding 
periods  in  the  preceding  2  years. 

Disqualification  for  receipt  of  a  pension. — The  committee  bill  adds 
to  the  House  bill  a  new  provision  under  which  States  would  be  required 
to  prohibit  the  payment  of  unemployment  compensation  benefits  to 
individuals  who  receive  any  public  or  private  pension  or  annuity 
(including  social  security  retirement  benefits  and  railroad  retirement 
annuities).  The  new  provision  would  be  effective  for  years  after  1977. 

Disqualification  for  pregnancy. — The  bill  would  prevent  the  States 
from  disqualifying  a  women  for  unemployment  compensation  solely 
because  she  is,  or  recently  has  been,  pregnant. 

The  new  provision  would  be  effective  for  years  after  1977. 

Professional  athletes  and  illegal  aliens. — The  bill  would  require  the 
States  to  include  in  their  unemployment  compensation  laws  a  pro- 
vision specifically  precluding  the  payment  of  unemployment  compen- 
sation: 

(1)  To  a  professional  athlete  between  two  playing  seasons  if  he 
has  reasonable  assurance  of  reemployment  in  the  following  sea- 
son; and 

(2)  To  an  alien  who  was  not  lawfully  admitted  to  the  United 
States. 

The  new  requirements  would  be  effective  for  years  after  1977. 

Commission  on  unemployment  compensation. — The  bill  would 
establish  a  commission  to  study  the  unemployment  compensation  pro- 
gram and  to  issue  a  report  not  later  than  January  1,  1979.  The  mem- 
bers of  the  Commission  would  be  appointed  by  the  President  (7 
members,  including  the  chairman),  the  President  pro  tempore  of  the 
Senate  (3  Members)  and  the  Speaker  of  the  House  of  Representatives 
(3  Members). 

The  bill  would  authorize  appropriations  from  general  revenues  to 
meet  the  cost  of  the  Commission. 

D.  Provisions  Relating  to  Supplemental  Security  Income 

Disabled  children. — Although  the  Supplemental  Security  Income 
program  has  been  in  effect  since  January  1,  1974,  the  Department  of 
Health,  Education,  and  Welfare  has  not  yet  issued  detailed  guidelines 
for  determining  who  is  disabled  under  the  disability  definition  provided 
in  the  law  as  it  applies  to  children.  The  committee  bill  would  require 
the  Secretary  of  HEW  to  issue  guidelines  within  120  days  after  the 
enactment  of  the  provision. 

The  bill  also  would  require  the  Social  Security  Administration  to 
refer  blind  and  disabled  children  under  age  16  who  are  receiving  SSI 
benefits  to  the  crippled  children's  or  other  appropriate  State  agency. 
This  agency  would  be  responsible  for  administering  a  State  plan  which 
would  have  to  include  provision  for  counseling  of  disabled  children  and 
their  families;  the  establishment  of  individual  service  plans  for  chil- 
dren under  16;  monitoring  to  assure  adherence  to  the  plans;  and  pro- 
vision of  services  to  children  under  age  7,  and  to  children  who  have 
never  been  in  school  and  require  preparation  to  take  advantage  of 
public  educational  services. 

A  total  of  $30  million  would  be  provided  for  the  operation  of  State 
plans  for  each  of  three  fiscal  years,  beginning  with  fiscal  year  1977; 
there  would  be  no  non-Federal  matching  requirements.  The  amount 
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would  be  allocated  to  the  States  on  the  basis  of  the  number  of  children 
age  6  and  under  in  each  State.  Up  to  10  percent  of  the  State's  funds 
could  be  used  for  counseling,  referral  and  monitoring  provided  under 
the  State  plan  for  children  up  to  age  16.  The  remainder  of  the  funding 
would  be  available  for  services  to  disabled  children  under  age  7  and 
those  who  have  never  been  in  school.  The  bill  would  require  that  the 
funds  authorized  under  the  provision  could  not  be  used  to  replace 
State  and  local  funds  now  being  used  for  these  purposes.  The  funds 
could  be  used  in  the  case  of  an}^  program  or  service  only  to  pay  that 
portion  of  the  cost  which  is  related  to  the  additional  requirements  of 
serving  disabled  children  over  and  above  what  would  be  required  to 
serve  nondisabled  children. 

Change  in  SSI  savings  clause. — The  Supplemental  Security  Income 
(SSI)  program  provides  Federal  income  maintenance  benefits  to  needy 
aged,  bhnd,  and  disabled  persons.  These  benefits  in  many  States  are 
augmented  by  State-funded  supplemental  pa3^ments.  When  Federal 
benefits  increase,  States  can  continue  to  provide  the  same  level  of 
State  supplementation  at  no  increase  in  State  costs  thus  passing 
through  the  net  impact  of  the  Federal  benefit  increase  to  the  recipient. 
Three  States,  however,  do  incur  a  State  cost  if  they  elect  to  pass 
through  the  Federal  increase  in  this  way  because  part  of  the  Federal 
increase  automatically^  results  in  a  reduction  in  payments  to  these 
States  under  a  1972  savings  clause  provision.  This  pro\dsion  now 
affects  only  Hawaii,  Massachusetts,  and  Wisconsin.  The  committee 
bill  contains  a  provision  under  which  payments  under  that  savings 
clause  to  those  States  will  no  longer  be  reduced  when  Federal  SSI 
benefits  rise.  This  will  enable  those  States  to  pass  through  the  Federal 
increases  without  added  State  costs. 

Institutionalization  of  a  spouse. — The  committee  bill  would  amend 
present  law  to  provide  that  if  a  spouse  is  institutionalized,  the  two 
persons  involved  would  be  treated  as  individuals  rather  than  as  a 
couple  for  purposes  of  applying  their  separate  incomes  in  computing 
any  required  reduction  of  the  SSI  benefit  amount. 

Protection  of  medicaid  eligibility. — Under  present  law,  there  are 
some  cases  in  which  a  cost-of-living  increase  in  social  security  benefits 
ma}^  result  in  the  loss  of  SSI  eligibility.  Although  the  amount  of  SSI 
cash  benefits  in  such  cases  is  very  small,  the  denial  of  medicaid  bene- 
fits represents  a  serious  loss  to  the  individual  affected.  The  committee 
bill  would  provide  that  no  recipient  of  SSI  would  lose  eligibility  for 
medicaid  as  the  result  of  the  operation  of  the  cost-of-living  benefit 
increase  provision  under  title  II  of  the  Social  Security  Act.  The 
committee  provision  would  protect  the  individual  only  against  the 
loss  of  medicaid,  and  would  be  effective  only  in  the  case  of  future 
social  security  benefit  increases. 

SSI  payment  to  persons  in  institutions. — The  committee  bill  would 
exclude  publicly  operated  community  residences,  which  serve  no  more 
than  16  residents,  from  being  deemed  public  institutions  in  which 
individuals  are  ineligible  for  Supplemental  Security  Income  benefits. 
The  provision  would  also  provide  that  State  or  local  government 
subsidies  to  a  home,  public  or  private,  would  not  result  in  SSI  benefits 
being  reduced,  and  would  require  States  to  establish,  maintain,  and 
insure  the  enforcement  of  standards  for  any  category  of  institutions, 
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foster  homes,  or  group  living  arrangements  in  which  a  significant 
number  of  SSI  recipients  reside. 

Social  Security  Act  assistance  programs  in  the  Northern  Marianas 
Commonwealth. — The  recently  approved  covenant  establishing  a 
Commonwealth  of  the  Northern  Marianas  Islands  contained  general 
provisions  making  Federal  assistance  programs  applicable  there  in 
the  same  way  that  they  apply  to  other  territories.  However,  the 
covenant  also  specifically  sxtended  to  that  jurisdiction  two  programs 
under  the  Social  Security  Act  which  Congress  has,  up  to  the  present, 
found  appropriate  to  limit  in  applicability  to  the  50  States  and  the 
District  of  Columbia:  Supplemental  Security  Income  (SSI),  and  special 
social  security  benefits  for  the  uninsured.  The  committee  bill  specifi- 
cally extends  to  the  new  Northern  Marianas  Commonwealth  the 
Social  Security  Act  programs  of  aid  to  the  aged,  blind,  and  disabled, 
aid  to  families  with  dependent  children,  and  medical  assistance  under 
the  same  conditions  as  these  programs  apply  to  Guam,  Puerto  Rico, 
and  the  Virgin  Islands.  The  bill  also  deletes  the  authorization  to 
extend  the  SSI  program  and  the  program  of  special  social  security 
benefits  for  the  uninsured  to  the  Northern  Marianas. 

E.  Provisions  of  the  House  Bill  Deleted  by  the  Committee 

Farm  workers. — The  House  bill  would  have  required  the  States 
to  extend  the  coverage  of  their  unemployment  compensation  pro- 
grams to  include  agricultural  work  performed  for  an  employer  who 
has  four  or  more  employees  in  each  of  20  weeks  in  a  year  or  who  pays 
wages  of  at  least  $10,000  in  any  calendar  quarter.  The  committee  bill 
does  not  contain  any  provision  extending  unemployment  compen- 
sation to  agricultural  employment. 

Household  workers. — The  House  bill  would  have  required  the  States 
to  extend  the  coverage  of  their  unemployment  compensation  pro- 
grams to  domestic  workers  employed  by  households  that  pay  wages 
of  at  least  $600  in  any  calendar  quarter.  The  Committee  bill  does  not 
include  this  provision. 

Under  present  law,  the  coverage  of  domestic  service  in  private 
households  under  the  unemployment  compensation  program  depends 
on  the  provisions  of  State  law.  The  committee  notes  that  only  three 
States  and  the  District  of  Columbia  provide  coverage.  In  the  District 
and  in  New  York,  domestic  workers  are  covered  if  the  employer's 
quarterly  payroll  is  $500  or  more;  coverage  in  Hawaii  comes  when 
the  quarterly  payroll  is  at  least  $225 ;  and  in  Arkansas,  employers  of 
three  or  more  or  having  a  quarterly  payroll  of  $500  are  covered. 

Federal  reimbursements  to  the  States. — The  House-passed  bill  would 
have  made  changes  in  the  way  Federal  reimbursement  of  certain  State 
costs  are  determined.  In  determining  the  amount  of  reimbursable 
adininistrative  costs,  no  longer  would  account  be  taken  of  amounts 
attributable  to  administering  the  program  as  it  relates  to  employees 
of  State  and  local  governments. 

In  determining  grants  to  States  for  the  payment  of  benefits  under 
the  extended  benefits  program,  amounts  would  not  be  included  to 
compensate  for  the  payment  of  benefits  to  employees  of  State  and 
local  governments.  (Under  the  extended  benefits  program,  benefits 
are  paid  for  the  27th  through  the  39th  week  of  unemployment;  one- 
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half  of  the  cost  of  these  benefits  is  paid  from  Federal  unemployment 
insurance  funds.) 

The  committee  bill  deletes  the  House-passed  pro^^sions  which 
would  reduce  the  payments  made  to  the  States  for  these  purposes. 

CETA  employees. — The  House  bill  would  have  authorized  reim- 
bursement from  Federal  general  revenues  to  the  State  for  the  cost  of 
pa^-ing  unemployment  compensation  to  former  participants  in  public 
service  jobs  under  the  Comprehensive  Employment  and  Training  Act 
(CETA).  Under  present  law  these  costs  are  met  either  from  direct 
State  funds  or  from  the  Federal  CETA  grant. 

The  committee  bill  deletes  the  provision. 

Finality  provision. — Under  the  House  bill  a  Federal  employee  would 
be  permitted  to  use  the  State  agency  appeal  process  to  overturn  his 
Federal  agency's  determination  as  to  earnings  and  reason  for  leaving 
Federal  employment.  Hearings  on  these  issues  are  now  available  to 
employees  within  the  Federal  agency  involved. 

The  Committee  bill  does  not  include  this  provision. 

11.  GENERAL  EXPLANATION  OF  THE  BILL 

A.   UXEMPLOYMEXT  COMPENSATIOX 
COVERAGE  PROVISIONS 

The  committee  bill  would  bring  under  the  Federal-State  unemploy- 
ment compensation  system  the  greater  part  of  those  jobs  which  are 
now  exempt  from  the  Federal  unemployment  tax  and  are  consequently 
not  now  covered  under  State  programs  except  to  the  extent  that  States 
have  voluntarily  elected  to  provide  such  coverage.  Under  the  bill, 
employment  for  State  and  local  governments  and  employment  for 
nonprofit  elementary  and  secondary  schools  would  remain  exempt 
from  the  Federal  unemploAmient  tax,  but  States  would  be  required  to 
provide  coverage  under  State  law  for  such  jobs. 

If  a  State  did  not  comply  with  this  requirement,  private  employers 
in  the  States  would  lose  the  tax  credit  the}'  now  enjoy  b}^  reason  of 
participating  in  an  approved  State  unemplo3'ment  compensation 
program.  (The  credit  would  be  equal  to  2.7  percent  out  of  the  total 
Federal  unemployment  tax  of  3.4  percent  provided  imder  the  bih.) 
States  would  also  lose  Federal  funding  for  the  costs  of  administering 
their  unemployment  programs 

STATE  AXD  LOCAL  GOVERXMEXT  EMPLOYEES 

(Sec.  101  of  the  BiU) 

Under  present  Federal  laws,  the  States  are  required  to  provide 
unemployment  insurance  for  emploj'ees  of  State  operated  hospitals 
and  institutions  of  higher  education.  In  addition,  more  than  one-half  of 
the  States  have  gone  beyond  the  Federal  requirements  and  provide 
mandatory  coverage  for  State  employees  and  permit  local  governments 
to  opt  for  coverage.  Nine  States,  Connecticut,  Florida,  Hawaii,  Iowa, 
Michigan,  Minnesota,  Montana,  Ohio,  and  Oregon  require  coverage 
of  both  State  and  local  government  employment.  The  committee  bill 
would  require  coverage  of  all  State  and  local  employees. 


8 


UNEMPLOYMENT  COMPENSATION  COVERAGE  UNDER  PRESENT 
LAW  AND  THE  COMMITTEE  BILL  ' 


Employment- 
Numbers  (in 
thousands) 


Covered  under  present  law   72,385 

Under  State  programs   66,700 

Federal  employees/military   5,093 

Railroad   592 

Added  to  coverage  under  H.R.  10210   7,946 

State  government   600 

Local  government   7,100 

Nonprofit  organizations.   242 

Virgin  Islands.   4 


1  Based  on  most  recent  data  (1974)  modified  to  reflect  some  modification  of 
coverage  since thattime. 

Provisions  of  committee  bill. — Under  the  committee  bill  State  and 
local  government  employment  would  continue  to  be  exempt  from  the 
Federal  unemployment  payroll  tax.  States  would,  however,  be  required 
to  provide  State  coverage  for  such  employment  as  a  condition  of  con- 
tinued participation  in  the  Federal-State  unemployment  compensation 
program.  (Failure  to  participate  would,  in  effect,  raise  the  Federal 
unemployment  tax  on  employers  in  the  State  from.  0.7  to  3.4  percent 
and  would  deprive  the  State  of  Federal  funds  to  meet  administrative 
expenses  and  part  of  the  benefit  costs  for  benefits  paid  after  the  26th 
week  of  unemployment.) 

All  State  and  local  government  employees  would  have  to  be  covered 
except  elected  officials,  major  non-tenured  policy-making  and  advisory 
employees,  policy-making  and  advisory  employees  who  do  not  work 
on  more  than  one  day  each  week,  judges,  members  of  the  legislature, 
members  of  the  National  Guard,  prisoners,  and  persons  hired  for 
temporary  jobs  in  emergency  situations.  With  the  above  exceptions, 
all  employment  after  December  31,  1977  would  be  covered.  Under  the 
bill,  the  State  law  could  permit  the  employing  entity  to  pay  for  its 
coverage  either  through  contributions  equivalent  to  the  State  payroll 
tax  or  by  reimbursing  the  fund  for  benefits  paid  to  its  former  employees. 

Constitutionality. — Generally,  mandatory  Federal  coverage  under 
the  Federal-State  unemployment  compensation  program  exists  by 
virtue  of  apptying  the  Federal  unemplo^^ment  payroll  tax  to  the  em- 
ployment in  question.  It  then  becomes  of  no  advantage  not  to  cover 
that  employment  under  the  State  program  since  failure  to  do  so  would 
eliminate  the  2.7-percent  Federal  tax  credit  which  would  otherwise 
apply.  In  the  case  of  State  and  local  government  employment,  how- 
ever, such  a  procedure  would  raise  questions  of  the  power  of  the  Fed- 
eral Government  under  the  Constitution  to  lay  a  tax  upon  a  vital  State 
function.  Consequently,  the  bill  would  continue  to  exempt  State  and 
local  employment  from  the  Federal  tax  but  would  require  coverage  for 
such  employment  as  a  condition  of  approving  the  State  program.  This 
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type  of  mandatory  Federal  coverage  was  applied  in  the  1970  amend- 
ments to  require  States  to  provide  unemployment  compensation  pro- 
tection to  emplo^^ees  of  State  hospitals  and  State  institutions  of  higher 
education. 

A  recent  Supreme  Court  decision  (National  League  qf  Cities  v. 
Usery)  invalidated  provisions  of  the  1974  Fair  Labor  Standards 
Amendments  which  had  extended  minimum  wage  coverage  to  State 
and  local  government  emploj^ees.  The  Solicitor  of  the  Department  of 
Labor  has  issued  an  opinion  holding  that  that  decision  is  not  appli- 
cable to  the  H.E,.  10210  provisions  extending  unemployment  compen- 
sation coverage  to  such  emplo3^ees. 

Coverage  of  school  employees  during  vacation  periods. — Under  present 
law,  States  are  required  to  provide  coverage  for  emploj^ees  of  State 
institutions  of  higher  education  with  benefits  payable  under  the  same 
conditions  as  apply  to  other  individuals  covered  under  the  program 
except  that  no  benefits  are  payable  during  a  summer  vacation  (or 
similar  period  between  terms)  to  persons  in  academic  or  principal 
administrative  positions  who  have  contracts  for  the  following  term 
(whether  or  not  at  the  same  institution).  The  House  bill,  which  ex- 
tends coverage  to  all  State  and  local  employees,  would  make  this  pro- 
vision applicable  to  such  emplo^'ees  regardless  of  t^^pe  of  school.  In 
addition,  the  House  bill  permits  States  to  den}^  benefits  to  nonprofes- 
sional emplo3'ees  during  vacation  periods  if  the}^  have  reasonable 
assurance  of  continuing  in  that  emplo^^ment  in  the  following  term. 
Starting  in  1980,  however,  this  option  would  expire  and  State  and 
local  governments  would  have  to  provide  benefits  during  the  vacation 
period  to  nonprofessional  emplo}' ees  who  cannot  find  employment  dur- 
ing that  time. 

The  committee  bill  would  modify  these  provisions  so  that  a  teacher 
or  professional  employee  could  not  qualify  for  unemployment  compen- 
sation during  vacation  periods  when  there  is  a  reasonable  assurance 
that  a  job  will  be  available  for  the  post-vacation  term  (even  if  a  formal 
contract  has  not  been  signed).  In  making  this  change,  the  committee 
intends  that  the  determining  factor  be  the  availability  of  a  job  to  the 
individual — whether  or  not  the  individual  wishes  to  accept  the  job.  If  a 
job  is  available  to  the  individual  and  he  does  not  want  to  accept  it, 
he  would  be  disqualified  just  as  any  other  individual  who  refuses 
employment  is  disqualified. 

The  provision  of  the  House  bill  which  permits  the  States  to  deny 
benefits  during  vacation  periods  to  nonprofessional  school  employees 
for  a  2-year  period  would  under  the  committee  bill  be  a  permanent 
option  for  the  States. 

NONPROFIT  ORGANIZATIONS 

(Sec.  101  of  the  Bill) 

Elementary  and  secondary  schools. — Prior  to  the  1970  amendments, 
nonprofit  organizations,  which  are  exempt  from  taxation  under  the 
Internal  Revenue  Code,  were  covered  as  emploj^ers  for  unemplo^^ment 
compensation  purposes  only  at  the  option  of  the  States.  The  1970 
amendments  required  States  to  provide  coverage  for  nonprofit  em- 
ployers who  have  at  least  four  employees  in  at  least  20  weeks  of  the 
year.  However,  an  exception  in  the  law  allows  States  to  exclude  from 
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coverage  nonprofit  elementary  and  secondary  schools.  The  committee 
bill  would  repeal  this  exclusion,  thus  requiring  coverage  for  such  schools 
on  the  same  basis  as  it  is  required  for  other  nonprofit  entities. 

Special  provision  for  certain  nonprofit  employers. — When  the  1970 
amendments  required  the  extension  of  coverage  to  nonprofit  employ- 
ers, a  provision  was  also  added  allowing  such  organizations  to  pay 
for  their  coverage  by  reimbursing  the  State  unemployment  fund  for 
any  benefits  paid  to  their  former  employees  (on  the  basis  of  such  em- 
ployment). If  they  chose  this  option,  they  would  not|  be  required  to 
pay  the  State  unemployment  taxes  otherwise  applicable.  The  1970 
amendments  also  permitted  any  nonprofit  entity  which  had  been  cov- 
ered prior  to  those  amendments  to  switch  to  this  reimbursement  meth- 
od of  paying  for  its  coverage  and  to  take  credit  for  any  past  State 
unemployment  taxes  it  had  paid  in  excess  of  what  it  would  have  paid 
under  the  reimbursement  method.  This  opportunity  was  available, 
however,  only  if  permitted  by  State  law  and  only  if  the  nonprofit 
employer  made  an  election  to  change  to  the  reimbursement  method 
at  the  first  opportunity. 

The  Hoag  Memorial  Hospital  in  California  had  elected  and  later 
terminated  unemployment  compensation  coverage  for  its  employees 
prior  to  the  1970  amendments  which  made  such  coverage  mandatory 
as  of  January  1972.  However,  since  the  hospital  did  not  have  unem- 
ployment coverage  in  effect  during  the  period  between  the  enactment 
of  the  1970  amendments  and  January  1972  when  coverage  became 
mandatory,  its  election  of  the  reimbursement  method  did  not  take 
place  at  the  earliest  time  possible  under  State  law,  namely  in  1971.  As 
a  result,  the  hospital  was  barred  from  claiming  the  credit  which 
would  otherwise  have  been  allowed  for  the  excess  of  its  past  contribu- 
tions over  the  benefit  payments  made  to  its  former  employees.  A  provi- 
sion in  H.R.  10210  would  allow  that  institution  (and  any  other  non- 
profit organization  which  may  be  in  similar  circumstances)  to  claim 
the  retroactive  credit  provided  that  it  elected  the  reimbursement 
method  by  April  1,  1972. 

A  provision  similar  to  that  adopted  in  1970  allowing  nonprofit  em- 
ployers to  take  credit  for  past  excess  contributions  is  included  in  H.R, 
10210  for  the  nonprofit  schools  for  which  coverage  is  mandated  by  the 
bill. 

TRANSITIONAL  FEDERAL  FUNDING  PROVISIONS 

(Sec.  121  of  the  Bill) 

Costs  of  State  and  local  coverage. — The  provisions  of  the  bill  which 
would  extend  coverage  under  the  unemployment  compensation  pro- 
gram to  some  588,000  State  employees  who  are  not  now  covered  and 
to  about  7.7  million  employees  of  local  governments.  State  programs 
would  be  required  to  pay  benefits  on  the  basis  of  employment  taking 
place  after  December  31,  1977.  If  States  elect  to  pay  benefits  on  the 
basis  of  this  previously  uncovered  employment  prior  to  that  date,  the 
costs  of  any  such  benefits  payable  after  January  1,  1978,  would  be 
reimbursed  from  Federal  general  revenues.  (Federal  reimbursement 
would  also  be  made  for  benefits  paid  prior  to  July  1, 1978,  on  the  basis 
of  State  or  local  employment  during  the  first  6  months  of  1978.) 
Because  some  of  this  earlier  coverage  could  also  include  employment 
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which  would  qualify  for  payments  under  the  federally  funded  Special 
UnemploA'ment  Assistance  (SUA)  program,  the  committee  adopted  an 
amendment  to  make  clear  that  Federal  reimbursement  for  regular 
unemployment  benefits  based  on  such  emplo3^ment  will  be  available 
only  to  the  extent  that  Federal  SUA  benefits  were  not  paid  on  the 
basis  of  the  same  employment.  The  table  below  indicates  the  benefits 
which  would  be  paid  as  a  result  of  the  State  and  local  coverage  pro- 
visions of  H.R.  10210. 

ESTIMATED  UNEMPLOYMENT  BENEFIT  PAYMENTS  BASED  ON 
STATE  AND  LOCAL  GOVERNMENT  EMPLOYMENT  COVERED 
BY  H.R.  10210 

[In  millions] 


Amount 

Total  unem-  reimbursable 


ployment    from  Federal 
benefit  general 

Fiscal  year  payments  ^  funds  2 


1978   $200  $190 

1979   210  50 

1980   230  0 

1981   260  0 


1  Includes  regular  and  extended  benefits. 

2  Under  special  provision  where  States  provide  benefits  on  tlie  basis  of  employ- 
ment prior  to  July  1,  1978. 

Costs  of  coverage  for  non-profit  schools. — The  Department  of  Labor 
estimates  that  the  bill's  provisions  requiring  coverage  for  employees  of 
non-profit  elementary  and  secondary  schools  will  result  in  additional 
benefit  payments  of  $10  million  in  each  of  the  fiscal  years  1978-1981. 
In  fiscal  3'ear  1978,  $8  million  of  this  total  would  be  paid  for  from 
Federal  general  revenues  under  the  bill's  special  start-up  provisions. 

INCLUSION  OF  VIRGIN  ISLANDS  IN  THE  FEDERAL-STATE  UNEMPLOYMENT 

INSURANCE  SYSTEM 

(Sec.  102  of  the  Bill) 

Under  existing  Federal  law,  the  Virgin  Islands  is  excluded  from  the 
Federal-State  system  of  unemployment  insurance.  The  Virgin  Islands 
has  for  several  years  had  a  similar  unemployment  insurance  program, 
however,  and  the  territorial  government  has  formally  requested  that 
the  Virgin  Islands  be  included  in  the  Federal-State  system. 

The  inclusion  of  the  Virgin  Islands  in  the  Federal-State  unemploy- 
ment system  as  proposed  in  the  bill  would  extend  to  that  jurisdiction 
the  Federal  unemplo3^ment  tax  and  thus  increase  slightly  the  revenues 
to  the  Federal  accounts  in  the  unemployment  trust  fund.  At  the  same 
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time,  it  would  provide  new  or  modified  funding  for  the  Virgin  Islands 
programs  as  shown  in  the  table  below. 

FUNDING  CHANGES  FOR  VIRGIN  ISLANDS  UNEMPLOYMENT 
PROGRAM  UNDER  THE  COMMITTEE  BILL 

Expenditure  type         Current  funding  Funding  under  H.R.  10210 


Regular  benefits         Territorial  tax   Territorial  tax. 

Administrative  costs: 

Compensation   do   Federal  trust  fund 

system.  accounts. 
Employment  Federal  general        Federal  trust  fund 

service.  funds.  accounts  and 

general  funds. 

Extended  benefits        Not  in  effect   50  percent  terri- 

torial tax,  50 
percent  Federal 
trust  fund 
accounts. 

Loans   Federal  general        Federal  trust  fund 

funds.  accounts. 


Loans  to  the  Virgin  Islands. — Under  the  Federal-State  unemploy- 
ment compensation  system,  States  which  exhaust  their  own  benefit 
funds  may  borrow  from  the  Federal  accounts  in  the  trust  fund  to 
meet  their  benefit  obligations.  The  Virgin  Islands  is  unable  to  use 
this  procedure  since  it  is  not  now  a  part  of  the  Federal-State  system. 
In  Public  Law  94-45,  authority  was  provided  for  loans  to  be  made 
to  the  Virgin  Islands  for  this  purpose.  Under  that  legislation  and 
subsequent  amendments,  the  Virgin  Islands  is  authorized  to  borrow 
up  to  $15  million  which  must  be  repaid  by  January  1,  1979.  The  law 
authorizing  these  loans  also  provides  that  the  repayment  requirements 
of  the  Federal-State  unemployment  compensation  program  will  come 
into  operation  if  the  Virgin  Islands  is  incorporated  into  that  system 
as  proposed  in  the  committee  bill.  As  of  July  1976,  the  Virgin  Islands 
svstem  has  borrowed  $5.6  million  under  the  authority  of  Public  Law 
94-45. 

B.  Financing  Pkovisions 

INCREASES  IN  THE  UNEMPLOYMENT  TAXES 

(Sec.  201  of  the  Bill) 

Financing  basis. — The  Federal  statute  now  imposes  a  gross  tax  of 
3.2  percent  of  covered  wages.  The  tax  base  or  maximum  amount  of 
annual  wages  per  employee  subject  to  this  tax  is  $4,200.  (In  1974, 
the  average  annual  wage  in  covered  employment  was  about  $9,200.) 
Although  the  gross  Federal  tax  rate  is  3.2  percent,  the  actual  net 
Federal  tax  rate  is  0.5  percent  since  employers  qualify  for  a  2.7-percent 


13 


tax  credit  by  reason  of  their  participation  in  an  approved  State  pro- 
gram. Thus,  the  Federal  tax  in  all  States  amounts  to  0.5  percent  of 
the  first  $4,200  of  wages.  The  proceeds  from  this  Federal  tax  are  used 
to  meet  the  costs  of  administering  the  unemployment  compensation 
program — including  both  Federal  and  State  costs — most  of  the  cost 
of  administering  public  employment  services,  half  of  the  cost  of  bene- 
fit payments  under  the  extended  benefit  program  (for  workers  ex- 
hausting their  regular  benefits) ,  and  all  of  the  cost  of  the  temporary 
emergenc}'  benefit  program  (for  workers  exhausting  both  regular  and 
extended  benefits) . 

The  cost  of  regular  State  benefits  and  half  the  cost  of  extended 
benefits  are  met  from  the  proceeds  of  State  unemployment  taxes.  The 
tax  base  to  which  State  taxes  apph'  is  effectively  required  to  be  at 
least  as  high  as  the  Federal  base  of  $4,200,  but  22  States  now  have 
bases  which  exceed  that  level.  The  tax  rate  applied  in  each  State  may 
vary  from  year  to  year  according  to  conditions  and  may  var}'  among 
different  employers  according  to  experience  rating  factors  which  are 
designed  to  allow  employers  a  lower  tax  if  their  employees  do  not 
experience  much  unemployment.  Because  of  the  heavy  use  of  unem- 
ployment benefits  during  the  recent  recessionary  period,  the  average 
State  tax  rate  has  increased  from  1.9  percent  in  1974  to  an  estimated 
2.5  percent  in  1976.  Among  the  States,  the  estimated  average  tax  rate 
applied  to  taxable  wages  varies  from  0.6  percent  in  Texas  to  4.1 
percent  in  Massachusetts. 

The  need  j or  additional  financing . — If  the  State  tax  revenues  prove 
insufficient  to  meet  benefit  obligations  in  times  of  high  unemployment, 
States  are  permitted  to  borrow  the  necessary  funds  from  the  Federal 
accounts  in  the  trust  fund.  If  the  Federal  accounts  have  insufficient 
funds  to  meet  State  borrowing  requests  and  to  cover  the  Federal 
responsibility  for  paying  half  the  cost  of  extended  benefits  and  all  the 
costs  of  emergency  benefits,  authority  is  available  for  repayable  ad- 
vances from  the  general  funds  of  the  Treasury  into  the  Federal 
accounts  of  the  trust  fund.  Because  of  the  heav}^  demands  on  the 
unemployment  compensation  system  made  by  the  high  levels  of  un- 
emplo^'ment  in  the  past  few  years  and  b}'  the  enactment  of  temporary 
legislation  providing  benefits  of  up  to  65  weeks  duration,  the  unem- 
ployment payroll  taxes — both  Federal  and  State — have  proven  unable 
to  meet  expenses.  As  of  the  beginning  of  fiscal  year  1977,  advances 
from  the  general  fund  will  amount  to  about  $10.9  billion  which  is 
estimated  to  increase  to  $14.5  billion  by  the  end  of  fiscal  year  1978. 
Advances  have  been  made  to  21  States  and  total  $3.1  billion. 

Provisions  of  the  committee  bill. — The  committee  bill  would  increase 
the  gross  Federal  unemplo3'ment  tax  rate  from  3.2  percent  to  3.4 
percent  while  leaving  the  tax  credit  at  2.7  percent.  This  raises  the 
net  Federal  tax  by  0.2  percent,  that  is,  from  the  present  level  of 
0.5  to  a  new  level  of  0.7  percent.  Under  the  House  bill,  this  increased 
tax  rate  would  take  effect  in  January  1977  and  would  continue  in 
effect  through  1982  after  which  the  existing  0.5  percent  net  tax  rate 
would  again  become  applicable.  The  House  bill  also  provides  that  the 
tax  rate  wiU  revert  to  0.5  percent  at  an  earlier  date  if  the  advances 
from  the  general  fund  have  been  repaid. 
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Information  furnished  to  the  committee  by  the  Department  of 
Labor  indicates  that  the  additional  income  resulting  from  the  higher 
tax  rate  will  not  be  sufficient  to  pay  back  even  a  major  part  of  the 
advances  by  1982.  In  the  5-year  period  for  which  the  increased  tax 
rate  would  be  in  effect  under  the  House  bill,  the  deficit  would  be  re- 
duced from  the  present  $7.7  billion  to  about  $5  billion.  The  committee 
bill  would  keep  the  higher  Federal  tax  rate  in  effect  after  1982  until  the 
entire  deficit  has  been  repaid. 

The  increase  in  the  net  Federal  tax  rate  will  affect  only  the  amounts 
collected  by  the  Federal  trust  fund  accounts.  The  committee  bill  also 
increases  the  amount  of  annual  earnings  subject  to  taxation  from 
$4,200  to  $6,000.  This  increase  is  effective  January  1978  and  would 
affect  both  Federal  and  State  taxes.  Since  States  have  the  ability  to 
adjust  their  tax  rates  within  the  overall  base,  the  exact  impact  of  the 
increase  on  State  revenues  is  difficult  to  estimate.  The  following  table, 
however,  presents  the  estimated  effect  on  both  State  and  Federal 
unemployment  revenues  under  the  provisions  in  the  House  bill. 

IMPACT  OF  TAX  PROVISIONS 

[In  billions  of  dollars] 


Increased  revenue  under  H.R.  10210 


Federal 

From 

From  "higher 
'higher  wage 
Fiscal  year  tax  rate  ^  base  i  State 


1977   2  0.3   

1978   .5              0.2  0.4 

1979   .8               .5  1.6 

1980   .8               .5  2.6 

1981   .8               .5  2.8 


1  Revenues  shown  as  attributable  to  tax  rate  increase  are  those  which  would 
result  if  there  were  no  increase  in  the  wage  base.  Revenues  attributable  to  the 
wage  base  increase  would  be  somewhat  smaller  if  there  were  no  concurrent  increase 
in  the  tax  rate. 

2  In  action  on  the  Second  Concurrent  Resolution  on  the  Budget  for  1977,  the 
Congress  assumed  that  revenues  would  be  increased  by  $0.4  billion  as  a  result  of 
this  provision.  The  difference  in  the  Labor  Department  estimate  is  attributable  to 
differences  in  economic  assumptions.  The  committee  accepts  the  $0.4  billion 
estimate  underlying  the  Budget  Resolution. 

Source:  Department  of  Labor. 

TIMING  OF  LOANS  TO  STATES 

(Sec.  202  of  the  Bill) 

When  States  find  it  necessary  to  borrow  from  the  Federal  accounts 
in  the  trust  funds  to  meet  their  unemployment  benefit  obligations, 
present  law  requires  that  the  funds  borrowed  for  any  month  be  ap- 
plied for  in  the  preceding  month.  The  House  bill  would  permit  States 
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to  apply  for  loans  covering  a  S-month  period.  The  committee  bill 
would  modify  this  provision  to  make  clear  that,  while  applications 
may  be  for  a  3-month  period,  payments  to  the  States  will  continue 
to  be  made  as  needed  each  month. 

C.  Extended  Benefit  Teiggers 

(Sec.  301  of  the  Bill) 

The  Federal-State  Extended  Unemployment  Compensation  Act  of 
1970  provides  for  the  payment  of  additional  weeks  of  benefits  to  in- 
dividuals who  exhaust  their  benefit  entitlement  under  the  regular 
State  programs.  The  additional  entitlement  is  in  the  same  weekly 
amount  as  the  regular  entitlement  and  continues  for  half  as  long  as 
the  regular  entitlement.  Thus,  an  individual  entitled  to  the  maximum 
duration  of  26  weeks  of  regular  benefits  could  receive  up  to  13  addi- 
tional weeks  of  extended  benefits.  Half  the  funding  of  the  extended 
benefits  comes  from  State  unemployment  taxes  and  half  comes  from 
the  Federal  tax. 

Change  in  national  trigger. — Benefits  under  the  extended  benefit 
program  are  payable  only  in  periods  of  high  unemplo^^ment.  Perma- 
nent law  makes  the  program  effective  in  all  States  when  the  national 
insured  unemployment  rate  on  a  seasonally  adjusted  basis  reaches  4.5 
percent  for  3  consecutive  months,  and  the  program  continues  in  effect 
until  that  rate  dechnes  below  4.5  percent  for  3  consecutive  months.  (A 
temporary  provision  which  expires  December  31,  1976,  permits  States 
to  participate  in  the  extended  benefit  program  as  though  the  national 
trigger  rate  were  4  percent  rather  than  4.5  percent.)  The  committee 
bill  would  modify  the  permanent  law  by  providing  that  the  program 
will  be  in  effect  in  all  States  when  the  seasonally  adjusted  4.5  percent 
national  insured  unemployment  rate  for  a  given  week  and  the  12  previ- 
ous weeks  (rather  than  for  3  consecutive  months),  averages  4.5  percent 
or  more  and  will  cease  to  be  in  effect  when  that  rate  for  a  given  week 
and  the  12  prior  weeks  averages  less  than  4.5  percent. 

The  Department  of  Labor  believes  that  this  change  from  3  con- 
secutive months  to  a  moving  13  week  average  would  tend  to  make 
the  program  somewhat  more  responsive  to  changes  in  the  national 
economy  in  that  it  would  trigger  on  or  off  more  quickly  in  response 
to  very  sharp  changes  in  national  insured  unemployment  rates.  It  is 
expected,  however,  that  under  either  present  law  or  the  revised  pro- 
vision in  H.R.  10210  the  program  would  remain  in  effect  through  at 
least  the  end  of  the  1977  calendar  year. 

Change  in  the  State  trigger. — From  December  1971  to  November 
1974,  the  national  insured  unemployment  rate  was  below  the  perma- 
nent law  4.5  percent  rate  which  triggers  the  extended  benefit  program 
into  operation  in  all  States.  When  the  national  trigger  is  ''off".  States 
participate  in  the  program  only  if  the  State  trigger  requirements  are 
met.  Under  permanent  law,  the  extended  unemployment  compensation 
program  becomes  effective  in  a  State  when  two  requirements  are  met. 
The  rate  of  insured  unemployment  in  the  State  (not  seasonally  ad- 
justed) must  reach  a  level  of  4  percent  or  more  averaged  over  a 
13-week  period  and  the  rate  for  that  13-week  period  must  be  at  least 
20  percent  higher  than  the  average  of  the  State  insured  unemployment 
rate  in  the  same  13-week  period  of  the  preceding  2  years. 
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When  a  State  experiences  a  prolonged  period  of  high  unemploy- 
ment, the  ''20  percent  higher"  requirement  becomes  very  difl&cult  to 
meet  even  if  there  is  a  very  high  level  of  unemployment  in  the  State. 
Thus,  for  much  of  the  period  since  the  extended  unemployment  com- 
pensation program  was  enacted  in  1970,  the  second  part  of  the  trigger 
requirement  (an  insured  unemployment  rate  20  percent  above  the  rate 
prevailing  in  the  2  prior  years)  has  been  suspended.  The  table  which 
follows  shows  the  various  temporary  provisions  of  law  which  have 
been  enacted  to  suspend  this  requirement. 

TEMPORARY  LEGISLATION  SUSPENDING  120-PERCENT 
REQUIREMENT  IN  STATE  EXTENDED  TRIGGERS 

Date  Law  Action 

Oct.  27,  1972         Public  Law  92-599.  Suspended  120-percent 

"off"  indicator  through 
June  30,  1973. 

July  1,1973   Public  Law  93-53..  Suspended  120  percent 

for  both  "on"  and  "off" 
indicators  through  Dec. 
31,  1973,  with  "tail- 
off"  through  Mar.  31, 
1974. 

Dec.  31,  1973.... .  Public  Law  93-233.  Suspended  120  percent 

for  both  "on"  and  "off" 
indicators  through  Mar. 
31,  1974. 

Mar.  28,  1974         Public  Law  93-256.  Extended  suspension  of 

120-percent  indicators 
until  July  1,  1974. 

June  30,  1974  .  ..  Public  Law 93-329.  Extended  suspension  of 

120-percent  indicators 
until  Aug.  31,  1974. 

Aug.  7,  1974          Public  Law 93-368.  Extended  suspension  of 

120-percent  indicators 
until  Apr.  30,  1975. 

Dec.  31,  1974   Public  Law 93-572.  The  Emergency  Unem- 
ployment Compensa- 
tion Act  of  1974  in- 
cluded a  provision  per- 
mitting States  to  waive 
120-percent  indicators 
until  Dec.  31,  1976. 

June  30,  1975. .. .  Public  Law  94-45. .  Extended  waiver  provi- 
sion of  the  Emergency 
Unemployment  Com- 
pensation Act  until 
Mar.  31,1977. 
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The  House-passed  bill  would  modify  the  State  trigger  requiremenst 
for  extended  unemploA^^ment  benefits  by  substituting  a  seasonally 
adjusted  State  insured  unemployment  rate  of  4  percent  as  the  trigger 
factor  instead  of  the  unadjusted  4  percent  factor  now  used.  The  "20 
percent  higher"  requirement  would  be  eliminated  permanently  under 
the  House  bill.  The  change  would  become  effective  as  of  January  1977; 
however,  it  would  not  have  any  impact  until  much  later  since  the 
national  trigger  is  expected  to  be  ^'on"  at  least  through  the  end  of 
1977. 

The  information  furnished  to  the  committee  by  the  Department  of 
Labor  suggests  that  there  is  ver}'  little  difference  in  the  effect  of 
using  a  4-percent  seasonally  adjusted,  insured  unemployment  rate 
as  opposed  to  using  a  4-percent  unadjusted  rate.  In  either  case 
extended  benefits  would  in  most  States  be  payable  for  significantly 
longer  periods  than  would  be  the  case  under  the  existing  provision 
which  includes  the  requirement  that  the  rates  be  20  percent  higher 
than  the  rates  for  the  corresponding  periods  in  the  preceding  2  years. 
The  committee  recognizes,  however,  that  the  provisions  of  present  law 
have  not  been  adequate  when  unemployment  in  a  State  rises  and  re- 
mains unusually  high  for  several  years.  The  Congress  has  addressed 
this  problem  a  number  of  times  on  an  ad  hoc,  short-term  basis.  For  a 
longer  range  solution,  the  committee  bill  would  modify  present  law 
to  allow  States  an  important  measure  of  flexibility  when  faced  with 
extended  periods  of  high  unemployment.  Under  the  modification  in 
the  committee  bill,  a  State  would  be  permitted  to  set  aside  the  "20 
percent  higher"  requirement  whenever  the  State's  insured  unemploy- 
ment rate  is  at  least  6  percent  (measured  over  a  13-week  period). 

The  following  table  shows  what  the  effect  of  the  State  extended 
benefit  triggers  under  present  law,  the  House  bill,  and  the  committee 
bill  would  have  been  over  the  17-year  period  1957  to  1973. 

The  House  bill  is  estimated  to  result  in  $300  million  annually  in 
additional  extended  benefits  beginning  in  fiscal  year  1979.  The  com- 
mittee bill  is  estimated  to  result  in  $150  million  per  year  in  additional 
extended  benefits. 

D.  Provisions  Kelated  To  Benefit  Eligibility 

DISQUALIFICATION  FOR  PREGNANCY 

(Sec.  302  of  the  Bill) 

In  order  to  qualify  for  unemployment  compensation  benefits,  a 
worker  must  be  able  to  work,  be  seeking  employment,  and  be  available 
for  employment.  In  a  number  of  States,  an  individual  whose  unem- 
ployment is  related  to  pregnancy  is  barred  from  receiving  any  unem- 
ployment benefits.  In  1975  the  Supreme  Court  found  a  provision  of 
this  type  in  the  Utah  unemployment  compensation  statute  to  be 
unconstitutional.  The  Utah  requirement  had  disqualified  workers  for 
a  period  of  18  weeks  (12  weeks  before  birth  through  6  weeks  after 
birth).  The  Court  stated  that  "si  conclusive  presumption  of  incapacity 
during  so  long  a  period  before  and  after  childbirth  is  constitutionally 
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AVERAGE  NUMBER  OF  WEEKS  STATES  WOULD  HAVE  PAID 
EXTENDED  BENEFITS  EACH  YEAR  UNDER  ALTERNATIVE 
STATE  TRIGGERS^ 


Current  law, 
4  percent 
insured  un- 
employment 
rate,  at  least 
120  percent 
of  prior  2 
years 


House  bill, 
4- percent 
seasonally 
adjusted 


Committee 
bill,  current 
law  but  waive 
120  percent 
if  insured 
unemploy- 
ment rate  is 
6  percent 
or  more 


Alabama 

7  1 

19  8 

9  0 

Alaska 

8.1 

48.6 

34.5 

Arizona 

5  9 

13  5 

5  9 

Arkansas  '  

8.9 

27.9 

14.2 

California  

12.5 

37.4 

17.8 

Colorado 

1  8 

0 

1  8 

Connecticut 

10  5 

18  0 

10  9 

Dpiawarp 

3  9 

4  6 

3  9 

District  of  Columbia  

0 

0 

0 

Florida  

4.6 

6.9 

4.6 

fnPnrnia 

A  Q 

A  Q 

M?)\A/s  1  i 

^  Q 

9.  A 

idahn 

1 

o^.  1 

lO.O 

Illinois  

5.9 

6.2 

5.9 

Indiana  

6.6 

7.0 

6.6 

0 

Q 
.O 

9 
o.^ 

A  R 

R  A 

A  R 

D./ 

OA  A 

IRQ 

Louisiana 

8  9 

19  R 

10  8 

Maine  

11.9 

36.2 

20.5 

Maryland  

7.8 

17.5 

8.6 

Massachusetts  

12.2 

33.4 

18.0 

Michigan  

11.4 

25.5 

14.3 

Minnesota  

6.5 

15.8 

10.7 

Mississippi  

5.5 

22.9 

10.9 

Missouri.  ^  . 

5.5 

11.4 

6.2 

Montana  

8.5 

34.1 

17.6 

Nebraska.    

2.3 

0 

2.3 

Nevada  

11.5 

40.3 

16.3 

New  Hampshire  

5.6 

15.5 

5.6 

New  Jersey  

10.4 

36.8 

17.7 

New  Mexico  

7.1 

12.8 

7.1 

New  York  

8.6 

29.7 

12.1 

North  Carolina  

4.7 

14.9 

4.7 

North  Dakota  

5.9 

27.1 

16.5 
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AVERAGE  NUMBER  OF  WEEKS  STATES  WOULD  HAVE  PAID 
EXTENDED  BENEFITS  EACH  YEAR  UNDER  ALTERNATIVE 
STATE  TRIGGERS  ^-Continued 


state 


Current  law, 
4  percent 
insured  un- 
employment 
rate,  at  least 
120  percent 
of  prior  2 
years 


House  bill, 
4- percent 
seasonally 
adjusted 


Committee 
bill,  current 
law  but  waive 
120  percent 
if  insured 
unemploy- 
ment rate  is 
6  percent 
or  more 


Ohio  

Oklahoma  

Oregon  

Pennsylvania. . 
Puerto  Rico. . . 

Rhode  Island  . . 
South  Carolina 
South  Dakota. . 
Tennessee. . . . 
Texas  

Utah  

Vermont  

Virginia  

Washington. . . 
West  Virginia. . 

Wisconsin  

Wyoming  


7.1 

10.7 

7.1 

8.0 

18.9 

9.3 

10.9 

34.9 

18.1 

11.0 

28.8 

18.2 

9.7 

39.1 

33.8 

11.4 

35.9 

18.1 

4.1 

6.6 

4.1 

3.1 

0 

5.9 

6.1 

23.1 

12.2 

1.7 

1.1 

1.7 

3.5 

7.9 

5.7 

11.5 

31.4 

16.9 

2.2 

.8 

2.2 

11.9 

41.5 

26.5 

7.8 

25.4 

17.8 

6.9 

6.9 

6.9 

4.5 

11.2 

6.8 

1  Determined  from  Department  of  Labor  simulation  study  based  on  1957-73  data. 

invalid."  A  number  of  other  States  have  similar  provisions  although 
most  appear  to  involve  somewhat  shorter  periods  of  disqualification. 

The  committee  bill  includes,  without  modification,  the  provision 
of  the  House  bill  which  would  prohibit  States  from  continuing  to 
enforce  any  provision  which  denies  unemployment  compensation 
benefits  solely  on  the  basis  of  pregnancy  (or  recency  of  pregnancy). 
Pregnant  individuals  would,  however,  continue  to  be  required  to 
meet  generally  applicable  criteria  of  availability  for  work  and  ability 
to  work. 

DISQUALIFICATION  FOR  RECEIPT  OF  PENSION 

(Sec.  303  of  the  BiU) 

It  was  brought  to  the  attention  of  the  committee  that  in  a  number 
of  States  ^  retired  people  who  are  receiving  public  and  private  pensions, 

^  As  of  January  1976,  the  States  were  Alaska,  Arizona,  California,  Georgia,  Kansas, 
Kentucky,  Nevada,  New  Jersey,  North  Carolina,  North  Dakota,  Puerto  Rico,  Rhode  Island, 
South  Carolina,  Texas,  and  Vermont. 
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rnilrojid  rctiromcni  annuities,  social  security  retirement  benefits, 
inilitjiry  retirement  pay,  etc.  and  wlio  liave  actually  withdrawn  from 
liie  hibor  force  jire  })eing  paid  unernf)loyment  compc^nsation.  In  other 
Sl,}ites,  vjirioiis  riil(^,s  Jire  used  to  dis(jUHJify  some  or  all  of  these  people. 
The  coininil,l<',e  Ix^lieves  tfint  n  unifoiin  rule  is  required  and  has  added 
to  the  bill  )i  new  provision  recpjirin*^  eacdi  St  to  [)rohibit  the  payment 
of  uticniployment  compensation  to  Jiny  indivicJual  who  is  entitled  or 
iiwy  <i;ov('rnni('nl,al  or  [)riva,te  retirerrn^nt  pay,  n^tinHnent  pension  to 
rclji'cmcnl  arnmity  l)a,s(5d  on  previous  emf)loyment. 

J^ecause  this  provision  requires  a  change  in  State  law,  it  would  not 
l)ee()me  efl'ective  until  January  1978. 

DENIM.  OF  UNEMPLOYMENT  COMPENBATION  TO  ATHLETES  AND 
ILLEGAL  ALIENS 

(Sec.  :m  of  the  Bill) 

'Hic  c()imnitie(5  bill  includc^s,  without  modification,  a  ])rovision 
of  {]\(\  House  bill  whi('[i  would  re(]uire  that  all  State  unemployment 
colli pensalion  programs  incluch^  prohibitions  a^i^ainst  the  payment  of 
benefits  to  athletes  during  the  off  season  and  to  illegal  aliens.  This 
nupiirement  would  be  effective  starting  with  1978. 

Pr()fcssio7h(d(it/i/£tes. — The  bill  would  prohibit  the  payment  of  bene- 
fits to  a  professional  athlete  during  periods  between  two  successive 
sports  seasons  if  th(5  athlete  had  been  professionally  participating 
in  such  sports  during  the  previous  season  and  there  is  reasonable 
assurance  that  he  will  paTticipate  in  such  sports  during  the  following 
(Reason.  The  provision  is  intended  to  deny  benefits  to  professional 
athletes  in  the  off  season. 

Ffle(/(d  (di('n,s. -—Tho  bill  also  prohibits  paynuMit  of  benefits  to  an 
alien  nol  lawfully  admitted  into  the  United  Stales. 

PRORATION  OF  COSTS 

(Sec.  203  of  the  Bill) 

Under  ])resent  law,  when  an  individual's  unemployment  compensa- 
tion is  based  on  both  Federal  and  non-Federal  em})ioyment  the  Fed- 
eral share  of  the  benefit  cost  is  based  on  the  ''added  cost"  which 
results  from  the  Federal  em])loyment.  The  Dei)artment  of  l^abor 
informs  the  committee  that  this  metliod  of  determining  Federal  costs 
is  cimibersome  and  expensive. 

The  bill  would  substitute  a  new  method  of  determining  the  Federal 
share  of  the  cost.  Under  the  new  method  the  Federal  ])ercentage  of 
the  cost  would  be  the  same  percentage  that  the  Federal  wages  bear 
to  the  sum  of  the  Federal  and  non-Federal  wages. 

E.  National  Commission  on  Unemployment  Compensation 

(Sec.  411  of  the  BiU) 

Description  and  purpose  oj  the  Commission. — The  bill  establishes 
a  National  Commission  on  Unemi)loyment  Compensation  for  the 
purpose  of  undertaking  a  comprehensive  examination  of  the  present 
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unemployment  compensation  system  and  developing  appropriate 
recommendations  for  further  changes.  The  Commission  would  be  com- 
prised of  three  members  appointed  by  the  President  Pro  Tempore  of 
the  Senate,  three  members  by  the  Speaker  of  the  House  of  Representa- 
tives, and  seven  by  the  President.  Selection  of  members  of  the 
Commission  would  be  aimed  at  assuring  balanced  representation  of 
interested  groups. 

The  Commission  would  be  authorized  to  appoint  such  staff  as  it 
requires  and  to  contract  for  necessary  consultant  services.  The  final 
report  of  the  Commission  would  have  to  be  sent  to  the  President  and 
to  Congress  by  January  1,  1979,  and  the  Commission  would  terminate 
90  days  after  the  report  is  submitted. 

Agenda  items  for  the  Commission. — The  bill  states  that  the 
Commission's  study  shall  include,  without  being  Hmited  to,  the 
following  items: 

(1)  Examination  of  the  adequacy,  and  economic  and  administrative 
impacts,  of  the  changes  made  b}^  H.R.  10210  in  coverage,  benefit 
provisions,  and  financing ; 

(2)  Identification  of  appropriate  purposes,  objectives,  and  future 
directions  for  unemployment  compensation  programs,  including  rail- 
road unemployment  insurance; 

(3)  Examination  of  issues  and  alternatives  concerning  the  relation- 
ship of  unemployment  compensation  to  the  economy,  with  special  at- 
tention to  long-range  funding  requirements  and  desirable  methods  of 
program  financing; 

(4)  Examination  of  eligibilit}^  requirements,  disquaHfication  provi- 
sions, and  factors  to  consider  in  determining  appropriate  benefit 
amounts  and  duration; 

(5)  Examination  of  (A)  the  problems  of  claimant  fraud  and  abuse 
in  the  unemployment  compensation  programs;  and  (B)  the  adequacy 
of  present  statutor}^  requirements  and  administrative  procedures  de- 
signed to  protect  the  programs  against  such  fraud  and  abuse; 

(6)  Examination  of  the  relationship  between  unemplo^^ment  com- 
pensation programs  and  manpower  training  and  employment  pro- 
grams; 

(7)  Examination  of  the  appropriate  role  of  unemployment  compen- 
sation in  income  maintenance  and  its  relationship  to  other  social  in- 
surance and  income  maintenance  programs; 

(8)  Conduct  of  such  surveys,  hearings,  research,  and  other  activities 
as  it  deems  necessary  to  enable  it  to  formulate  appropriate  recommen- 
dations, and  to  obtain  relevant  information,  attitudes,  opinions,  and 
recommendations  from  individuals  and  organizations  representing  em- 
ployers, employees,  and  the  general  public; 

(9)  Review  of  the  present  method  of  collecting  and  anal3^zing  pres- 
ent and  prospective  national  and  local  employment  and  unemplo}^- 
ment  information  and  statistics; 

f  10)  Identification  of  any  weaknesses  in  such  method  and  any  prob- 
lem which  results  from  the  operation  of  such  method;  and 

(II)  Formulation  of  any  necessary  or  appropriate  new  techniques 
for  the  collection  and  analysis  of  such  information  and  statistics. 
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F.  Provisions  Relating  to  the  Supplemental  Security  Income 

Program 

criteria  for  determining  disability  of  children 
(Sec.  501  of  the  Bill) 

For  purposes  of  the  Supplemental  Security  Income  program,  the 
law  provides  the  following  definition  of  disability : 

''An  individual  shall  be  considered  to  be  disabled  for  purposes  of 
this  title  if  he  is  unable  to  engage  in  any  substantial  gainful  activity 
by  reason  of  any  medically  determinable  physical  or  mental  impair- 
ment which  can  be  expected  to  result  in  death  or  which,  has  lasted  or 
can  be  expected  to  last  for  a  continuous  period  of  not  less  than  twelve 
months  (or,  in  the  case  of  a  child  under  the  age  of  18,  if  he  suffers  from 
any  medically  determinable  physical  or  mental  impairment  of  compa- 
rable severity)." 

The  development  of  guidelines  for  applying  this  definition  to 
children  has  proved  to  be  an  extraordinarily  slow  and  difficult  process 
for  the  Social  Security  Administration.  Four  years  after  the  enact- 
ment of  the  legislation  there  are  still  no  adequate  guidelines  to  assist 
the  State  agencies  in  making  their  determinations. 

The  regulations  which  have  been  issued  with  regard  to  disability  for 
children  state  that  if  a  child's  impairments  are  not  those  listed,  eligi- 
bility may  still  be  met  if  the  impairments  ''singly  or  in  combination  .  .  . 
are  determined  by  the  Social  Security  Administration,  with  appropriate 
consideration  of  the  particular  effect  of  the  disease  processes  in  child- 
hood, to  be  medically  the  equivalent  of  a  listed  impairment." 

SSA  has  issued  several  statements  on  the  subject,  but  in  none  of  its 
communications  to  the  State  agencies  which  make  the  disability  deter- 
minations has  it  provided  specific  guidelines  for  the  agencies  to  follow. 
On  the  contrary,  these  communications  have  simply  indicated  that 
SSA  was  in  the  process  of  developing  more  definitive  guidelines  for 
childhood  disability  determinations. 

The  State  agencies  have  indicated  that  they  believe  they  have 
insufficient  guidelines  for  determining  childhood  disability.  The  Council 
of  State  Administrators  of  Vocational  Rehabilitation  testified  before 
the  House  Subcommittee  on  Public  Assistance  in  1975: 

Guidelines  for  development  of  special  SSI  childhood 
claims  are  also  needed.  Although  [previous  SSA  directives] 
attempted  to  provide  some  temporary  guidelines,  we  have 
not  received  any  additional  guidelines  based  on  a  year  and 
a  half's  experience  since  then.  A  national  study  of  title  XVI 
child  cases  was  made  in  April  and  May  of  1974,  and  perhaps 
this  experience  could  help  provide  clearer  guidelines.  Un- 
fortunately, a  side  effect  of  this  situation  has  been  a  decrease 
in  State  agency  general  staff  respect  for  central  and  regional 
office  expertise  and  ability.  The  opinion  is  often  expressed 
that  Federal  personnel  are  too  far  removed  from  the  grass- 
roots of  case  adjudication,  and  seem  insensitive  to  State 
agency  problems.  It  appears  to  many  State  agency  personnel 
that  Federal  personnel  are  (if  not  unwilling)  unable  to  respond 
to  DDS  needs  with  timeliness.  It  is  difficult  for  an  adminis- 
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tration  to  combat  this  feeling  among  personnel,  when  policy 
guidance  is  not  forthcoming. 

SSA  has  been  circulating  draft  regulations  with  criteria  for  child 
disability  for  some  time.  The  fact  that  they  have  not  yet  been  issued, 
however,  has  meant  that  the  States  have  been  forced  to  adopt  their 
own  guidelines,  which  may  well  vary  greatly  from  jurisdiction  to 
jurisdiction. 

Although  the  committee  recognizes  the  difficulty  of  developing 
objective  criteria  for  determining  how  to  apply  the  disability  definition 
in  the  law  to  children,  it  believes  there  should  be  some  assurance  that 
children  with  similar  conditions  are  treated  similarly  throughout  the 
Nation. 

The  committee  bill  thus  would  require  the  Social  Security  Admin- 
istration within  120  days  after  enactment  to  publish  criteria  to  be 
used  by  the  State  agencies  in  making  child  disability  determinations. 
This  action  should  end  the  present  uncertainty  which  the  State 
agencies  and  others  have  with  regard  to  what  constitutes  disability 
in  a  child  and  enable  disabled  children  to  benefit  from  the  program 
on  an  equitable  basis. 

SERVICES  FOR  DISABLED  CHILDREN 

(Sec.  501  of  the  Bill) 

Another  problem  related  to  the  child  disability  program  is  that 
there  is  no  provision  for  services  or  referral  to  services  which  is  appro- 
priate for  children.  The  law  presently  requires  the  Secretary  to  make 
provision  for  referral  of  all  disabled  individuals  ''to  the  appropriate 
State  agency  administering  the  State  plan  for  vocational  rehabilitation 
services  approved  under  the  Vocational  Rehabilitation  Act."  The  law 
further  requires  an  individual  receiving  benefits  to  ''accept  such  re- 
habilitation services  as  are  made  available  to  him,"  and  the  Secretary  is 
authorized  to  pay  the  State  agency  for  costs  incurred  in  providing 
services  for  those  referred  to  it. 

The  provision  for  vocational  rehabilitation  services  was  designed 
for  persons  who  could  be  expected  to  enter  or  reenter  the  work  force. 
It  has  been  of  limited  benefit  even  to  adult  SSI  beneficiaries  and 
has  not  been  considered  appropriate  for  children.  The  lack  of  a 
provision  in  the  law  has  meant  that  children  receiving  benefits  have 
not  been  subject  to  an}'  formal  referral  process  at  all.  Being  without 
any  legislative  guidance,  the  Social  Security  Administration  has  not 
developed  procedures  for  offices  to  use  on  a  uniform  basis.  Some 
children  may  now  benefit  from  the  general  information  and  referral 
procedures  which  exist  to  some  degree  or  other  in  all  district  offices. 
But  this  haphazard  approach  provides  no  assurance  that  a  child  ever 
actually  comes  into  contact  with  an  agency  providing  services  to 
handicapped  and  disabled  children,  or  that  services  are  provided  on 
a  continuing  basis. 

The  committee  beheves  that  there  are  substantial  arguments  to 
support  the  establishment  of  a  formal  referral  procedure.  Many 
disabled  children  have  conditions  which  can  be  improved  through 
proper  medical  and  rehabilitative  services,  especially  if  the  conditions 
are  treated  early  in  life.  The  referral  of  children  who  have  been  deter- 


S.Rept.  94-1265  —  4 


26 


mined  to  be  disabled  could  thus  be  of  very  great  immediate  and  long- 
term  benefit  to  the  children  and  families  who  receive  appropriate 
services.  In  addition,  the  procedure  could  be  expected  to  result  in 
long-range  savings  for  the  SSI  program,  in  that  some  children,  at 
least,  would  have  their  conditions  satisfactorily  treated  and  would 
move  off  the  disability  rolls  instead  of  receiving  payments  for  their 
entire  lifetime.  The  referral  of  disabled  children  by  the  Social  Security 
Administration  would  also  serve  as  a  casefinding  tool  for  community 
agencies  serving  disabled  children  and  assist  them  in  focusing  their 
services  in  behalf  of  these  children.  Many  communities  have  the 
capability  to  help  disabled  and  handicapped  children,  but  are  not 
always  able  to  identify  those  with  the  greatest  need. 

The  committee  bill  thus  would  require  the  referral  by  the  Social 
Security  Administration  of  children  under  age  16  to  the  State  agency 
which  administers  the  State  crippled  children's  services  program,  or 
to  another  agency  which  the  Governor  determines  is  capable  of 
administering  the  State  plan  (developed  to  meet  the  requirements  of 
the  committee  bill)  in  a  more  efficient  and  effective  manner  than 
the  crippled  children's  agency.  If  the  Governor  determines  that 
the  plan  should  be  administered  by  an  agency  other  than  the  crippled 
children's  agency,  he  must  state  the  reasons  for  this  determination 
in  the  State  plan.  It  is  intended  by  the  committee  that  there  will  be  a 
single  agency  to  administer  the  plan  in  each  State.  The  committee 
believes  that  in  the  interest  of  effective  administration  of  the  SSI 
program  the  Social  Security  Administration  should  not  be  required 
to  make  referrals  to  more  than  the  one  agency  in  any  one  State. 

Under  the  committee  bill,  the  acceptance  of  any  services  offered 
would  continue  to  be  a  condition  of  continuing  SSI  eligibility. 

The  committee  bill  would  require  the  Secretary  of  HEW  to  issue 
regulations  prescribing  the  criteria  for  approval  of  State  plans  for 
(1)  assuring  appropriate  counseling  for  disabled  children  and  their 
families,  (2)  establishment  of  an  individual  service  plan  for  children 
and  prompt  referral  to  appropriate  medical,  educational  and  social 
services,  (3)  monitoring  to  assure  adherence  to  each  individual  service 
plan,  and  (4)  provision  for  disabled  children  age  6  and  under  and  for 
children  who  have  never  attended  public  school  and  who  require  prepa- 
ration to  take  advantage  of  public  educational  services  of  medical, 
social,  developmental,  and  rehabilitative  services  in  cases  where  such 
services  reasonabl}^  promise  to  enhance  the  child's  ability  to  benefit 
from  subsequent  education  or  training,  or  otherwise  to  enhance  his 
opportunities  for  self-sufficiency  or  self-support  as  an  adult. 

State  plans  would  have  to  provide  for  the  establishment  of  an 
identifiable  unit  within  the  administering  agency  to  be  responsible  for 
the  administration  of  the  plan.  The  plans  would  also  have  to  provide 
for  coordination  with  other  agencies  serving  disabled  children.  The 
committee  recognizes  that  there  are  other  programs  offering  services 
to  disabled  and  handicapped  children  who  may  or  may  not  be  eligible 
for  SSI  payments.  It  is  expected  that  services  provided  under  these 
progranis  will  be  used  in  meeting  the  needs  of  SSI  disabled  children 
for  services  which  are  recommended  under  individual  service  plans. 

For  fiscal  year  1977  and  the  following  two  fiscal  years  the  Secretar}^ 
would  be  required  to  pay  to  the  State  administering  agency  those  costs 
incurred  under  the  State  plan  which  do  not  exceed  the  State's  share  of 
the  $30  million  provided  for  each  year  under  the  bill.  In  order  to 
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assure  equitable  distribution  of  funds  the  State  sbare  would  be  based 
on  the  proportion  of  children  under  age  7  in  each  State.  Up  to  10  per- 
cent of  the  State's  funds  could  be  used  for  purposes  of  counseling, 
referral  and  monitoring  as  provided  under  the  State  plan  for  children 
up  to  age  16.  The  remainder  of  the  funds  would  be  used  to  provide 
services  for  children  age  6  and  under,  and  for  children  who  have  never 
attended  public  school  in  cases  where  such  services  promise  to  enhance 
the  child's  ability  to  benefit  from  subsequent  education  or  traiuing. 

The  bill  provides  for  certain  safeguards  in  the  use  of  fimds  authorized 
under  the  provision.  The  new  funds  made  available  could  not  be 
used  to  replace  State  and  local  funds.  In  addition,  with  regard  to 
programs  or  services  provided  to  nondisabled  children,  the  funds  could 
be  used  onh'  to  pay  that  portion  of  the  cost  which  is  related  to  the 
additional  requirements  of  the  disabled  children. 

IXSTITUTIOXALIZATIOX  OF  A  SPOUSE 

(Sec.  502  of  the  Bill) 

Under  present  law  an  aged  or  disabled  couple  receives  a  benefit 
amount  which  is  lower  than  would  be  the  case  if  the  spouses  were 
treated  as  two  individuals.  The  present  monthly  benefit  amount  is 
$167.80  for  an  individual  and  $251.80  for  a  couple.  When  one  member 
of  a  couple  is  in  a  medicaid  institution,  the  monthly  maximum  benefit 
amount  for  the  couple  is  $192.80.  This  represents  $167.80  payable  on 
behalf  of  the  spouse  who  is  not  in  an  institution,  and  a  $25  personal 
needs  allowance  payable  to  a  person  in  a  medicaid  institution.  These 
amounts  are  reduced  by  the  amount  of  any  other  income  (apart  from 
certain  specified  exclusions)  which  the  couple  has.  The  committee  has 
been  informed  that  a  problem  arises  when  one  member  of  a  couple  is 
institutionalized  and  his  income  is  used  to  meet  a  part  of  the  expenses 
of  the  institutional  care  and  also  to  reduce  the  amount  of  the  couple's 
SSI  benefit.  The  committee  bill  therefore  provides  that  for  any  month 
during  all  of  which  a  spouse  is  in  an  institution,  the  two  persons  in- 
volved would  be  treated  as  indi\4duals  rather  than  as  a  couple  for 
purposes  of  applying  their  separate  incomes  in  computing  any  required 
reduction  of  the  SSI  benefit  amount. 

PROTECTIOX  OF  MEDICAID  ELIGIBILITY 

(Sec.  503  of  the  Bih) 

Present  law  provides  for  annual  cost-of-li^ung  increases  in  pa^Tnents 
under  title  II  of  the  Social  Security  Act.  Present  law  also  provides  for 
an  increase  in  SSI  benefits  by  the  same  percentage  as  is  applicable  for 
title  II  social  security  benefits.  The  intent  of  tying  the  two  programs 
together  for  purposes  of  the  benefit  increase  was  to  assure  that  SSI 
recipients  would  get  the  benefit  of  any  social  security  benefit  increase 
which  became  payable  under  the  cost-of-living  increase  provision.  An 
increase  in  social  security  benefits,  therefore,  does  not  ordinarih'  result 
in  a  decrease  in  SSI  benefits. 

However,  because  of  the  operation  of  the  provision  in  the  law  for 
disregarding  $20  a  month  of  other  income  in  determining  the  SSI 
benefit  amount,  there  are  some  cases  in  which  a  social  security  benefit 
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increase  can  have  the  effect  of  making  individuals  ineligible  for  SSI 
and  also  for  medicaid  benefits.  For  example,  an  individual  in  a  State 
which  does  not  supplement  the  basic  Federal  amount  of  $167.80  a 
month  may  still  be  eligible  for  $.80  in  SSI  payments  even  though  he 
has  a  social  security  check  of  $187.  This  is  because  his  social  security 
check  is  considered  as  only  $167  (applying  the  $20  disregard)  for 
purposes  of  SSI.  Because  he  is  eligible  for  an  SSI  payment,  regardless 
of  amount,  he  is  automatically  ehgible  for  medicaid.  However,  if  in  the 
future  there  were,  for  example,  a  10  percent  increase  in  social  securit}^ 
benefits,  his  social  security  check  would  amount  to  $205.70.  The  SSI 
payment  amount  would  increase  to  $184.60.  The  $20  disregard  would 
still  be  effective,  and  his  social  security  check  for  SSI  purposes  would 
be  $185.70,  or  $1.10  above  the  SSI  eligibility  limit.  Although  the 
individual  still  has  the  advantage  of  a  cash  benefit  increase,  the  loss  of 
SSI  eligibility  may  carry  with  it  a  loss  of  medicaid. 

The  committee  bill  would  protect  individuals  in  this  situation  by 
providing  that  no  recipient  of  Federal  benefits  or  State  supplementary 
payments  under  the  SSI  program  would  lose  eligibility  for  medicaid  as 
the  result  of  the  operation  of  the  cost-of-living  benefit  increase  provision 
in  title  11.  The  committee  provision  would  thereby  insure  that  an 
increase  intended  to  benefit  the  aged  and  disabled  would  not  have 
inadvertent  harmful  effects.  The  provision  would  be  effective  with 
respect  to  benefit  increases  starting  June  1977. 

CHANGE  IN  SSI  SAVINGS  CLAUSE 

(Sec.  504  of  the  Bill) 

The  SSI  law  provides  for  basic  Federal  payments  to  the  needy  aged, 
blind  and  disabled.  The  law  also  allows  States  to  supplement  the 
Federal  payments,  and  many  have  chosen  to  do  so.  When  there  is  an 
increase  in  Federal  SSI  benefits,  these  States  ordinarily  have  two 
choices:  they  may  pass  through  the  Federal  benefit  increase  to  indi- 
viduals and  continue  to  supplement  the  j^ayment  by  the  amount  they 
were  already  paying,  or  they  may  reduce  their  supplementation,  thus 
providing  for  no  increase  in  the  recipient's  combined  Federal-State 
payment  and  realizing  savings  to  the  State  treasury.  Most  States  in 
the  past  have  elected  to  pass  through  SSI  benefit  increases  to  their 
recipients,  and  have  been  able  to  do  so  at  no  increase  in  State  costs. 
Three  States,  however,  do  incur  a  State  cost  if  they  elect  to  pass 
through  the  Federal  increase  because  part  of  the  Federal  increase 
automatically  results  in  a  reduction  in  payments  to  these  States  under 
a  1972  savings  clause  provision.  The  States  affected  by  the  operation 
of  the  savings  clause  are  Hawaii,  Massachusetts  and  Wisconsin. 

The  committee  believes  that  these  States  should  also  be  able  to  pass 
through  the  Federal  increases  to  the  aged,  blind  and  disabled  without 
adding  to  their  costs.  The  committee  bill  provides  that  payments 
under  the  savings  clause  to  the  States  affected  by  it  will  no  longer  be 
reduced  when  there  is  a  cost-of-living  increase  in  Federal  SSI  benefits. 
The  provision  would  be  effective  with  respect  to  increases  taking  place 
after  June  1977. 
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ELIGIBILITY?  OF  INDIVIDUALS  IN  CERTAIN  INSTITUTIONS 

(Sec.  505  of  the  Bill) 

Present  law  provides  that  individuals  who  are  in  nonmedical  public 
institutions  are  not  eligible  for  SSI  benefits.  There  has  been  a  long- 
standing prohibition  in  public  assistance  statutes  against  payments  on 
behalf  of  persons  in  public  institutions  largely  on  the  grounds  that 
these  programs  should  not  be  used  to  subsidize  State  and  local  institu- 
tions which  may  be  substandard  or  which  may  represent  an  inap- 
propriate type  of  care  for  the  individuals  involved.  There  are  some 
situations,  however,  in  which  this  prohibition  may  work  to  the  dis- 
advantage of  the  aged  and  disabled  individuals  whom  the  legislation 
is  intended  to  help.  This  is  particularly  true  with  regard  to  the  mentally 
retarded  who  often  can  be  best  served  by  placement  in  a  small  home 
or  other  institutional  setting  of  a  residential  nature. 

The  committee  believes  that  States  and  localities  should  not  be 
discouraged  from  creating  and  subsidizing  residential  facilities  which 
may  be  of  great  benefit  to  many  individuals  who  need  a  place  to  live 
but  do  not  need  the  kind  of  care  which  is  provided  in  a  medicaid 
institution.  The  bill  would  amend  present  law  to  provide  that  the 
prohibition  against  SSI  payments  to  persons  in  public  institutions 
would  not  be  applicable  in  the  case  of  publicly  operated  community 
residences  which  serve  no  more  than  16  residents.  In  addition,  the 
biU  provides  that  Federal  SSI  payments  would  not  be  reduced  in  the 
case  of  assistance  based  on  need  which  is  provided  by  States  and 
localities.  This  would  allow  States  and  locahties  to  supplement  the 
Federal  SSI  benefits  through  either  direct  or  indirect  assistance  to 
persons  in  public  institutions.  It  would  also  allow  States  and  localities 
to  provide  emergency  and  other  special  need  assistance  to  SSI  re- 
cipients without  causing  a  reduction  in  their  Federal  SSI  payments. 

The  bill  would  also  repeal  section  1616(e)  of  the  Act  which  now 
provides  that  Federal  SSI  payments  be  reduced  in  the  case  of  pay- 
ments made  by  States  or  localities  for  medical  or  any  other  type  of 
remedial  care  provided  by  an  institution  if  the  care  is  or  could  be 
provided  in  a  medicaid  institution.  This  requirement  was  originally 
incorporated  into  the  SSI  statute  to  prevent  the  use  of  SSI  benefits 
as  a  means  of  evading  Federal  medicaid  requirements  and  thus  funding 
care  in  substandard  facilities.  The  Social  Security  Administration 
has  never  attempted  to  enforce  this  requirement  of  Federal  law, 
however.  In  addition,  the  committee  is  concerned  that  some  of  the 
Federal  medicaid  standards  which  would  be  applied  may  be  inap- 
propriate for  some  of  the  institutions  affected  by  this  provision.  The 
committee  continues  to  be  concerned,  however,  that  the  SSI  program 
not  become  a  source  for  funding  substandard  institutions.  Therefore 
the  committee  bill  adds  a  provision  which  would  require  each  State 
to  estabhsh  or  designate  State  or  local  authorities  to  establish,  main- 
tain and  insure  the  enforcement  of  standards  for  any  category  of 
institutions,  foster  homes,  or  group  living  arrangements  in  which 
(as  determined  by  the  State)  a  significant  number  of  SSI  recipients 
is  residing.  The  standards  would  have  to  be  appropriate  to  the  needs 
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of  the  recipients  and  the  character  of  the  facilities  involved.  They 
would  govern  admission  policies,  safety,  sanitation,  and  protection  of 
civil  rights. 

The  bill  also  would  require  each  State  to  make  available  for  public 
review,  as  a  part  of  its  social  services  program  planning  procedures 
under  title  XX  of  the  Social  Security  Act,  a  summary  of  the  standards, 
and  to  make  available  to  any  interested  individual  a  copy  of  the  stand- 
ards and  the  procedures  available  in  the  State  to  insure  their  enforce-  j 
ment.  There  would  have  to  be  made  available  a  list  of  any  waivers  I 
of  standards  which  have  been  made  and  any  violations  of  standards 
which  have  come  to  the  attention  of  the  enforcement  authority.  Each 
State  would  be  required  to  certify  annually  to  the  Secretary  of  Health, 
Education,  and  Welfare  that  it  is  in  compliance  with  the  requirements 
for  State  standards.  The  committee  bill  would  also  provide  for  the 
reduction  of  Federal  payments  in  the  case  of  persons  who  are  in  group 
facilities  which  are  not  approved  under  State  standards  as  determined 
by  the  appropriate  State  or  local  authorities. 

ASSISTANCE  PROGRAMS  IN  THE  NORTHERN  MARIANAS 

(Sec.  506  of  the  Bill) 

The  covenant  establishing  the  Northern  Mariana  Islands  as  a  new 
United  States  territory  with  Commonwealth  status  was  approved  on 
March  24,  1976  (Public  Law  94-241).  The  terms  of  this  covenant  pro- 
vide, in  a  general  way,  that  Federal  assistance  programs  applicable  to 
the  other  U.S.  territories  will  be  extended  to  the  Northern  Marianas 
Commonwealth  as  of  a  date  to  be  proclaimed  by  the  President  after  the 
constitution  of  that  jurisdiction  has  been  drafted  and  approved.  The 
covenant  also  specifically  provides  that  the  Social  Security  Act  pro- 
grams of  Supplemental  Security  Income  (SSI)  and  special  social  secu- 
rity benefits  for  certain  aged,  uninsured  persons  will  also  be  made 
available  in  the  Northern  Marianas. 

The  committee  believes  that  those  who  negotiated  the  covenant 
establishing  the  Northern  Marianas  Commonwealth  acted  inappropri- 
ately in  providing  therein  for  that  jurisdiction  to  have  in  force  these 
two  Social  Security  Act  programs  which  Congress  had  specifically 
limited  in  applicability  to  the  50  States  and  the  District  of  Columbia. 
Because  the  covenant  had  to  be  approved  or  rejected  as  a  whole,  it 
was  not  possible  to  delete  this  provision  by  an  amendment  during 
Senate  consideration  earlier  this  year.  However,  under  the  terms  of 
the  covenant  itself,  this  provision  is  subject  to  change  by  subsequent 
legislation. 

The  program  of  special  social  security  benefits  for  uninsured  indi- 
viduals was  incorporated  in  the  Tax  Adjustment  Act  of  1966  on  the 
basis  of  a  Senate  floor  amendment.  Under  this  provision,  individuals 
who  reached  age  72  prior  to  1972  could  receive  a  special  social  security 
benefit,  funded  from  general  revenues,  even  though  they  had  little 
or  no  coverage  in  employment  under  social  security.  This  provision 
was  enacted  as  a  transitional  measure,  and  by  this  time  it  applies 
only  to  persons  who  are  now  77  years  of  age  or  over.  The  committee 
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does  not  believe  that  there  is  any  reason  for  making  this  program 
applicable  to  the  territorial  jurisdictions. 

The  program  of  Supplemental  Security  Income  (SSI)  assures  a 
minimum  monthly  income  of  $167.80  to  aged,  blind,  and  disabled  per- 
sons in  the  50  States  and  the  District  of  Columbia;  for  couples,  the 
iQCome  support  level  is  $251.80.  (In  certain  States  these  amounts  are 
augmented  by  supplementary  State  payments.)  This  program  was 
specifically  limited  to  50  States  and  the  District  of  Columbia  when  it 
was  enacted  in  1972.  In  the  territorial  jurisdictions  of  Guam,  Puerto 
Rico,  and  the  Virgin  Islands,  the  Social  Securit}^  Act  provides  for 
separate  programs  of  aid  and  services  for  the  aged,  blind,  and  disabled. 
These  programs  provide  for  Federal  matching  of  public  assistance  an  d 
social  service  expenditures  up  to  specified  limits.  The  committee 
believes  that  it  is  appropriate  to  continue  to  provide  assistance  under 
these  programs  which  operate  through  locally  developed  plans  which 
can  take  into  account  the  economic  and  other  circumstances  prevailing 
in  each  territory. 

The  extension  of  the  SSI  program  to  the  jurisdiction  of  Puerto 
Rico  would  increase  Federal  expenditures  under  that  program  by 
some  $400  million  per  year  and  would  make  a  substantial  majority  of 
the  aged  population  in  that  Commonwealth  eligible  for  that  program 
and  potentially  eligible  for  medicaid.  While  the  Marianas  Covenant 
covers  a  much  smaller  population  (less  than  15,000)  and  therefore 
involves  only  minimal  cost,  the  committee  believes  that  the  establish- 
ment of  the  SSI  program  there  could  be  taken  as  a  precedent  for  its 
expansion  to  the  other  territories.  Legislation  was,  in  fact,  passed  by 
the  House  of  Representatives  earlier  this  year  which  would  have  used 
the  Marianas  Covenant  as  a  precedent  for  making  the  SSI  program 
applicable  to  Guam  and  which  would  have  authorized  the  President 
to  extend  the  program  at  a  later  date  to  other  territories.  At  the  re- 
quest of  the  committee,  this  provision  was  deleted  from  that  legislation . 

The  committee  agrees  that  the  new  Commonwealth  of  the  Northern 
Mariana  Islands  should  enjo}^  the  same  Federal  assistance  programs 
which  apply  to  other  territorial  jurisdictions.  However,  extension  to 
that  territory  or  to  any  territory  of  programs  now  limited  in  scope  to 
the  50  States  and  the  District  of  Columbia  should  be  accomplished 
only  to  the  extent  that  Congress  finds  appropriate  after  considering 
such  extension  through  the  usual  legislative  processes. 

For  the  reasons  outlined  above,  the  committee  has  added  to  the  bill 
an  amendment  which  will  remove  the  applicability  of  the  Supple- 
mental Security  Income  program  and  the  program  of  special  social 
security  benefits  for  uninsured  persons  from  the  Marianas  Common- 
wealth. The  committee  amendment  also  provides  specific  statutory 
language  to  carry  out  the  general  provision  in  the  covenant  extending 
to  the  Northern  Marianas  those  Social  Security  Act  assistance  pro- 
grams which  are  applicable  to  the  other  territories.  These  programs 
are  aid  to  the  aged,  blind,  and  disabled  (titles  I,  X,  XIV,  and  XVI  of 
the  Social  Security  Act) ,  aid  to  families  with  dependent  children  (title 
IV),  and  medical  assistance  (title  XIX).  The  amendment  also  estab- 
lishes in  title  XI  of  the  act  limitations  on  Federal  funding  under  these 
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programs  which  are  coraparable  on  a  per  capita  basis  to  the  limita- 
tions now  in  force  for  Guam,  Puerto  Rico,  and  the  Virgin  Islands. 

IV.  BUDGETARY  IMPACT  OF  THE  LEGISLATION 

In  compliance  with  section  252(a)  of  the  Legislative  Reorganiza- 
tion Act  of  1970  and  sections  308  and  403  of  the  Congressional  Budget 
Act  of  1974,  the  following  statements  are  made  concerning  the  budg- 
etary impact  of  the  bill. 

A.  Unemployment  Compensation  Provisions 

The  committee  estimates  that  the  enactment  of  the  unemployment 
compensation  provisions  of  H.R.  10210  with  the  amendments  pro- 
posed by  the  committee  will  result  in  net  increased  budget  authority 
and  revenues. 

The  estimates  in  this  section  were  prepared  by  the  Department  of 
Labor.  The  committee  has  also  received  an  alternative  set  of  cost 
estimates  which  were  prepared  by  the  Congressional  Budget  Office 
and  which  are  printed  in  section  C  below. 

The  following  table  shows  the  effect  of  the  committee  bill  on 
unemployment  compensation  revenues  and  expenditures.  It  was 
prepared  by  the  Department  of  Labor  on  the  basis  of  the  assump- 
tions shown  below: 

(1)  Increase  in  average  weekly  benefit  amount  is  5  percent  per  year. 

(2)  Increase  in  total  wages  is  based  on  covered  employment  in- 
creasing at  2  percent  per  year  and  the  Consumer  Price  Index  increas- 
ing as  follows: 


Fiscal  year- 

1977     1978  1979 

1980 

1981 

CPI  increase  (percent)                       5.6      5.6  5.1 

4.1 

2.9 

(3)  The  national  unemployment  rate  ^  is  as  follows: 

Fiscal  year- 

1977    1978  1979 

1980 

1981 

Unemployment  (percent)                    7.0      6.4  5.6 

5.0 

4.9 

1  Total  unemployment  rather  than  insured  unemployment. 

The  increases  shown  in  the  table  in  revenues  under  the  committee 
bill  as  compared  with  present  law  represent  both  revenue  and  budget 
authority  changes.  The  unemployment  trust  fund  is  not  expected  to 
have  any  increased  outlays  under  the  committee  bill  until  fiscal  year 
1979  when  the  change  in  the  extended  benefit  trigger  provision  begins 
to  have  an  impact,  as  shown  in  the  table. 

In  addition  to  the  trust  fund  amounts  shown  in  the  table,  the 
committee  bill  provides  an  entitlement  to  the  States  and  to  nonprofit 
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elementary  and  secondary  schools  for  reimbursement  of  the  early  year 
costs  of  providing  unemployment  benefits.  These  provisions  which  do 
not  affect  the  trust  fund  will  require  budget  authority  and  outlays 
of  an  estimated  $198  million  in  fiscal  year  1978  and  $50  million  in 
fiscal  year  1979.  Other  fiscal  years  are  not  affected. 

The  table  shows  a  fiscal  year  1977  increase  in  revenues  of  $0.3 
billion  using  the  economic  assumptions  of  the  Labor  Department. 
One  of  the  estimates  underlying  the  recently  adopted  second  con- 
current resolution  on  the  budget  is  that  the  provision  in  the  committee 
bill  will  increase  revenues  by  $387  million  in  fiscal  1977  ($0.4  billion 
when  rounded).  This  estimate  is  based  on  the  same  provision  of  law 
but  different  economic  assumptions.  The  committee  adopts  the  $0.4 
billion  estimate  underlying  the  budget  resolution. 

B.  Supplemental  Security  Income  Amendments 

The  committee  has  not  received  cost  estimates  of  the  Supplemental 
Security  Income  (SSI)  amendments  to  the  bill  from  either  the  Ad- 
ministration or  the  Congressional  Budget  Office.^  The  committee 
estimates  that  these  provisions  will  affect  budget  authority  and 
outlays  as  follows: 

INCREASE  IN  BUDGET  AUTHORITY  AND  OUTLAYS  REQUIRED 
IN  FISCAL  YEARS  1977-81 

[In  millions] 


Provision 


1977 


1978 


1979 


1980  1981 


Services  for  disabled  chil- 
dren (sec.  501). ... .   $24     $30  $30  

Income  of  institutionalized 
spouse  (sec.  502)   1         1         1         1  1 

Protection    of  medicaid 
eligibility  (sec.  503)   8        9       10       12  14 

Savings  clause  for  3  States 
(sec.  504)..   2       10       15       20  25 

Eligibility  in  small  public 
institutions  (sec.  505)....   8-16  39-81      78-    116-  155- 

161      242  323 

Assistance   programs  in 
Northern  Marianas  (sec. 

606)   Q)        O       O  (0 

Total   43-      89-    134-    149-  195- 

51       131     217      275  363 


1  It  is  estimated  that  section  2  of  the  bill  will  have  no  fiscal  impact  prior  to  fiscal 
year  1978  and  that,  in  fiscal  year  1978  and  each  subsequent  year,  it  will  result  in 
a  reduction  in  Federal  costs  as  compared  with  existing  law.  The  committee  does  not 
believe  that  there  is  sufficient  information  to  estimate  the  amount  of  the  savings 
with  any  accuracy  but  states  that  it  would  appear  to  be  nominal. 


1  In  arriving  at  the  estimates  in  this  section,  however,  the  committee  has  been  guided  in 
part  by  administration  estimates  prepared  in  connection  with  generally  similar  provisions 
in  other  legislation. 


35 


C.  COXGRESSIOXAL  BuDGET  OfFICE  ESTIMATES  OF  UNEMPLOYMENT 

Revenues  Under  the  Bill 

The  following  estimates  were  received  by  the  committee  from  the 
Congressional  Budget  Office. 

Congress  of  the  United  States, 

Congressional  Budget  Office, 
Washington,  D.C.,  September  20,  1976. 

Hon.  Russell  Long, 
Chairman,  Committee  on  Finance, 
U.S.  Senate,  Washington,  D.C. 

Dear  Mr.  Chairman:  As  requested  by  your  staflp,  the  Congressional 
Budget  Office  has  reviewed  the  revenue  and  cost  impact  of  the  Senate 
Finance  Committee  version  of  H.R.  10210,  the  Unemployment  Com- 
pensation Amendments  of  1976. 

The  five-3^ear  revenue  and  reimbursement  estimates  and  sup- 
porting material  are  included  with  this  letter.  Further  information  is 
available  to  the  Committee  members  and  staff  should  they  need  it. 

Due  to  the  complexity  of  the  outlay  impact  of  the  Unemployment 
Compensation  amendments  and  the  addition  to  the  bill  of  several 
amendments  affecting  the  Supplemental  Security  Income  program,  the 
Congressional  Budget  Office  is  unable  at  this  time  to  provide  the  Com- 
mittee with  five-year  estimates  in  those  areas. 

We  are,  however,  in  the  process  of  examining  those  provisions  and 
developuig  the  necessary  five-year  estimates  and  will  provide  those  to 
the  Committee  as  soon  as  they  are  available.  We  anticipate  that  an 
additional  week  will  be  necessary  to  complete  this  effort. 

Should  the  Committee  so  desire,  we  will  be  pleased  to  discuss  this 
matter  further  or  to  provide  the  Committee  with  progress  reports  on 
our  work. 

Sincerely, 

Alice  M.  Rivlin,  Director. 
Congressional  Budget  Office 

REVENUE  estimate,  SEPTEMBER  17,  1976 

1.  Bill  number:  H.R.  10210  (Senate  Finance  Committee 
versioD ) . 

2.  Bill  title:  Unemployment  Compensation  Amendments 
of  1976. 

3.  Purpose  of  bill:  These  amendments  are  designed  to 
achieve  the  following  primar}^  objectives: 

(A)  Restore  solvency  in.  the  unemployment  compensation 
program  at  the  State  and  Federal  levels  by  increasiug 
revenues ; 

(B)  Modify  the  ''trigger  mechanism"  in  the  Extended 
Benefits  program;  and 

(C)  Establish  a  National  Study  Commission  that  will 
undertake  an  examination  of  the  present  unemployment  com- 
pensation program  and  make  recommendations  for  further 
improvements. 

4.  Estimate  of  revenues:  CBO  estimates  that  the  following 
additional  revenues  would  be  associated  with  the  provisions 
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of  H.R.  10210.  These  estimates  are  based  on  the  economic 
assumptions  contained  in  the  CBO  July  15  Economic  Fore- 
cast. 

TOTAL  ADDITIONAL  TAX  REVENUES  AND  REIMBURSE- 
MENTS DUE  TO  H.R.  10210 

[Millions  of  dollars] 

Fiscal  year — 
1977     1978     1979     1980  1981 


Net  tax  revenues   400  2,100  3,300  3,800  4,200 

Reimbursements........      0    300    800    900  900 


Total  additional  reve- 
nues  400  2,400  4,100  4,700  5,100 


5.  Basis  for  revenue  estimate:  The  CBO  July  15  Economic 
Forecast  assumes  that  the  average  annual  increase  in  current 
dollar  Gross  National  Product  (GNP)  would  be  12  percent 
in  fiscal  year  1977  and  would  average  11  percent  over  the 
5-year  period  (fiscal  year  1977-1981).  Over  the  same  peripd, 
constant  dollar  (real)  GNP  would  average  a  5  percent 
annual  increase.  The  unemployment  rate  is  assumed  to  fall 
from  6.7  percent  in  1977  to  4.6  percent  in  1981,  and  the 
inflation  rate  is  assumed  to  range  between  5  and  6  percent 
over  the  period.  These  assumptions  should  not  be  considered 
as  constituting  a  recommended  or  target  path.  They  indicate, 
instead,  a  possible  path  that  the  economy  could  follow. 

Revenue  estimate:  The  increase  in  revenues  due  to 
H.E-.  10210  results  from  the  increase  in  the  effective  Federal 
tax  rate  on  employers  from  0.5  percent  to  0.7  percent 
(effective  January  1,  1977);  from  the  increase  in  the  taxable 
wage  base  from  $4,200  to  $6,000  (effective  January  1, 
1978) ;  and,  to  a  lesser  extent,  from  the  increase  in  covered 
employees  (who  work  for  State  and  local  governments,  and 
nonprofit  organizations)  for  whom  employers  pay  unemploy- 
ment insurance  or  make  reimbursements  to  State  trust  funds. 

In  order  to  create  these  estimates,  the  total  revenues  under 
H.R.  10210  and  under  current  law  1977-1981  were  both 
calculated  and  the  difference  taken.  The  equations  used  to 
calculate  Federal  and  State  revenues  were: 
Total  annual  Federal  revenue  =  (average   annual  covered 
wage)   X   (person-years  of  covered  employment)  X 
(ratio  of  taxable  wages  to  total  wages)  X  (effective 
Federal  tax  rate) . 
Total   annual  State  revenues  =  (average   annual  covered 
wage)   X  (person-years  of   covered   employment)  X 
(ratio  of  taxable  wages  to  total  wages)  X  (weighted  av- 
erage tax  rate  for  50  States)  plus  (reimbursable  amount) . 
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The  average  annual  covered  wage,  the  level  of  covered 
emplo}Tiient,  and  the  ratio  of  taxable  wages  to  total  wages 
were  each  calculated  using  separate  statistical  equations. 
These  equations  estimate  the  appropriate  variable  as  a 
function  of  the  unemployment  rate,  GNP,  rate  of  inflation, 
wages  and  salaries,  and  civilian  labor  force  series  contained 
in  the  CBO  July  15  Economic  Forecast.  The  ratio  of  taxable 
wages  to  total  covered  wages  is  also  a  function  of  the  tax- 
able wage  base  series  implied  by  present  law  and  by  H.R. 
10210. 

It  was  not  possible  to  construct  a  rigorous  model  which 
could  provide  accurate  estimates  of  the  average  State 
tax-rate.  This  is  due  to  the  fact  that  the  current  level  of 
loans  to  State  trust  funds  is  unprecedented  and  therefore 
the  average  State  tax  rate  in  the  near  future  could  not  be 
estimated  accurately  using  the  latest  actual  data.  Conse- 
quently a  series  for  this  rate  was  assumed  on  the  basis  of  the 
estimated  rates  for  calendar  year  1975  and  fiscal  year  1976. 
The  average  State  rate  is  assumed  to  be  2.7  percent  for  the 
period  1977-81. 

Reimbursable  revenue  amounts  from  State  and  local 
government  employers  are  assumed  equal  to  benefit  amounts 
for  these  groups:  generally,  State  and  local  government 
emplo3'ers  do  not  pa}^  into  the  State  funds  until  after 
their  employees  have  received  benefits,  at  which  point  they 
are  liable  for  the  entire  amount.  For  this  estimate,  CBO 
used  DOL  actual  data  from  fiscal  year  1975  reimbursable  col- 
lections as  the  reimbursable  base.  Estimates  of  increases 
in  reimbursable  revenues  due  to  newly  covered  employees 
are  calculated  b}^  CBO.  The  benefits  paid  to  State  and  local 
government  emplo^^ees  during  the  transition  period  of  H.R. 
10210  and  reimbursed  by  Federal  general  revenues  (not  by 
emplo^^ers)  are  not  counted  as  revenues  for  this  estimate. 

The  following  table  presents  a  breakdown  of  the  total  net 
gain  in  funds  due  to  H.R.  10210. 

ADDITIONAL  FUNDS  DERIVED  FROM  H.R.  10210 
[In  millions  of  dollars] 


Fiscal  year— 
1977      1978      1979      1980  1981 


State  trust  fund  reve- 
nues  0  1,400  2,500  2,900  3,300 

Federal  FUTA  revenues.  400    700    800    900  900 

Reimbursables   0    300    800    900  900 


Total  additional 
revenues  and 

reimbursables. .    400  2,400  4,100  4,700  5,100 
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6.  Revenue  estimate  comparison:  Although  the  Depart- 
ment of  Labor  has  prepared  a  revenue  estimate  for  H.K. 
10210,  CBO  does  not  have,  at  this  time,  the  necessary  sup- 
porting methodology  from  the  Department  required  to 
make  a  comparison  of  estimates. 

7.  Previous  CBO  estimate:  May  13,  1976.  The  May  es- 
timate contained  the  following  level  of  additional  revenues 
at  an  assumed  2.7  percent  average  state  tax  rate: 

Fiscal  vear:  Million 

1977   $400 

1978  3,  600 

1979  4,  500 

1980   7,  200 

1981  „   7,  700 

These  figures  were  based  on  CBO  Path  B  economic  as- 
sumptions which  are  less  optimistic  than  those  contained 
in  the  CBO  July  15  Economic  Forecast.  However,  after  the 
May  estimates,  the  CBO  unemployment  insurance  receipts 
model  was  substantially  revised  to  incorporate  a  more  sophis- 
ticated methodology.  This  revision  allows  us  to  explicitly 
calculate  the  effects  of  a  variety  of  economic  assumptions. 
This  added  accuracy  accounts  for  the  downward  revision 
of  our  revenue  estimates. 

8.  Estimate  prepared  by:  Marc  Freiman  and  Robert  F. 
Black. 

9.  Estimate  appro ved  by : 

James  L.  Blum, 
Assistant  Director,  for  Budget  Analysis. 


D.  Allocations  under  Section  302(b)  of  the  Congressional 

Budget  Act 

As  of  the  time  this  bill  is  being  reported,  the  committee  has  not 
completed  its  allocations  pursuant  to  the  second  concurrent  reso- 
lution on  the  budget  for  fiscal  year  1977  under  section  302(b)  of  the 
Congressional  Budget  Act.  The  committee  states,  however,  that 
those  allocations,  when  reported,  will  fully  accord  with  the  results 
of  H.R.  10210,  as  reported  to  the  Senate. 

V.  Vote  of  the  Committee  in  Reporting  the  Bill 

In  compliance  with  section  133  of  the  Legislative  Reorganization 
Act  of  1946,  the  following  statement  is  made  relative  to  the  vote  by 
the  Committee  on  the  motion  to  report  the  bill.  The  bill  was  ordered 
reported  by  voice  vote. 

VI.  Changes  in  Existing  Law 

In  compliance  with  subsection  (4)  of  the  XXIX  of  the  Standing 
Rules  of  the  Senate,  changes  in  existing  law  made  by  the  bill,  as  re- 
ported, are  shown  as  follows  (existing  law  proposed  to  be  omitted  is 
enclosed  in  black  brackets,  new  matter  is  printed  in  italic,  existing  law 
in  which  no  change  is  proposed  is  shown  in  roman) : 
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INTERNAL  REVENUE  CODE  OF  1954 


Chapter  23— FEDERAL  UNEMPLOYMENT  TAX  ACT 

Sec.  3301.  Rate  of  tax. 

Sec.  3302.  Credits  against  tax. 

Sec.  3303.  Conditions  of  additional  credit  allowance. 

Sec.  3304.  Approval  of  State  laws. 

Sec.  3305.  Applicabilitv  of  State  law. 

Sec.  3306.  Definitions."^ 

Sec.  3307.  Deductions  as  constructive  payments. 

Sec.  3308.  Instrumentalities  of  the  United  States. 

Sec.  3309.  State  law  coverage  of  [certain]  services  performed  for  nonprofit 
organizations  [and  for  State  hospitals  and  institutions  of  higher 
education]  or  governmental  entities. 

Sec.  3310.  Judicial  review. 

Sec.  3311.  Short  title. 

SEC.  3301.  RATE  OF  TAX. 

[There  is  hereby  imposed  on  ever}'  emplo^^er  (as  defined  in  section 
3306(a))  for  the  calendar  3'ear  1970  and  each  calendar  3^ear  thereafter 
an  excise  tax,  with  respect  to  having  individuals  in  his  emploj^,  equal 
to  3.2  percent  of  the  total  wages  (as  defined  in  section  3306(b))  paid 
by  him  during  the  calendar  j^ear  with  respect  to  employment  (as 
defined  in  section  3306(c)).  In  the  case  of  wages  paid  during  the 
calendar  year  1973,  the  rate  of  such  tax  shall  be  3.28  percent  in  lieu 
of  3.2  percent.] 

There  is  hereby  imposed  on  every  employer  {as  defined  in  section 
3306(a))  jor  each  calendar  year  an  excise  tax,  with  respect  to  having 
individuals  in  his  employe,  equal  to — 

(1)  3.4  percent,  in  the  case  of  a  calendar  year  beginning  before 
the  first  calendar  year  after  1976,  as  of  January  1  of  which  there  is 
not  a  balance  of  repayable  advances  made  to  the  extended  unemployed 
compensation  account  {established  by  section  905  {a)  of  the  Social 
Security  Act);  or 

{2)  3.2  percent,  in  the  case  of  such  first  calendar  year  and  each 
calendar  year  thereafter; 
of  the  total  wages  {as  defined  in  section  3306 {b))  paid  by  him  during 
the  calendar  year  with  respect  to  employment  {as  defined  in  section 
3306 {c)). 

******* 
SEC.  3303.  CONDITION  OF  ADDITIONAL  CREDIT  ALLOWANCE. 

(a)  *  *  * 


(f)  Transition. — To  facilitate  the  orderty  transition  to  coverage  of 
service  to  which  section  3309(a)(1)(A)  applies,  a  State  law  may 
provide  that  an  organization  (or  group  of  organizations)  [which 
elects,  when  such  election  first  becomes  available  under  the  State  law] 
whixh  elects  before  April  1,  1972,  to  make  pa^^ments  (in  lieu  of  con- 
tributions) into  the  State  unemployment  fund  as  provided  in  section 
3309(a)(2),  and  which  had  paid  contributions  into  such  fund  under 
the  wState  law  with  respect  to  such  service  performed  in  its  employ 
before  January  1,  1969,  is  not  required  to  make  any  such  payment  (in 
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lieu  of  contributions)  on  account  of  compensation  paid  after  its  elec- 
tion as  heretofore  described  which  is  attributable  under  the  State  law 
to  service  performed  in  its  employ,  until  the  total  of  such  compensa- 
tion equals  the  amount — 

(1)  by  which  the  contributions  paid  by  such  organization  (or 
group)  with  respect  to  a  period  before  the  election  provided  by 
section  3309  (a)  (2) ,  exceed 

(2)  the  unemployment  compensation  for  the  same  period  which 
was  charged  to  the  experience-rating  account  of  such  organization 
(or  group)  or  paid  under  the  State  law  on  the  basis  of  wages 
paid  by  it  or  service  performed  in  its  employ,  whichever  is 
appropriate. 

(g)  Transitional  Rule  for  Unemployment  Compensation 
j^ENDMENTS  OF  1976. — To  facilitate  the  orderly  transition  to  coverage 
of  service  to  which  section  3309  (a)  (1)  (A)  applies  by  reason  of  the  enact- 
ment of  the  Unemployment  Compensation  Amendments  of  1976,  a  State 
law  may  provide  that  an  organization  (or  group  of  organizations)  which 
elects,  when  such  election  first  becomes  available  under  the  State  law  with 
respect  to  such  service,  to  make  payments  (in  lieu  of  contributions)  into 
the  State  unemployment  fund  as  provided  in  section  3309(a)(2),  and 
which  had  paid  contributions  into  such  fund  under  the  State  law  with 
respect  to  such  service  performed  in  its  employ  before  the  date  of  the  enact- 
ment of  this  subsection,  is  not  required  to  make  any  such  payment  (in 
lieu  of  contributions)  on  account  of  compensation  paid  after  its  election 
as  heretofore  described  which  is  attributable  under  the  State  law  to  such 
service  performed  in  its  employ,  until  the  total  of  such  compensation 
equals  the  amount — 

(1)  by  which  the  contributions  paid  by  such  organization  (or 
group)  on  the  basis  of  wages  for  such  service  with  respect  to  a  period 
before  the  election  provided  by  section  3309  (a)(2),  exceed 

(2)  the  unemployment  compensation  for  the  same  period  which 
was  charged  to  the  experience-rating  account  of  such  organization 
(or  group)  or  paid  under  the  State  law  on  the  basis  of  such  service 
performed  in  its  employ  or  wages  paid  for  such  service,  whichever  is 
appropriate. 

SEC.  3304.  APPROVAL  OF  STATE  LAWS. 

(a)  Requirements. — The  Secretary  of  Labor  shall  approve  any 
State  law  submitted  to  him,  within  30  days  of  such  submission,  which 
he  finds  provides  that — 

(1)  all  compensation  is  to  be  paid  through  public  employment 
offices  or  such  other  agencies  as  the  Secretary  of  Labor  may 
approve ; 

(2)  no  compensation  shall  be  payable  with  respect  to  any  day 
of  unemployment  occurring  within  2  years  after  the  first  day  of 
the  first  period  with  respect  to  which  contributions  are  required; 

(3)  all  money  received  in  the  unemployment  fund  shall  (except 
for  refunds  of  sums  erroneously  paid  into  such  fund  and  except 
for  refunds  paid  in  accordance  with  the  provisions  of  section 
3305(b))  immediately  upon  such  receipt  be  paid  over  to  the  Sec- 
retary to  the  credit  of  the  Unemployment  Trust  Fund  established 
by  section  904  of  the  Social  Security  Act  (49  Stat.  640;  52  Stat. 
1104,  1105;  42  U.S.C.  1104); 

(4)  all  money  withdrawn  from  the  unemployment  fund  of  the 
State  shall  be  used  solely  in  the  payment  of  unemploymeixt  com- 
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pensation,  exclusive  of  expenses  of  administration,  and  for  re- 
funds of  sums  erroneously  paid  into  such  fund  and  refunds  paid 
in  accordance  with  the  provisions  of  section  3305(b) ;  except  that — 

(A)  an  amount  equal  to  the  amount  of  emploj^ee  pa^^ments 
into  the  unemplo^-ment  fund  of  a  State  may  be  used  in  the 
pa^Tiient  of  cash  benefits  to  individuals  with  respect  to  their 
disabilit}^  exclusive  of  expenses  of  administration;  and 

(B)  the  amounts  specified  b}-  section  903(c)(2)  of  the 
Social  Securit}^  Act  ma}^  subject  to  the  conditions  prescribed 
in  such  section,  be  used  for  expenses  incurred  by  the  State  for 
administration  of  its  unemployment  compensation  law  and 
pubUc  employment  offices; 

(5)  compensation  shall  not  be  denied  in  such  State  to  any  other- 
wise eligible  individual  for  refusing  to  accept  new  work  under  any 
of  the  following  conditions: 

(A)  if  the  position  offered  is  vacant  due  directly  to  a  strike, 
lockout,  or  other  labor  dispute; 

(B)  if  the  wages,  hours,  or  other  conditions  of  the  work 
offered  are  substantially  less  favorable  to  the  individual  than 
those  prevailing  for  similar  work  in  the  locality; 

(C)  if  as  a  condition  of  being  employed  the  individual 
would  be  required  to  join  a  company  union  or  to  resign  or 
refrain  from  joiaing  any  bona  fide  labor  organization; 

(6)  (A)  compensation  is  payable  on  the  basis  of  service  to  which 
section  3309(a)(1)  applies,  in  the  same  amount,  on  the  same 
terms,  and  subject  to  the  same  conditions  as  compensation  pay- 
able on  the  basis  of  other  service  subject  to  such  law;  except 
[that]  that  (i)  with  respect  to  service  in  an  instructional,  research, 
or  principal  administrative  capacity  for  an  [institution  of  higher 
education]  educational  institution  to  which  section  3309(a)(1) 
applies,  compensation  shall  not  be  payable  based  on  such  serv- 
ice for  any  week  commencing  during  the  period  between  two 
successive  academic  years  (or,  [when  the  contract  provides] 
when  an  agreement  provides  instead  for  a  similar  period  between 
two  regular  but  not  successive  terms,  during  such  period)  to  any 
individual  [who  has  a  contract  to]  ij  there  is  a  reasonable  assur- 
ance that  such  individual  will  perform  services  in  any  such  capacity 
for  any  [institution  or  institutions  of  higher  education]  educa- 
tional institution  or  institutions  for  both  of  such  academic  years  or 
both  of  such  terms,  and  {ii)  with  respect  to  service  in  any  other 
capacity  j or  an  educational  institution  {other  than  an  institution  of 
higher  education)  to  which  section  3309(a)(1)  applies,  compensation 
payable  on  the  basis  of  such  service  may  be  denied  to  any  individual 
for  any  week  which  commences  during  a  period  between  2  successive 
academic  terms  or  similar  periods  if  such  individual  performs  such 
service  in  the  first  of  such  academic  terms  (or  similar  periods)  and 
there  is  a  reasonable  assurance  that  such  individual  v.-ill  perform 
such  service  in  the  second  of  such  academic  terms  (or  similar  periods) , 
and 

(B)  payments  (in  lieu  of  contributions)  with  respect  to  service 
to  which  section  3309(a)(1)(A)  applies  may  be  made  into  the 
State  unemplo3rment  fund  on  the  basis  set  forth  in  section  3309 
(a)(2); 
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(7)  an  individual  who  has  received  compensation  during  his 
benefit  year  is  required  to  have  had  work  since  the  beginning  of 
such  year  in  order  to  qualify  for  compensation  in  his  next  benefit 
year; 

(8)  compensation  shall  not  be  denied  to  an  individual  for  anj^ 
week  because  he  is  in  training  with  the  approval  of  the  State 
agency  (or  because  of  the  application,  to  any  such  week  in  train- 
ing, of  State  law  provisions  relating  to  availability  for  work, 
active  search  for  work,  or  refusal  to  accept  work) ; 

(9)  (A)  compensation  shall  not  be  denied  or  reduced  to  an  in- 
dividual solely  because  he  files  a  claim  in  another  State  (or  a  con- 
tiguous country  with  which  the  United  States  has  an  agreement 
with  respect  to  unemployment  compensation)  or  because  he 
resides  in  another  State  (or  such  a  contiguous  country)  at  the 
time  he  files  a  claim  for  unemployment  compensation; 

(B)  the  State  shall  participate  in  any  arrangements  for  the 
payment  of  compensation  on  the  basis  of  combining  an  individual's 
wages  and  employment  covered  under  the  State  law  with  his  wages 
and  employment  covered  under  the  unemployment  compensation 
law  of  other  States  which  are  approved  by  the  Secretary  of  Labor 
in  consultation  with  the  State  unemployment  compensation 
agencies  as  reasonably  calculated  to  assure  the  prompt  and  full 
payment  of  compensation  in  such  situations.  Any  such  arrange- 
ment shall  include  provisions  for  (i)  applying  the  base  period  of  a 
single  State  law  to  a  claim  involving  the  combining  of  an  indi- 
vidual's wages  and  employment  covered  under  two  or  more  State 
laws,  and  (ii)  avoiding  duplicate  use  of  wages  and  employment  by 
reason  of  such  combining; 

(10)  compensation  shall  not  be  denied  to  any  individual  by 
reason  of  cancellation  of  wage  credits  or  total  reduction  of  his 
benefit  rights  for  any  cause  other  than  discharge  for  misconduct 
connected  with  his  work,  fraud  in  connection  with  a  claim  for 
compensation,  or  receipt  of  disqualifying  income; 

(11)  extended  compensation  shall  be  payable  as  provided  by 
the  Federal-State  Extended  Unemployment  Compensation  Act 
of  1970; 

[(12)  each  political  subdivision  of  the  State  shall  have  the  right 
to  elect  to  have  compensation  payable  to  employees  thereof  (whose 
services  are  not  otherwise  subject  to  such  law)  based  on  service 
performed  by  such  employees  in  the  hospitals  and  institutions  of 
higher  education  (as  defined  in  section  3309(d))  operated  by  such 
political  subdivision;  and,  if  any  such  political  subdivision  does 
elect  to  have  compensation  payable  to  such  employees  thereof  (A)  I 
the  political  subdivision  shall  pay  into  the  State  unemployment 
fund,  with  respect  to  the  service  of  such  employees,  payments  (in 
lieu  of  contributions),  and  (B)  such  employees  will  be  entitled  to 
receive,  on  the  basis  of  such  service,  compensation  payable  on  the 
same  conditions  as  compensation  which  is  payable  on  the  basis  of  j 
similar  service  for  the  State  which  is  subject  to  such  law.]  | 

{12)  no  person  shall  be  denied  compensation  under  such  State  , 
law  solely  on  the  basis  of  pregnancy  or  termination  of  pregnancy;  • 

(13)  compensation  shall  not  be  payable  to  any  individual  on  the  ) 
basis  of  any  services,  substantially  all  of  which  consist  of  partici- 
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pating  in  sports  or  athletic  events  or  training  or  preparing  to  so 
participate,  Jor  any  week  which  commences  during  the  period  between 
two  successive  sport  seasons  {or  similar  periods)  ij  such  individual 
performed  such  services  in  the  first  oj  such  seasons  (or  similar 
periods)  and  there  is  a  reasonable  assurance  that  such  individual 
will  perform  such  services  in  the  later  of  such  seasons  (or  similar 
periods)  ; 

(14)  (A)  compensation  shall  not  be  payable  on  the  basis  of  services 
performed  by  an  alien  unless  such  alien  is  an  individual  who  has 
been  lawfully  admitted  for  permanent  residence  or  otherwise  is 
permanently  residing  in  the  Lnited  States  under  color  of  law  (in- 
cluding an  alien  who  is  lawfully  present  in  the  United  States  as  a 
result  of  the  application  of  the  provisions  of  section  203(a)(7)  or 
section  212(d)  (5)  of  the  Immigration  and  Nationality  Act), 

(B)  any  data  or  information  required  of  individuals  applying  for 
compensation  to  determine  whether  compensation  is  not  payable  to 
them  because  of  their  alien  status  shall  be  uniformly  required  from 
all  applicants  for  compensation. 

(C)  in  the  case  of  an  individual  whose  application  for  compensa- 
tion would  otherwise  be  approved,  no  determination  by  the  State 
agency  that  compensation  to  such  individual  is  not  payable  because 
of  his  alien  status  shall  be  made  except  upon  a  proponderance  of 
the  evidence; 

(15)  no  compensation  shall  be  payable  to  any  individual  for  any 
week  of  unemployment  which  begins  in  a  period  with  respect  to 
which  such  individual  is  receiving  a  governmental  or  other  pension, 
retirement  or  retired  pay,  annuity,  or  any  similar  periodic  payment 
which  is  based  on  the  previous  employment  or  self-employment  of 
such  individual; 

[(13)3  (^^)  all  the  rights,  privileges,  or  immunities  conferred 
by  such  law  or  by  acts  done  pursuant  thereto  shall  exist  subject 
to  the  power  of  the  legislature  to  amend  or  repeal  such  law  at 
any  time. 

(b)  Notification. — The  Secretary  of  Labor  shall,  upon  approving 
such  law,  notify  the  governor  of  the  State  of  his  approval. 

(c)  On  October  31  of  each  taxable  year  the  Secretary  of  Labor  shall 
certify  to  the  Secretary  each  State  whose  law  he  has  previously 
approved,  except  that  he  shall  not  certify  any  State  which,  after 
reasonable  notice  and  opportunity  for  hearing  to  the  State  agency,  the 
Secretary  of  Labor  finds  has  amended  its  law  so  that  it  no  longer  con- 
tains the  provisions  specified  in  subsection  (a)  or  has  with  respect  to  the 
12-month  period  ending  on  such  October  31  failed  to  comply  substan- 
tially with  any  such  provision  in  such  subsection.  No  finding  of  a  failure 
to  comply  substantially  with  any  provision  in  paragraph  (5)  of  sub- 
section (a)  shall  be  based  on  an  application  or  interpretation  of  State 
law  (1)  until  all  administrative  review  provided  for  under  the  laws  of 
the  State  has  been  exhausted,  or  (2)  with  respect  to  which  the  time  for 
judicial  review  provided  by  the  laws  of  the  State  has  not  expired,  or 
(3)  with  respect  to  which  any  judicial  review  is  pending.  On  October  31 
of  any  taxable  3^ear  after  1971,  the  Secretary  shall  not  certify  any 
State  which,  after  reasonable  notice  and  opportunity  for  hearing  to  the 
State  agency,  the  Secretary  of  Labor  finds  has  failed  to  amend  its  law 
so  that  it  contains  each  of  the  provisions  required  by  reason  of  the 
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enactment  of  the  Employment  Security  Amendments  of  1970  to  be 
included  therein,  or  has  with  respect  to  the  12-month  period  (10-month 
period  in  the  case  of  October  31,  1972)  ending  on  such  October  31, 
failed  to  comply  substantially  with  any  such  provision.  On  October  31 
of  any  taxable  year  after  1977,  the  Secretary  shall  not  certify  any  State 
which,  after  reasonable  notice  and  opportunity  for  a  hearing  to  the 
State  agency,  the  Secretary  of  Labor  finds  has  failed  to  amend  its  law 
so  that  it  contains  each  of  the  provisions  required  by  reason  of  the  enact- 
ment of  the  Unemployment  Compensation  Amendment,  of  1976  to  be 
included  therein,  or  has  with  respect  to  the  12-month  period  ending  on 
such  October  31 ,  failed  to  comply  substantially  with  any  such  provision. 

(d)  Notice  of  Non certification. — If  at  any  time  the  Secretary  of 
Labor  has  reason  to  beUeve  that  a  State  whose  law  he  has  previously 
approved  may  not  be  certified  under  subsection  (c) ,  he  shall  promptly 
so  notify  the  governor  of  such  State. 

(e)  Change  of  Law  During  12-Month  Period. — Whenever — 

(1)  any  provision  of  this  section,  section  3302,  or  section  3303 
refers  to  a  12-month  period  ending  on  October  31  of  a  year,  and 

(2)  the  law  applicable  to  one  portion  of  such  period  differs 
from  the  law  applicable  to  another  portion  of  such  period, 

then  such  provision  shall  be  applied  by  taking  into  account  for  each 
portion  the  law  applicable  to  such  portion. 

(/)  Definition  of  Institution  of  Higher  Education. — For  pur- 
poses of  subsection  (a)(6),  the  term  "institution  of  higher  education' ' 
means  an  educational  institution  in  any  State  which — 

(1)  admits  as  regular  students  only  individuals  having  a  certi- 
ficate of  graduation  from  a  high  school,  or  the  recognized  equiv- 
alent of  such  a  certificate; 

(2)  is  legally  authorized  within  such  State  to  provide  a  program 
of  education  beyond  high  school; 

(3)  provides  an  educational  program  for  which  it  awards  a 
bachelor's  or  higher  degree,  or  provides  a  program  which  is  accept- 
able for  full  credit  toward  such  a  degree,  or  ofifers  a  program  of 
training  to  prepare  students  for  gainful  employment  in  a  recognized 
occupation;  and 

(4)  is  a  public  or  other  nonprofit  institution. 

*  «  *  >ic  « 

SEC.  3306.  DEFINITIONS. 

(a)  Employer. — ^For  purposes  of  this  chapter,  the  term  ''em- 
ployer" means,  with  respect  to  any  calendar  year,  any  person  who — 

(1)  during  any  calendar  quarter  in  the  calendar  year  or  the 
preceding  calendar  year  paid  wages  of  $1 ,500  or  more,  or 

(2)  on  each  of  some  20  days  during  the  calendar  year  or  dur- 
ing the  preceding  calendar  year,  each  day  being  in  a  different 
calendar  week,  employed  at  least  one  individual  in  employment 
for  some  portion  of  the  day. 

(b)  Wages. — For  purposes  of  this  chapter,  the  term  ''wages" 
means  all  remuneration  for  employment,  including  the  cash  value  of 
all  remuneration  paid  in  any  medium  other  than  cash;  except  that 
such  term  shall  not  include — 

(1)  that  part  of  the  remuneration  which,  after  remuneration 
(other  than  remuneration  referred  to  in  the  succeeding  paragraphs 
of  this  subsection)  equal  to  [$4,200]  $6,000  with  respect  to  em- 
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ploATnent  has  been  paid  to  an  individual  by  an  employer  during 
an}'  calendar  year,  is  paid  to  such  individual  by  such  employer 
during  such  calendar  year.  If  an  employer  (hereinafter  referred 
to  as  successor  employer)  during  any  calendar  year  acquires  sub- 
stantiall}'  all  the  property  used  in  a  trade  or  business  of  another 
employer  (hereinafter  referred  to  as  a  predecessor),  or  used  in  a 
separate  unit  of  a  trade  or  business  of  a  predecessor,  and  imme- 
diately after  the  acquisition  employs  in  his  trade  or  business  an 
individual  who  immediatel}^  prior  to  the  acquisition  was  em- 
plo3'ed  in  the  trade  or  business  of  such  predecessor,  then,  for  the 
purpose  of  determining  whether  the  successor  employer  has  paid 
remuneration  (other  than  remuneration  referred  to  in  the  suc- 
ceeding paragraphs  of  this  subsection)  with  respect  to  employ- 
ment equal  to  [$4,200]  S6,000  to  such  individual  during  such  cal- 
endar 3'ear,  any  remuneration  (other  than  remuneration  referred 
to  in  the  succeeding  paragraphs  of  this  subsection)  with  respect 
to  employment  paid  (or  considered  under  this  paragraph  as  hav- 
ing been  paid)  to  such  individual  by  such  predecessor  during  such 
calendar  year  and  prior  to  such  acquisition  shall  be  considered  as 
having  been  paid  by  such  successor  employer; 

(2)  the  amount  of  any  payment  (including  any  amount  paid 
by  an  employer  for  insurance  or  annuities,  or  into  a  fund,  to  pro- 
vide for  any  such  payment)  made  to,  or  on  behalf  of,  an  em- 
ployee or  any  of  his  dependents  under  a  plan  or  system  estab- 
lished by  an  employer  which  makes  provision  for  his  employees 
generally  (or  for  his  employees  generally  and  their  dependents) 
or  for  a  class  or  classes  of  his  employees  (or  for  a  class  or  classes 
of  his  employees  and  their  dependents) ,  on  account  of — 

(A)  retirement,  or 

(B)  sickness  or  accident  disability,  or 

(C)  medical  or  hospitalization  expenses  in  connection  with 
sickness  or  accident  disability,  or 

(D)  death; 

(3)  any  payment  made  to  an  employee  (including  any  amount 
paid  by  an  employer  for  insurance  or  annuities,  or  into  a  fund,  to 
provide  for  any  such  payment)  on  account  of  retirement; 

(4)  any  payment  on  account  of  sickness  or  accident  disability, 
or  medical  or  hospitalization  expenses  in  connection  with  sickness 
or  accident  disability,  made  by  an  employer  to,  or  on  behalf  of, 
an  employee  after  the  expiration  of  6  calendar  months  following 
the  last  calendar  month  in  which  the  employee  worked  for  such 
employer ; 

(5)  any  payment  made  to,  or  on  behalf  of,  an  emplo^^ee  or  his 
beneficiary — 

(A)  from  or  to  a  trust  described  in  section  401(a)  which  is 
exempt  from  tax  under  section  501(a)  at  the  time  of  such 
payment  unless  such  payment  is  made  to  an  employee  of  the 
trust  as  remuneration  for  services  rendered  as  such  employee 
and  not  as  a  beneficiary  of  the  trust,  or 

(B)  under  or  to  an  annuity  plan  which,  at  the  time  of  such 
payment,  is  a  plan  described  in  section  403(a),  or 

(C)  under  or  to  a  bond  purchase  plan  which,  at  the  time  of 
such  payment,  is  a  qualified  bond  purchase  plan  described  in 
section  405(a); 
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(6)  the  payment  by  an  employer  (without  deduction  from  the 
remuneration  of  the  employee) — 

(A)  of  the  tax  imposed  upon  an  employee  imder  section  301 
(or  the  corresponding  section  of  prior  law),  or 

(B)  of  any  payment  required  from  an  employee  imder  a 
State  unemployment  compensation  law; 

(7)  remuneration  paid  in  any  medium  other  than  cash  to  an 
employee  for  service  not  in  the  course  of  the  employer's  trade  or 
business ; 

(8)  any  payment  (other  than  vacation  or  sick  pay)  made  to  an 
employee  after  the  month  in  which  he  attains  the  age  of  65,  if  he 
did  not  work  for  the  employer  in  the  period  for  which  such  pay- 
ment is  made; 

(9)  remuneration  paid  to  or  on  behalf  of  an  employee  if  (and  to 
the  extent  that)  at  the  time  of  the  payment  of  such  remuneration 
it  is  reasonable  to  believe  that  a  corresponding  deduction  is  allow- 
able under  section  217;  or 

(10)  any  payment  or  series  of  payments  by  an  employer  to  an 
employee  or  any  of  his  dependents  which  is  paid — 

(A)  upon  or  after  the  termination  of  an  employee's 
employment  relationship  because  of  (i)  death,  (ii)  retirement 
for  disability,  or  (iii)  retirement  after  attaining  an  age  speci- 
fied in  the  plan  referred  to  in  subparagraph  (B)  or  in  a  pen- 
sion plan  of  the  employer,  and 

(B)  under  a  plan  established  by  the  employer  which  makes 
provision  for  his  employees  generally  or  a  class  or  classes  of 
his  employees  (or  for  such  employees  or  class  or  classes  of 
employees  and  their  dependents), 

other  than  any  such  payment  or  series  of  payments  which  would 
have  been  paid  if  the  employee's  employment  relationship  had  not 
been  so  terminated, 
(c)  Employment. — For  purposes  of  this  chapter,  the  term  ''employ- 
ment" means  any  service  performed  prior  to  1955,  which  was  employ- 
ment for  purposes  of  subchapter  C  of  chapter  9  of  the  Internal  Reve- 
nue Code  of  1939  under  the  law  applicable  to  the  period  in  which  such 
service  was  performed,  and  (A)  any  service,  of  whatever  nature,  per- 
formed after  1954  by  an  employee  for  the  person  employing  him,  irre- 
spective of  the  citizenship  or  residence  of  either,  (i)  within  the  United 
States,  or  (ii)  on  or  in  connection  with  an  American  vessel  or  American 
aircraft  under  a  contract  of  service  which  is  entered  into  within  the 
United  States  or  during  the  performance  of  which  and  while  the 
employee  is  employed  on  the  vessel  or  aircraft  it  touches  at  a  port  in 
the  United  States,  if  the  employee  is  employed  on  and  in  connection 
with  such  vessel  or  aircraft  when  outside  the  United  States,  and  (B) 
any  service,  of  whatever  nature,  performed  after  1971  outside  the 
United  States  (except  in  a  contiguous  country  \vith  which  the  United 
States  has  an  agreement  relating  to  unemployment  compensation 
[or  in  the  Virgin  Islands])  by  a  citizen  of  the  United  States  as  an 
employee  of  an  American  employer  (as  defined  in  subsection  (j)(3)), 
except — 

(1)  agricultural  labor  (as  defined  in  subsection  (k));]. 
(j)  State,  United  States,  and  [CitizenJ  American  Employer. — 
For  purposes  of  this  chapter — 
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[(1)  State. — The  term  ''State"  includes  the  District  of  Co- 
lumbia and  the  Commonwealth  of  Puerto  Eico. 

[(2)  UxiTED  States. — The  term  ''United  States"  when  used 
in  a  geographical  sense  includes  the  States,  the  District  of  Colum- 
bia, and  the  Commonwealth  of  Puerto  Rico.] 

(1)  State. — The  term  State' ^  includes  the  District  of  Columbia, 
the  Commonwealth  of  Puerto  Rico,  and  the  Virgin  Islands. 

{2)  United  States. — The  term  "United  States^'  when  used  in  a 
geoffraphical  sense  includes  the  States,  the  District  of  Columbia, 
the  Commomvealth  of  Puerto  Rico,  and  the  Virgin  Islands. 

(3)  American  employer. — The  term  "American  employer" 
means  a  person  who  is — 

(A)  an  individual  who  is  a  resident  of  the  United  States, 

(B)  a  partnership,  if  two-thirds  or  more  of  the  partners  are 
residents  of  the  United  States, 

(C)  a  trust,  if  all  of  the  trustees  are  residents  of  the 
United  States,  or 

(D)  a  corporation  organized  under  the  laws  of  the  United 
States  or  of  any  State. 

An  individual  who  is  a  citizen  of  the  Commonwealth  of  Puerto  Rico 
or  the  Virgin  Islands  (but  not  otherwise  a  citizen  of  the  United  States) 
shall  be  considered,  for  purposes  of  this  section,  as  a  citizen  of  the 
United  States. 

SEC.  3309.  STATE  LAW  COVERAGE  OF  [CERTAIN]  SERVICES  PER- 
FORMED FOR  NONPROFIT  ORGANIZATIONS  [AND  FOR 
STATE  HOSPITALS  AND  INSTITUTIONS  OF  HIGHER  EDU- 
CATION! OR  GOVERNMENTAL  ENTITIES 

(a)  State  Law  Requirements. — For  purposes  of  section  3304 
(a)(6)- 

(1)  except  as  otherwise  provided  in  subsections  (b)  and  (c), 
the  services  to  which  this  paragraph  applies  are — 

(A)  service  excluded  from  the  term  ' 'employment"  solely 
by  reason  of  paragraph  (8)  of  section  3306(c),  and 

(B)  service  performed  in  the  employ  of  the  State,  or  any 
instrumentality  of  the  State  or  of  the  State  and  one  or  more 
other  States,  for  a  hospital  or  institution  of  higher  education 
located  in  the  State,  if  such  service  is  excluded  from  the  term 
''employment"  solely  by  reason  of  paragraph  (7)  of  section 
3306(c);  and 

(2)  the  State  law  shall  provide  that  an  organization  (or  group 
of  organizations)  which,  but  for  the  requirements  of  this  para- 
graph, would  be  liable  for  contributions  with  respect  to  service  to 
which  paragraph  (1)(A)  applies  may  elect,  for  such  minimum 
period  and  at  such  time  as  may  be  provided  by  State  law,  to  pay 
(in  lieu  of  such  contributions)  into  the  State  unemployment  fund 
amounts  equal  to  the  amounts  of  compensation  attributable  under 
the  State  law  to  such  service.  The  State  law  may  provide  safe- 
guards to  ensure  that  organizations  so  electing  will  make  the  pay- 
ments required  under  such  elections. 
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(b)  Section  Not  to  Apply  to  Certain  Service. — This  section  shall 
not  apply  to  service  performed — 

(1)  in  the  employ  of  (A)  a  church  or  convention  or  association 
of  churches,  or  (B)  an  organization  which  is  operated  primarily 
for  religious  purposes  and  which  is  operated,  supervised,  con- 
trolled, or  principally  supported  by  a  church  or  convention  or 
association  of  churches; 

(2)  by  a  duly  ordained,  commissioned,  or  licensed  minister  of  a 
church  in  the  exercise  of  his  ministry  or  by  a  member  of  a  religious 
order  in  the  exercise  of  duties  required  by  such  order; 

[(3)  in  the  employ  of  a  school  which  is  not  an  institution  of 
higher  education;] 

(3)  in  the  employ  of  a  governmental  entity  referred  to  in  paragraph 
(7)  of  section  3306(c) ,  if  such  service  is  performed  by  an  individual 
in  the  exercise  of  his  duties — 

(A)  as  an  elected  official; 

(B)  as  a  member  of  a  legislative  body,  or  a  member  of  the 
judiciary,  of  a  State  or  political  subdivision  thereof; 

(C)  as  a  member  of  the  State  National  Guard  or  Air  National 
Guard; 

(D)  as  an  employee  serving  on  a  temporary  basis  in  case  of 
fire,  storm,  snow,  earthquake,  flood,  or  similar  emergency;  or 

(E)  in  a  position  which,  under  or  pursuant  to  the  State  law, 
is  designated  as  {i)  a  major  nontenured  policymaking  or 
advisory  position,  or  iii)  a  policymaking  or  advisory  position 
the  performance  of  the  duties  of  which  ordinarily  does  not 
require  more  than  8  hours  per  week; 

(4)  in  a  facility  conducted  for  the  purpose  of  carrying  out  a 
program  of — 

(A)  rehabilitation  for  individuals  whose  earnings  capacity 
is  impaired  by  age  or  physical  or  mental  deficiency  or 
injury,  or  _ 

(B)  providing  remunerative  work  for  individuals  who  be- 
cause of  their  impaired  physical  or  mental  capacity  cannot  be 
readily  absorbed  in  the  competitive  labor  market,  by  an  indi- 
vidual receiving  such  rehabilitation  or  remunerative  work; 

(5)  as  part  of  an  unemployment  work-relief  or  work- training 
program  assisted  or  financed  in  whole  or  in  part  by  any  Federal 
agency  or  an  agency  of  a  State  or  political  subdivision  thereof,  by 
an  individual  receiving  such  work  relief  or  work  training;  and 

[(6)  for  a  hospital  in  a  State  prison  or  other  State  correctional 
institution  by  an  inmate  of  the  prison  or  correctional  institution.] 

(6)  by  an  inmate  of  a  custodial  or  penal  institution. 

(c)  Nonprofit  Organizations  Must  Employ  4  or  More. — This 
section  shall  not  apply  to  service  performed  during  any  calendar  year 
in  the  employ  of  any  organization  unless  on  each  of  some  20  days 
during  such  calendar  year  or  the  preceding  calendar  year,  each  day 
being  in  a  different  calendar  week,  the  total  number  of  individuals  who 
were  employed  by  such  organization  in  employment  (determined  with- 
out regard  to  section  3306(c)(8)  and  by  excluding  service  to  which 
this  section  does  not  apply  by  reason  of  subsection  (b))  for  some  por- 
tion of  the  day  (whether  or  not  at  the  same  moment  of  time)  was  4 
or  more. 
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[(d)  Definition  of  Institution  of  Higher  Education. — For  pur- 
poses of  this  section,  the  term  "institution  of  higher  education"  means 
an  educational  institution  in  any  State  which — 

[(1)  admits  as  regular  students  only  individuals  having  a  certif- 
icate of  graduation  from  a  high  school,  or  the  recognized  equiva- 
lent of  such  a  certificate; 

[(2)  is  legally  authorized  within  such  State  to  provide  a 
program  of  education  beyond  high  school; 

[(3)  provides  an  educational  program  for  which  it  awards  a 
bachelor's  or  higher  degree,  or  provides  a  program  which  is  ac- 
ceptable for  full  credit  toward  such  a  degree,  or  offers  a  program 
of  training  to  prepared  students  for  gainful  employment  in  a 
recognized  occupation;  and 

[(4)  is  a  public  or  other  nonprofit  institution.] 

Chapter  62— TIME  AND  PLACE 

:fc  if:  :{t  4:  4:  Hi 

SEC.  6157.  PAYMENT  OF  FEDERAL  UNEMPLOYMENT  TAX  ON  QUAR- 
TERLY OR  OTHER  TIME  PERIOD  BASIS. 

(a)  General  Rule. — Every  person  who  for  the  calendar  year  is 
an  employer  (as  defined  in  section  3306(a))  shall — 

(1)  if  the  person 

(A)  during  any  calendar  quarter  in  the  preceding  calen- 
dar year  paid  wages  of  $1,500  or  more,  or 

(B)  on  each  of  some  20  days  during  the  preceding  calen- 
dar year,  each  day  being  in  a  different  calendar  week,  em- 
ployed at  least  one  individual  in  employment, 

compute  the  tax  imposed  by  section  3301  for  each  of  the  first 
three  calendar  quarters  in  the  calendar  year,  and 

(2)  if  paragraph  (1)  does  not  apply,  compute  the  tax  imposed 
by  section  3301 — 

(A)  for  the  period  beginning  with  the  first  day  of  the 
calendar  year  and  ending  with  the  last  day  of  the  calendar 
quarter  (excluding  the  last  calendar  quarter)  in  which  such 
person  becomes  such  an  employer,  and 

(B)  for  the  third  calendar  quarter  of  such  year,  if  the 
period  specified  in  subparagraph  (A)  includes  only  the  first 
two  calendar  quarters  of  the  calendar  year. 

The  tax  for  any  calendar  quarter  or  other  period  shall  be  computed 
as  provided  in  subsection  (b)  and  the  tax  as  so  computed  shall,  except 
as  otherwise  provided  in  subsections  (c)  and  (d) ,  be  paid  in  such  man- 
ner and  at  such  time  as  may  be  provided  in  regulations  prescribed  by 
the  Secretary  or  his  delegate. 

(b)  Computation  of  Tax. — The  tax  for  any  calendar  quarter  or 
other  period  referred  to  in  paragraph  (1)  or  (2)  of  subsection  (a) 
shall  be  computed  by  multiplying  the  amount  of  wages  (as  defined  in 
section  3306(b))  paid  in  such  calendar  quarter  or  other  period  by  0.5 
percent.  In  the  case  of  wages  paid  in  any  calendar  quarter  or  other 
period  during  [1973,  the  amount  of  such  wages  shall  be  multiplied 
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by  0.58  percent  in  lieu  of  0.5  percent!  <^  calendar  year  to  which  para- 
graph (1)  of  section  3301  applies,  the  amount  oj  such  wages  shall  be 
multiplied  by  0.7  percent  in  lieu  oj  0.5  percent. 

(c)  Special  Rule  for  Calendar  Years  1970  and  1971. — For  pur- 
poses of  subsection  (a) ,  the  tax  computed  as  provided  in  subsection  (b) 
for  any  calendar  quarter  or  other  period  shall  be  reduced  (1)  by  66^^ 
percent  if  such  quarter  or  period  is  in  1970,  and  (2)  by  33K  percent 
if  such  quarter  or  period  is  in  1971. 

(d)  Special  Rule  Where  Accumulated  Amount  .Does  Not 
Exceed  $100. — Nothing  in  this  section  shall  require  the  payment  of 
tax  with  respect  to  any  calendar  quarter  or  other  period  if  the  tax 
under  section  3301  for  such  period,  plus  any  unpaid  amounts  for  prior 
periods  in  the  calendar  year,  does  not  exceed  $100. 

Social  Security  Act,  as  Assembled 

^  sfc  ^  ^  ^  ^ 

TITLE  I— GRANTS  TO  STATES  FOR  OLD-AGE  ASSISTANCE 
AND  MEDICAL  ASSISTANCE  FOR  THE  AGED 

payment  to  states 

Sec.  3.  (a)  From  the  sums  appropriated  therefor,  the  Secretary  of 
the  Treasury  shall  pay  to  each  State  which  has  a  plan  approved  under 
this  title,  for  each  quarter,  beginning  with  the  quarter  commencing 
October  1,  1960— 

(1)  in  the  case  of  any  State  other  than  Puerto  Rico,  the  Virgin 
Islands,  [and  Guam,]  Guam,  and  the  Commonwealth  oj  the 
Northern  Mariana  Islands  an  amount  equal  to  the  sum  of  the 
following  proportions  of  the  total  amounts  expended  during  each 
month  of  such  quarter  as  old-age  assistance  under  the  State  plan 
(including  expenditures  for  premiums  under  part  B  of  title  XVIII 
for  individuals  who  are  recipients  of  money  payments  under  such 
plan  and  other  insurance  premiums  for  medical  or  any  other  type 
of  remedial  care  or  the  cost  thereof) — 

(A)  ^)^7  of  such  expenditures,  not  counting  so  much  of  any 
expenditure  with  respect  to  such  month  as  exceeds  the  prod- 
uct of  $37  multiplied  by  the  total  number  of  recipients 
of  old-age  assistance  for  such  month  (which  total  niimber, 
for  purposes  of  this  subsection,  means  (i)  the  number  of 
individuals  who  received  old-age  assistance  in  the  form  of 
money  payments  for  such  month,  plus  (ii)  the  number  of 
other  individuals  with  respect  to  whom  expenditures  were 
made  in  such  month  as  old-age  assistance  in  the  form  of 
medical  or  any  other  type  of  remedial  care) ;  plus 

(B)  the  larger  of  the  following : 

(i)  (I)  the  Federal  percentage  (as  defined  in  section 
1101(a)(8))  of  the  amount  by  which  such ,  expendi- 
tures exceed  the .  amount  which  may  be  counted  under 
clause  (A),  not  counting  so  much  of  such  excess  vi^itb 
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respect  to  such  month  as  exceeds  the  product  of  $38  mul- 
tiplied by  the  total  number  of  recipients  of  old-age  assist- 
ance for  such  month,  plus  (II)  15  per  centum  of  the 
total  expended  during  such  month  as  old-age  assistance 
under  the  State  plan  in  the  form  of  medical  or  any  other 
type  of  remedial  care,  not  counting  so  much  of  such  ex- 
penditure with  respect  to  such  month  as  exceeds  the 
product  of  $15  multiplied  by  the  total  number  of  recip- 
ients of  old-age  assistance  for  such  month,  or 

(ii)(I)  the  Federal  medical  percentage  (as  defined 
in  section  6(c))  of  the  amount  by  which  such  expendi- 
ture? exceed  the  maximum  which  may  be  counted  under 
clause  (A),  not  counting  so  much  of  any  expenditures 
with  respect  to  such  month  as  exceeds  (a)  the  product  of 
$52  multiplied  by  the  total  number  of  such  recipients  of 
old-age  assistance  for  such  month,  or  (b)  if  smaller,  the 
total  expended  as  old-age  assistance  in  the  form  of  medi- 
cal or  any  other  type  of  remedial  care  with  respect  to 
such  month  plus  the  product  of  $37  multiplied  by  such 
total  number  of  such  recipients,  plus  (II)  the  Federal  per- 
centage of  the  amount  by  which  tht  total  expended  dur- 
ing such  month  as  old-age  assistance  under  the  State 
plan  exceeds  the  amount  which  may  be  counted  under 
clause  (A)  and  the  preceding  provisions  of  this  clause 
(B)  (ii) ,  not  counting  so  much  of  sucb  excess  with  respect 
to  such  month  as  exceeds  the  product  of  $38  multiplied 
by  the  total  number  of  such  recipients  of  old-age  assist- 
ance for  such  month; 
(2)  in  the  case  of  Puerto  Rico,  the  Virgin  Islands,  [and  Guam,] 

Guam,  and  the  Commonwealth  oj  the  Northern  Mariana  Islands, 

and  amount  equal  to — 

(A)  one-half  of  the  total  of  the  sums  expended  during 
such  quarter  as  old-age  assistance  under  the  State  plan  (in- 
cluding expenditures  for  premiums  under  part  B  of  title 
XVIII  for  individuals  who  are  recipients  of  money  payments 
under  such  plan  and  other  insurance  premiums  for  medical 
or  any  other  type  of  remedial  care  or  the  cost  thereof),  not 
counting  so  much  of  any  expenditure  with  respect  to  any 
month  as  exceeds  $37.50  multiplied  by  the  total  number  of 
recipients  of  old-age  assistance  for  such  month;  plus 

(B)  the  larger  of  the  following  amounts:  (i)  one-half  of 
the  amount  by  which  such  expenditures  exceed  the  maximum 
which  may  be  counted  under  clause  (A),  not  counting  so 
much  of  any  expenditure  with  respect  to  any  month  as  ex- 
ceeds (I)  the  product  of  $45  multiplied  by  the  total  number 
of  such  recipients  of  old-age  assistance  for  such  month,  or 
(II)  if  smaller,  the  total  expended  as  old-age  assistance  in 
the  form  of  medical  or  any  other  type  of  remedial  care  with 
respect  to  such  month  plus  the  product  of  $37.50  multiplied 
by  the  total  number  of  such  recipients,  or  (ii)  15  per  centum 
of  the  total  of  the  sums  expended  during  such  quarter  as  old- 
age  assistance  under  the  State  plan  in  the  form  of  medical  or 
any  other  type  of  .remedial  care,  not  counting  so  much-  of 
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any  expenditure  with  respect  to  any  month  as  exceeds  the 
product  of  $7.50  multiplied  by  the  total  number  of  such  re- 
cipients of  old-age  assistance  for  such  month; 

TITLE  IV~GRANTS  TO  STATES  FOR  AID  AND  SERVICES 
TO  NEEDY  FAMILIES  WITH   CHILDREN  AND  FOR 
CHILD-WELFARE  SERVICES 
*  «  «  «  *  *  « 

PAYMENT  TO  STATES 

Sec.  403.  (a)  From  the  sums  appropriated  therefor,  the  Secretary 
of  the  Treasury  shall  pay  to  each  State  which  has  an  approved  plan 
for  aid  and  services  to  needy  families  with  children,  for  each  quarter, 
beginning  with  the  quarter  commencing  October  1,  1958 — 

(1)  in  the  case  of  any  State  other  than  Puerto  Rico,  the  Virgin 
Islands,  [and  Guam,]  Guam,  and  the  Commonwealth  of  the  Northern 
Mariana  Islands,  an  amount  equal  to  the  sum  of  the  following 
proportions  of  the  total  amounts  expended  during  such  quarter 
as  aid  to  families  with  dependent  children  under  the  State  plan 
(including  expenditures  for  premiums  under  part  B  of  title 
XVIII  for  individuals  who  are  recipients  of  money  payments 
under  such  plan  and  other  insurance  premiums  for  medical  or 
any  other  type  of  remedial  care  or  the  cost  thereof) — 

(A)  five-sixths  of  such  expenditures,  not  counting  so  much 
of  any  expenditure  with  respect  to  any  month  as  exceeds  the 
product  of  $18  multiplied  by  the  total  number  of  recipients 
of  aid  to  families  with  dependent  children  for  such  month 
(which  total  number,  for  purposes  of  this  subsection,  means 

(i)  the  number  of  individuals  with  respect  to  whom  such  aid 
in  the  form  of  money  payments  is  paid  for  such  month,  plus 

(ii)  the  number  of  other  individuals  with  respect  to  whom 
expenditures  were  made  in  such  month  as  aid  to  families  with 
dependent  children  in  the  form  of  medical  or  any  other  type 
of  remedial  care,  plus  (iii)  the  number  of  individuals,  not 
counted  under  clause  (i)  or  (ii),  with  respect  to  whom  pay- 
ments described  in  section  406(b)  (2)  are  made  in  such  month 
and  included  as  expenditures  for  purposes  of  this  paragraph 
or  paragraph  (2)) ;  plus 

(B)  the  Federal  percentage  of  the  amount  by  which  such 
expenditures  exceed  the  maximum  which  may  be  counted 
under  clause  (A),  not  counting  so  much  of  any  expenditure 
with  respect  to  any  month  as  exceeds  (i)  the  product  of  $32 
multiplied  by  the  total  number  of  recipients  of  aid  to  families 
with  dependent  children  (other  than  such  aid  in  the  form 
of  foster  care)  for  such  month,  plus  (ii)  the  product  of  $100 
multipled  by  the  total  number  of  recipients  of  aid  to  families 
with  dependent  children  in  the  form  of  foster  care  for  such 
month ;  and 

(2)  in  the  case  of  Puerto  Rico,  the  Virgin  Islands,  [and  Guam,] 
Guam,  and  the  Commonwealth  of  the  Northern  Mariana  Islands, 
an  amount  equal  to  one-half  of  the  total  of  the  sums  expended 
during  such  quarter  as  aid  to  families  with  dependent  children 
under  the  State  plan  (including  expenditures  for  premiums  under 
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part  B  of  Title  XVIII  for  individuals  who  are  recipients  of 
money  pa3-ments  under  such  plan  and  other  insurance  premiums 
for  medical  or  any  other  type  of  remedial  care  or  the  cost  thereof) 
not  counting  so  much  of  any  expenditure  with  respect  to  any 
month  as  exceeds  $18  multiphed  by  the  total  number  of  recipients 
of  such  aid  for  such  month;  and 

:Ji  ^  H<  *  *  ^  ^ 

ALLOTMENT  PERCENTAGE  AND  FEDERAL  SHARE 

Sec.  423.  (a)  The  ''allotment  percentage"  for  any  State  shall 
be  100  per  centum  less  the  State  percentage;  and  the  State  percentage 
shall  be  the  percentage  which  bears  the  same  ratio  to  50  per  centum  as 
the  per  capita  income  of  such  State  bears  to  the  per  capital  income  of 
the  United  States;  except  that  (1)  the  allotment  percentage  shall  in 
no  case  be  less  than  30  per  centum  or  more  than  70  per  centum,  and 
(2)  the  allotment  percentage  shall  be  70  per  centum  in  the  case  of 
Puerto  Rico,  the  Virgin  Islands,  [and  Guam]  Guam,  and  the  Common- 
wealth of  the  Northern  Marianc  Islands. 

(b)  The  "Federal  share"  for  any  State  for  any  fiscal  year  shall  be 
100  per  centum  less  that  percentage  which  bears  the  same  ratio  to 
50  per  centum  as  the  per  capita  income  of  such  States  bears  to  the  per 
capita  income  of  the  United  States,  except  that  (1)  in  no  case  shall 
the  Federal  share  be  less  than  33/^  per  centum  or  more  than  QQ%  per 
centum,  and  (2)  the  Federal  share  shaU  be  66^3  per  centum  in  the  case 
of  Puerto  Rico,  the  Virgin  Islands,  [and  Guam]  Guam,  and  the  Com- 
monwealth of  the  Northern  Mariana  Islands. 

(c)  The  Federal  share  and  allotment  percentage  for  each  State 
shall  be  promulgated  b}^  the  Secretary  between  July  1  and  August 
31  of  each  even-numbered  year,  on  the  basis  of  the  average  per  capita 
income  of  each  State  and  of  the  United  States  for  the  three  most 
recent  calendar  years  for  which  satisfactory  data  are  available  from 
the  Department  of  Commerce.  Such  promulgation  shall  be  conclusive 
for  each  of  the  two  fiscal  years  in  the  period  beginning  July  1  next 
succeeding  such  promulgation:  Provided,  That  the  Federal  shares  and 
allotment  percentages  promulgated  under  section  524(c)  of  the  Social 
Security  Act  in  1966  shall  be  effective  for  purposes  of  this  section  for 
the  fiscal  years  ending  June  30,  1968,  and  June  30,  1969. 

(d)  For  purposes  of  this  section,  the  term  ''United  States"  means 
the  fifty  States  and  the  District  of  Columbia. 

4:  %  4:  ^  ^ 


TITLE  IX— MISCELLANEOUS  PROVISIONS  RELATING  TO 
EMPLOYMENT  SECURITY 

*  *  *  *  *  *  * 

EMPLOYMENT  SECURITY  ADMINISTRATION  ACCOUNT 

Establishment  of  Account 
Section  901.  (a)  *  *  * 
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Administrative  Expenditures 

(c)(1)  *  *  * 

******* 

(3)  (A)  For  purposes  paragraph  (1)(A),  the  limitation  on  the 
amount  authorized  to  be  made  available  for  any  fiscal  year  after  June 
30,  1970,  is,  except  as  provided  in  subparagraph  (B)  and  in  the  second 
sentence  of  section  901(f)(3)(A),  an  amount  equal  to  95  percent  of 
the  amount  estimated  and  set  forth  in  the  budget  of  the  United  States 
Government  for  such  fiscal  year  as  the  amount  by  which  the  net 
receipts  during  such  year  under  the  Federal  Unemployment  Tax  Act 
will  exceed  the  amount  transferred  under  section  905(b)  during  such 
year  to  the  extended  unemployment  compensation  account. 

(B)  The  limitation  established  by  subparagraph  (A)  is  increased 
by  any  unexpended  amount  retained  in  the  employment  security  ad- 
ministration account  in  accordance  with  section  901(f)(2)(B). 

(C)  Each  estimate  of  net  receipts  under  this  paragraph  shall  be 
based  upon  [a  tax  rate  of  0.5  percent]  (i)  a  tax  rate  of  0.5  'percent  in 
the  case  of  any  calendar  year  for  which  the  rate  of  tax  under  section 
3301  oi  the  Federal  Unemployment  Tax  Act  is  3.2  percent,  and  (ii) 
a  tax  rate  of  0.7  percent  in  the  case  of  any  calendar  year  for  which  the 
rate  of  tax  under  such  section  3301  is  3.4  percent. 

******* 

EXTENDED  UNEMPLOYMENT  COMPENSATION  ACCOUNT 

Establishment  of  Account 

Sec.  905.  (a)  *  *  * 

Transfers  to  Account 

(b)(1)  Except  as  provided  by  paragraph  (3),  the  Secretary  of 
the  Treasury  shall  transfer  (as  of  the  close  of  July  1970,  and  each 
month  thereafter),  from  the  employment  security  administration  ac- 
count to  the  extended  unemployment  compensation  account  estab- 
lished by  subsection  (a),  an  amount  determined  by  him  to  be  equal, 
in  the  case  of  any  month  before  April  1972,  to  one-fifth,  and  in  the 
case  of  any  month  after  March  1972,  to  one-tenth,  of  the  amount  by 
which — 

(A)  transfers  to  the  employment  security  administration  ac- 
count pursuant  to  section  901(b)(2)  during  such  month,  exceed 

(B)  payments  during  such  month  from  the  employment  secu- 
rity administration  account  pursuant  to  section  901(b)(3)  and  (d). 

If  for  any  such  month  the  payments  referred  to  in  subparagraph  (B) 
exceed  the  transfers  referred  to  in  subparagraph  (A),  proper  adjust- 
ments shall  be  made  in  the  amounts  subsequently  transferred.  [In  the 
case  of  any  month  after  March  1973  and  before  April  1974,  the  first 
sentence  of  this  paragraph  shall  be  applied  by  substituting  ''thirteen 
fifty-eighths"  for  "one-tenth".]  In  the  case  of  any  month  after  March 
1977  and  before  April  of  the  first  calendar  year  to  which  paragraph 
{2)  of  section  3301  of  the  Federal  Unemployment  Tax  Act  applies, 
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the  first  sentence  oj  this  paragraph  shall  he  applied  by  substituting 
^five-fourteenths''  for  "one-tenth". 

TITLE  X— GRANTS  TO  STATES  FOR  AID  TO  THE  BLIND 

PAYMENTS  TO  STATES 

Sec.  1003  (a)  From  the  sums  appropriated  therefor,  the  Secretary 
of  the  Treasury  shall  pay  to  each  State  which  has  an  approved  plan 
for  aid  to  the  blind,  for  each  quarter,  beginning  with  the  quarter 
commencing  October  1,  1958 — 

(1)  in  the  case  of  any  State  other  than  Puerto  Rico,  the  Virgin 
Islands,  [and  Guam,]  Guam,  and  the  Commonwealth  of  the  North- 
ern Mariana  Islands,  an  amount  equal  to  the  sum  of  the  following 
proportions  of  the  total  amounts  expended  during  such  quarter 
as  aid  to  the  blind  under  the  State  plan  (including  expenditures 
for  premiums  under  part  B  of  title  XVIII  for  individuals  who  are 
recipients  of  mone}^  payments  under  such  plan  and  other  insurance 
premiums  for  medical  or  any  other  type  of  remedial  care  or  the 
cost  thereof) — 

(A)  %  of  such  expenditures,  not  counting  so  much  of 
any  expenditure  with  respect  to  any  month  as  exceeds  the 
product  of  $37  multiplied  by  the  total  number  of  recipients 
of  aid  to  the  blind  for  such  month  (which  total  number,  for 
purposes  of  this  subsection,  means  (i)  the  number  of  indi- 
viduals who  received  aid  to  the  blind  in  the  form  of  money 
payments  for  such  month,  plus  (ii)  the  number  of  other  in- 
dividuals with  respect  to  whom  expenditures  were  made  in 
such  months  as  aid  to  the  blind  in  the  form  of  medical  or  any 
other  type  of  remedial  care) ;  plus 

(B)  the  Federal  percentage  of  the  amount  by  which  such 
expenditures  exceed  the  maximum  which  ma}^  be  counted 
under  clause  (A),  not  counting  so  much  of  any  expenditure 
with  respect  to  any  month  as  exceeds  the  product  of  $75 
multiplied  by  the  total  number  of  such  recipients  of  aid  to 
the  blind  for  such  month;  and 

(2)  in  the  case  of  Puerto  Rico,  the  Virgin  Islands,  [and  Guam,] 
Guam,  and  the  Commonwealth  of  the  Northern  Mariana  Islands, 
an  amount  equal  to  one-half  of  the  total  of  the  sums  expended 
during  such  quarter  as  aid  to  the  blind  under  the  State  plan  (in- 
cluding expenditures  for  premiums  under  part  B  of  title  XVIII 
for  individuals  who  are  recipients  of  money  payments  under  such 
plan  and  other  insurance  premiums  for  medical  or  any  other  type 
of  remedial  care  or  the  cost  thereof),  not  counting  so  much  of  any 
expenditure  with  respect  to  any  month  as  exceeds  $37.50  multi- 
plied by  the  total  number  of  recipients  of  aid  to  the  blind  for  such 
month;  and 
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TITLE  XI— GENERAL  PROVISIONS  AND  PROFESSIONAL 
STANDARDS  REVIEW 

A  *****  * 

Part  A — General  Provisions 

DEFINITIONS 

Sec.  1101.  (a)  When  used  in  this  Act — 

(1)  The  term  ''State",  except  where  otherwise  provided,  includes 
the  District  of  Columbia  and  the  Commonwealth  of  Puerto  Rico,  and 
when  used  in  titles  IV,  V,  VII,  XI,  and  XIX  includes  the  Virgin 
Islands  [and  Guam]  Guam,  and  the  Commonwealth  of  the  Northern 
Mariana  Islands.  Such  term  when  used  in  titles  III,  IX,  and  XII  also 
includes  the  Virgin  Islands.  Such  term  when  used  in  title  V  also  includes 
American  Samoa  and  the  Trust  Territory  of  the  Pacific  Islands.  In  the 
case  of  Puerto  Rico,  the  Virgin  Islands,  [and  Guam]  Guam,  and  the 
Commonwealth  of  the  Northern  Mariana  Islands.  Title  I,  X,  and  XIV, 
and  title  XVI,  (as  in  effect  without  regard  to  the  amendment  made  by 
section  301  of  the  Social  Security  Amendments  of  1972)  shall  con- 
tinue to  apply,  and  the  term  ''States"  when  used  in  such  titles  (but 
not  in  title  XVI  as  in  effect  pursuant  to  such  amendment  after  Decem- 
ber 31,  1973)  includes  Puerto  Rico,  the  Virgin  Islands,  [and  Guam] 
Guam,  and  the  Commonwealth  of  the  Northern  Mariana  Islanas. 
******* 

(8)  (A)  The  "Federal  percentage"  for  any  State  (other  than  Puerto 
Rico,  the  Virgin  Islands,  [and  Guam]  Guam,  and  the  Commonwealth  of 
the  Northern  Mariana  Islands)  shall  be  100  per  centum  less  the  State 
percentage;  and  the  State  percentage  shall  be  that  percentage  which 
bears  the  same  ratio  to  50  per  centum  as  the  square  of  the  per  capita 
income  of  such  State  bears  to  the  square  of  the  per  capita  income  of 
the  United  States;  except  that  the  Federal  percentage  shall  in  no  case 
be  less  than  50  per  centum  or  more  than  65  per  centum. 

(B)  The  Federal  percentage  for  each  State  (other  than  Puerto  Rico, 
the  Virgin  Islands,  [and  Guam]  Guam,  and  the  Commonwealth  of  the 
Northern  Mariana  Islands)  shall  be  promulgated  b}^  the  Secretary 
between  July  1  and  August  31  of  each  even-numbered  year,  on  the 
basis  of  the  average  per  capita  income  of  each  State  and  of  the  United 
States  for  the  three  most  recent  calendar  years  for  which  satisfactory 
data  are  available  from  the  Department  of  Commerce.  Such  promulga- 
tion shall  be  conclusive  for  each  of  the  eight  quarters  in  the  period 
beginning  July  1  next  succeeding  such  promulgation:  Provided,  That 
the  Secretary  shall  promulgate  such  percentage  as  soon  as  possible 
after  the  enactment  of  the  Social  Security  Amendments  of  1958,  which 
promulgation  shall  be  conclusive  for  each  of  the  eleven  quarters  in  the 
period  beginning  October  1,  1958,  and  ending  with  the  close  of  June  30, 
1961. 
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LIMITATIOX  OX  PAYMEXTS  TO  PUERTO  RICO,  THE  VIRGIX  ISLAXDS,  AND 

GUAM 

Sec.  1108.  (a)  Except  as  provided  in  2002(a)(2)(D),  the  total 
amount  certified  by  the  Secretary  of  Health,  Education,  and  Welfare 
under  title  I,  X,  XIV,  and  XVT,  and  under  part  A  of  title  IV  (exclu- 
sive of  any  amounts  on  account  of  services  and  items  to  which  subsec- 
tion (b)  applies) — 

(1)  for  payment  to  Puerto  Rico  shaU  not  exceed — 

(A)  $12,500,000  with  respect  to  the  fiscal  year  1968, 

(B)  $15,000,000  with  respect  to  the  fiscal  year  1969, 

(C)  $18,000,000  with  respect  to  the  fiscal  year  1970, 

(D)  $21,000,000  with  respect  to  the  fiscal  year  1971,  or 

(E)  $24,000,000  with  respect  to  the  fiscal  year  1972  and 
each  fiscal  year  thereafter; 

(2)  for  pajTnent  to  the  Virgin  Islands  shall  not  exceed — 

(A)  $425,000  with  respect  to  the  fiscal  year  1968, 

(B)  $500,000  with  respect  to  the  fiscal  year,  1969, 

(C)  $600,000  with  respect  to  the  fiscal  year  1970, 

(D)  $700,000  with  respect  to  the  fiscal  year  1971,  or 

(E)  $800,000  with  respect  to  the  fiscal  year  1972  and  each 
fiscal  year  thereafter;  [and] 

(3)  for  payment  to  Guam  shall  not  exceed — 

(A)  $575,000  with  respect  to  the  fiscal  year  1968, 

(B)  $690,000  with  respect  to  the  fiscal  year  1969, 

(C)  $825,000  with  respect  to  the  fiscal  year  1970, 

(D)  $960,000  with  respect  to  the  fiscal  year  1971,  or 

(E)  $1,100,000  with  respect  to  the  fiscal  year  1972  and 
each  fiscal  yesiT  thereafter  [.  ]  ;  and 

{4)  jor  'payment  to  the  Commonwealth  of  the  Northern  Mariana 
Islands  shall  not  exceed  $190,000  with  respect  to  any  fiscal  year. 

(b)  The  total  amount  certified  by  the  Secretary  under  part  A  of 
title  IV,  on  account  of  family  planning  services  and  services  provided 
under  section  402(a)  (19)  with  respect  to  any  fiscal  year — 

(1)  for  payment  to  Puerto  Rico  shall  not  exceed  $2,000,000, 

(2)  for  payment  to  the  Virgin  Islands  shall  not  exceed  $65,000, 
[and] 

(3)  for  payment  to  Guam  shall  not  exceed  $90,000[.],  and 

(4)  Jor  payment  to  the  Commonwealth  oj  the  Northern  Mariana 
Islands  shall  not  exceed  $15,000. 

(c)  The  total  amount  certified  by  the  Secretary  under  title  XIX 
with  respect  to  any  fiscal  year — 

(1)  for  pa}Tnent  to  Puerto  Rico  shall  not  exceed  $30,000,000, 

(2)  for  payment  to  the  Virgin  Islands  shall  not  exceed 
$1,000,000,  [and] 

(3)  for  payment  to  Guam  shall  not  exceed  $900,000[.]  and 
(A)  for  payment  to  the  Commonwealth  oj  the  Northern  Mariana 

Islands  shall  not  exceed  $160,000. 

(d)  Notwithstanding  the  provisions  of  section  502(a)  and  512(a) 
of  this  Act,  and  the  provisions  of  sections  421,  503(1),  and  504(1)  of 
this  Act  as  amended  by  the  Social  Security  Amendments  of  1967,  and 
until  such  time  as  the  Congress  may  by  appropriation  or  other  law 
otherwise  provide,  the  Secretary  shall,  in  lieu  of  the  initial  allotment 
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specified  in  such  sections,  allot  such  smaller  amounts  to  Guam,  Ameri- 
can Samoa,  the  Commonwealth  of  the  Northern  Mariana  Islands,  and 
the  Trust  Territory  of  the  Pacific  Islands  as  he  may  deem  appropriate . 
******* 

TITLE  XII— ADVANCES  TO  STATE  UNEMPLOYMENT 

FUNDS 

******* 

ADVANCE  TO  STATE  UNEMPLOYMENT  FUNDS 

Sec.  1201.  (a)(1)  Advances  shall  be  made  to  the  States  from 
the  Federal  unemployment  account  in  the  Unemployment  Trust 
Fund  as  provided  in  this  section,  and  shall  be  repayable,  without 
interest,  in  the  manner  provided  in  sections  901(d)  (1),  903  (b)  (2),  and 
1202.  An  advance  to  a  State  for  the  payment  of  compensation  in  any 
[month]  3-month  period  may  be  made  if — 

(A)  the  Governor  of  the  State  applies  therefor  no  earlier  than 
the  first  day  of  the  [preceding  month]  month  preceding  the  first 
month  of  such  3-month  period,  and 

(B)  he  furnishes  to  the  Secretary  of  Labor  his  estimate  of  the 
amount  of  an  advance  which  will  be  required  by  the  State  for 
the  payment  of  compensation  in  [such  month]  each  month  oj 
such  3-month  period. 

(2)  In  the  case  of  any  application  for  an  advance  under  this  sec- 
tion to  any  State  for  any  [month]  3-month  period,  the  Secretary  of 
Labor  shall — 

(A)  determine  the  amount  (if  any)  which  he  finds  will  be 
required  by  such  State  for  the  payment  of  compensation  in  [such 
month]  each  month  oj  such  3-month  period,  and 

(B)  certify  to  the  Secretary  of  the  Treasury  the  amount  (not 
greater  than  the  amount  estimated  by  the  Governor  of  the  State) 
determined  under  subparagraph  (A) . 

The  aggregate  of  the  amounts  certified  by  the  Secretary  of  Labor 
with  respect  to  any  [month]  3-month  period  shall  not  exceed  the 
amount  which  the  Secretary  of  the  Treasury  reports  to  the  Secretary 
of  Labor  is  available  in  the  Federal  unemployment  account  for  ad- 
vances with  respect  to  such  [month]  3-month  period. 

(3)  For  purposes  of  this  subsection — 

(A)  an  application  for  an  advance  shall  be  made  on  such  forms, 
and  shall  contain  such  information  and  data  (fiscal  and  other- 
wise) concerning  the  operation  and  administration  of  the  State 
unemployment  compensation  law,  as  the  Secretary  of  Labor 
deems  necessary  or  relevant  to  the  performance  of  his  duties 
under  this  title, 

(B)  the  amount  required  by  any  State  for  the  payment  of 
compensation  in  any  [month]  3-month  period  shall  be  determined 
with  due  allowance  for  contingencies  and  taking  into  account  all 
other  amounts  that  will  be  available  in  the  State's  unemployment 
fund  for  the  payment  of  compensation  in  such  [month]  3-month 
period,  and 

(C)  the  term  ''compensation"  means  cash  benefits  payable  to 
individuals  with  respect  to  their  unemployment,  exclusive  of 
expenses  of  administration. 
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(b)  The  Secretary  of  the  Treasury  shall,  prior  to  audit  or  settlement 
by  the  General  Accounting  Office,  transfer  in  monthly  installments 
from  the  Federal  unemployment  account  to  the  account  of  the  State 
in  the  Unemplo\Tiient  Trust  Fund  the  amount  certified  under  sub- 
section (a)  by  the  Secretar^^  of  Labor  (but  not  exceeding  that  portion 
of  the  balance  in  the  Federal  unemployment  account  at  the  time  of 
the  transfer  which  is  not  restricted  as  to  use  pursuant  to  section 
903(b)(1)).  The  amount  of  any  monthly  installment  so  transferred  shall 
not  exceed  the  amount  estimated  by  the  State  to  be  required  for  the  payment 
of  compensation  for  the  month  with  respect  to  which  such  installment  is 
made. 

******* 

TITLE   Xn^— GRANTS   TO   STATES   FOR   AID   TO  THE 
PERMANENTLY  AND  TOTALLY  DISABLED 

*  *  *  *  *  * 

PAYMENTS  TO  STATES 

Sec.  1403.  (a)  From  the  sums  appropriated  therefor,  the  Secretar}^ 
of  the  Treasury  shall  pa}'  to  each  State  which  has  an  approved  plan 
for  aid  to  the  permanently  and  totally  disabled,  for  each  quarter,  be- 
ginning with  the  quarter  commencing  October  1,  1958 — 

(1)  in  the  case  of  any  State  other  than  Puerto  Rico,  the  Virgin 
Islands,  [and  Guam,]  Guam,  and  the  Commonwealth  of  the  North- 
ern Mariana  Islands,  an  amount  equal  to  the  sum  of  the  following 
proportions  of  the  total  amounts  expended  during  such  quarter  as 
aid  to  the  permanently  and  totally  disabled  under  the  State  plan 
(including  expenditures  for  premiums  under  part  B  of  title  XVIII 
for  individuals  who  are  recipients  of  money  paj-ments  under  such 
plan  and  other  insurance  premiums  for  medical  or  any  other  type 
of  remedial  care  or  the  cost  thereof) — 

(A)  %  of  such  expenditures,  not  counting  so  much  of 
any  expenditure  with  respect  to  smj  month  as  exceeds  the 
product  of  $37  multiplied  b}^  the  total  number  of  recipienti=  of 
aid  to  the  permanently  and  totally  disabled  for  such  month 
(which  total  number,  for  purposes  of  this  subsection,  means 
(i)  the  number  of  individuals  who  received  aid  to  the  perma- 
nently and  totalh-  disabled  in  the  form  of  money  payments 
for  such  month,  plus  (ii)  the  number  of  other  individuals  with 
respect  to  whom  expenditures  were  made  in  such  month 
as  aid  to  the  permanently  and  totalh^  disabled  in  the  form  of 
medical  or  any  other  type  of  remedial  care) ;  plus 

(B)  the  Federal  percentage  of  the  amount  by  which  such 
expenditures  exceed  the  maximum  which  may  be  counted 
under  clause  (A),  not  counting  so  much  of  am^  expenditure 
with  respect  to  an^^  month  as  exceeds  the  product  of  $75  mul- 
tiplied by  the  total  number  of  such  recipients  of  aid  to  the 
permanently  and  totally  disabled  for  such  month;  and 

(2)  in  the  case  of  Puerto  Rico,  and  Virgin  Islands  [and  Guam,] 
Guam,  and  the  Commonvjealth  of  the  Northern  Mariana  Islands,  an 
amount  equal  to  one-half  of  the  total  of  the  sums  expended  during 
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such  quarter  as  aid  to  the  permanently  and  totally  disabled  under 
the  State  plan  (including  expenditures  for  premiums  under  part  B 
of  title  XVIII  for  individuals  who  are  recipients  of  money  pay- 
ments under  such  plan  and  other  insurance  premiums  for  medical 
or  any  other  type  of  remedial  care  or  the  cost  thereof) ,  not  count- 
ing so  much  of  any  expenditure  with  respect  to  any  month  as 
exceeds  $3.50  multiplied  by  the  total  number  of  recipients  of  aid  to 
the  permanently  and  totally  disabled  for  such  months;  and 

TITLE  XVI— GRANTS  TO  STATES  FOR  AID  TO  THE  AGED, 
BLIND,  OR  DISABLED,  OR  FOR  SUCH  AID  AND  MEDI- 
CAL ASSISTANCE  TO  THE  AGED 

PAYMENTS  TO  STATES 

Sec.  1603.  (a)  From  the  sums  appropriated  therefor,  the  Secretary 
shall  pay  to  each  State  which  has  a  plan  approved  under  this  title, 
for  each  quarter,  beginning  with  the  quarter  commencing  October  1, 
1962— 

(1)  in  the  case  of  any  State  other  than  Puerto  Rico,  the  Virgin 
Islands,  [and  Guam,]  Guam,  and  the  Commonwealth  oj  the 
Northern  Mariana  Islands,  an  amount  equal  to  the  sum  of  the 
following  proportions  of  the  total  amounts  expended  during 
each  month  of  such  quarters  to  the  aged,  blind,  or  disabled 
under  the  State  plan  (including  expenditures  for  premiums  under 
Part  B  of  title  XVIII  for  individuals  w^ho  are  recipients  of  money 
payments  under  such  plan  and  other  insurance  premiums  for 
medical  or  any  other  type  of  remedial  care  or  the  cost  thereof) — 

(A)  %  of  such  expenditures,  not  counting  so  much  of 
any  expenditure  with  respect  to  such  month  as  exceeds  the 
product  of  $37  multiplied  by  the  total  number  of  recipients 
of  such  aid  for  such  month  (which  total  number,  for  purposes 
of  this  subsection  means  (i)  the  number  of  individuals  who 
received  such  aid  in  the  form  of  money  payments  for  such 
month,  plus  (ii)  the  number  of  other  individuals  with 
respect  to  whom  expenditures  were  made  in  such  months  as 
aid  to  the  aged,  blind,  or  disabled  in  the  form  of  medical  or 
any  other  type  of  remedial  care) ;  plus 

(B)  the  larger  of  the  following: 

(i)  (I)  the  Federal  percentages  (as  defined  in  section 
1101(a)(8))  of  the  amount  by  which  such  expenditures 
exceed  the  amount  which  may  be  counted  under  clause 
(A),  not  counting  so  much  of  such  excess  with  respect 
to  such  month  as  exceeds  the  product  of  $38  multiplied 
by  the  total  number  of  recipients  of  aid  to  the  aged, 
blind,  or  disabled  for  such  month,  plus  (II)  15  per 
centum  of  the  total  expended  during  such  month  as  aid 
to  the  aged,  blind,  or  disabled  i  ndcr  the  State  plan  in 
the  form  of  medical  or  any  other  type  of  remedial  care, 
not  counting  so  much  of  such  expenditure  with  respect 
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to  such  montli  as  exceeds  the  product  of  $15  multiplied 
b}'  the  total  number  of  recipients  of  aid  to  the  aged, 
blind,  or  disabled  for  such  month,  or 

(ii)  (I)  the  Federal  medical  percentage  (as  defined 
in  section  6(c))  of  the  amount  b}"  which  such  expendi- 
tures exceed  the  maximum  which  may  be  counted  under 
clause  (A),  not  counting  so  much  of  am'  expenditure 
with  respect  to  such  month  as  exceeds  (a)  the  product 
of  852  multiplied  by  the  total  number  of  such  recipients 
of  aid  to  the  aged,  blind,  or  disabled  for  such  month, 
or  (b)  if  smaller,  the  total  expended  as  aid  to  the  aged, 
blind,  or  disabled  in  the  form  of  medical  or  any  other 
type  of  remedial  care  with  respect  to  such  month  plus 
the  product  of  S3 7  multiplied  b}'  such  total  number  of 
such  recipients  plus  (II)  the  Federal  percentage  of  the 
amount  by  which  the  total  expended  during  such 
month  as  aid  to  the  aged,  blind,  or  disabled  under  the 
State  plan  exceeds  the  amount  which  may  be  counted 
under  clause  (A)  and  the  preceding  pro^^sions  of  this 
clause  (B)(ii),  not  counting  so  much  of  such  excess  with 
respect  to  such  month  as  exceeds  the  product  of  $38 
multiplied  by  the  total  number  of  such  recipients  of 
aid  to  the  aged,  blind,  or  disabled  for  such  month; 
(2)  in  the  case  of  Puerto  Kico,  the  Virgin  Islands,  [and  Guam,] 

Guam,  and  the  Commonvjealth  of  the  Northern  Mariana  Islands,  an 

amount  equal  to — 

(A)  one-half  of  the  total  of  the  sums  expended  during  such 
quarter  as  aid  to  the  aged,  blind,  or  disabled  under  the  State 
plan  (including  expenditures  for  premiums  under  part  B  of  title 
XVIII  for  individuals  who  are  recipients  of  money  payments 
under  such  plan  and  other  insurance  premiums  for  medical  or  any 
other  type  of  remedial  care  or  the  cost  thereof)  not  counting  so 
much  of  any  expenditure  with  respect  to  any  month  as  exceeds 
$37.50  multiplied  by  the  total  number  of  recipients  of  aid  to  the 
aged,  blind,  or  disabled  for  such  month;  plus 

(B)  the  larger  of  the  follo^ving  amounts:  (i)  one-half  of  the 
amount  by  which  such  expenditures  exceed  the  maximum  which 
may  be  counted  under  clause  (A),  not  counting  so  much  of  any 
expenditure  with,  respect  to  any  month  as  exceeds  (I)  the  product 
of  $45  multiplied  by  the  total  number  of  such  recipients  of  aid  to 
the  aged,  blind,  or  disabled  for  such  month,  or  (II)  if  smaller,  the 
total  expended  as  aid  to  the  aged,  blind,  or  disabled  in  the  form  of 
medical  or  any  other  type  of  remedial  care  with  respect  to  such 
month  plus  the  product  of  $37.50  multiplied  b}'  the  total  number 
of  such  recipients,  or  (ii)  15  per  centum  of  the  total  of  the  sums 
expended  during  such  quarter  as  aid  to  the  aged,  blind,  or  dis- 
abled under  the  State  plan  in  the  form  of  medical  or  any  other 
type  of  remedial  care,  not  counting  so  much  of  any  expenditure 
with  respect  to  any  month  as  exceeds  the  product  of  $7.50  multi- 
plied by  the  total  number  of  such  recipients  of  aid  to  the  aged, 
blind,  or  disabled  for  such  month; 
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TITLE  XVI— SUPPLEMENTAL  SECURITY  INCOME  FOR 
THE  AGED,  BLIND,  AND  DISABLED 

ii;  ^  ^  ^  ^ 

Pakt  a — Determination  of  Benefits 

Eligibility  for  and  Amount  of  Benefits 

definition  of  eligible  individuals 
Sec.  1611.  *  *  * 

j«  *****  * 

LIMITATION  ON  ELIGIBILITY  OF  CERTAIN  INDIVIDUALS 

(e)  (1)  (A)  Except  as  provided  in  f  subparagraph  (B)]  subparagraphs 
(B)  and  (C),  no  person  shall  be  an  eligible  individual  or  eligible  spouse 
for  purposes  of  this  title  with  respect  to  any  month  if  throughout  such 
month  he  is  an  inmate  of  a  public  institution. 

(B)  In  any  case  where  an  eligible  individual  or  his  eligible  spouse 
(if  any)  is,  throughout  any  month,  in  a  hospital,  extended  care 
facility,  nursing  home,  or  intermediate  care  facility  receiving  pay- 
ments (with  respect  to  such  individual  or  spouse)  under  a  State  plan 
approved  under  title  XIX,  the  benefit  under  this  title  for  such  indi- 
vidual for  such  month  shall  be  payable — 

(i)  at  a  rate  not  in  excess  of  $300  per  year  (reduced  by  the 
amount  of  any  income  not  excluded  pursuant  to  section  1612(b)) 
in  the  case  of  an  individual  who  does  not  have  an  eligible  spouse  ; 

(ii)  at  a  rate  not  in  excess  of  the  sum  of  the  applicable  rate 
specified  in  subsection  (b)(1)  and  the  rate  of  $300  per  year 
(reduced  by  the  amount  of  any  income  not  excluded  pursuant  to 
section  1612(b))  in  the  case  of  an  individual  who  has  an  eligible 
spouse,  if  only  one  of  them  is  in  such  a  hospital,  home,  or  facility 
throughout  such  month;  and] 

(ii)  in  the  case  oj  an  individual  who  has  an  eligible  spouse,  if  only 
one  of  them  is  in  such  a  hospital,  home,  or  facility  throughout  such 
month,  at  a  rate  not  in  excess  of  the  sum  of — 

(7)  the  rate  of  $300  per  year  {reduced  by  the  amount  of  any 
income,  not  excluded  pursuant  to  section  1612(b),  of  the  one 
who  is  in  such  hospital,  home,  or  facility),  and 

(I I)  the  applicable  rate  specified  in  subsection  (b)(1)  (re- 
duced by  the  amount  of  any  income,  not  excluded  pursuant  to 
section  1612(b),  of  the  other);  and 

(iii)  at  a  rate  not  in  excess  of  $600  per  year  (reduced  by  the 
amcunt  of  any  income  not  excluded  pursuant  to  section  1612(b)) 
in  the  case  of  an  individual  who  has  an  eligible  spouse,  if  both  of 
them  are  in  such  a  hospital,  home,  or  facility  throughout  such 
month. 

(Cf)  As  used  in  subparagraph  (A),  the  term  ^public  institution'  does  not 
include  a  publicly  operated  community  residence  which  serves  no  more 
than  16  residents. 

(2)  No  person  shall  be  an  eligible  individual  or  eligible  spouse  for 
purposes  of  this  title  if,  after  notice  to  such  person  by  the  Secretary 
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that  it  is  likeh^  that  such  person  is  eligible  for  any  payments  of  the 
t^'pe  enumerated  in  section  1612(a)(2)(B),  such  person  fails  within  30 
days  to  take  all  appropriate  steps  to  apply  for  and  (if  eligible)  obtain 
any  such  payments. 

(3)  (A)  Js'o  person  who  is  an  aged,  blind,  or  disabled  individual  solely 
by  reason  of  disabilit}^  (as  determined  under  section  1614(a)(3))  shall 
be  an  eligible  individual  or  eligible  spouse  for  purposes  of  this  title 
with  respect  to  any  month  if  such  individual  is  medically  determined 
to  be  a  drug  addict  or  an  alcoholic  unless  such  individual  is  undergoing 
any  treatment  that  may  be  appropriate  for  his  condition  as  a  drug 
addict  or  alcoholic  (as  the  case  may  be)  at  an  institution  or  facility 
approved  for  purposes  of  this  paragraph  b}^  the  Secretary  (so  long  as 
such  treatment  is  available)  and  demonstrates  that  he  is  complying 
with  the  terms,  conditions,  and  requirements  of  such  treatment  and 
with  requirements  imposed  by  the  Secretary  under  subparagraph  (B) . 

(B)  The  Secretar}"  shall  provide  for  the  monitoring  and  testing  of  all 
individuals  who  are  receiving  benefits  under  this  title  and  who  as  a 
condition  of  such  benefits  are  required  to  be  undergoing  treatment  and 
compMng  with  the  terms,  conditions,  and  requirements  thereof  as 
described  in  subparagraph  (A),  in  order  to  assure  such  compliance  and 
to  determine  the  extent  to  which  the  imposition  of  such  requirement  is 
contributing  to  the  achievement  of  the  purposes  of  this  title.  The 
Secretary  shall  annually  submit  to  the  Congress  a  full  and  complete 
report  on  his  activities  under  this  paragraph. 

******* 

Income 

meaning  of  income 

Sec.  1612.  *  *  * 

exclusions  from  income 

(b)  In  determining  the  income  of  an  individual  (and  his  eligible 
spouse)  there  shall  be  excluded — 

*  *  *  *  *  *  * 

(6)  [assistance  described  in  section  1616(a)  which]  assistance, 
furnished  to  or  on  behalf  of  such  individual  (and  spouse) ,  which  is 
based  on  need  and  furnished  by  any  State  or  political  subdivision 
of  a  State; 

******* 

REHABILITATION    SERVICES    FOR    BLIND    AND    DISABLED  INDIVIDUALS 

[Sec.  1615.  (a)  In  the  case  of  any  blind  or  disabled  individual  who — 
[(1)  has  not  attained  age  65,  and 

[(2)  is  receiving  benefits  (or  with  respect  to  whom  benefits  are 
paid)  under  this  title, 
the  Secretary  shall  make  provision  for  referral  of  such  individual  to 
the  appropriate  State  agency  administering  the  State  plan  for  voca- 
tional rehabilitation  services  approved  under  the  Vocational  Rehabili- 
tation Act,  and  (except  in  such  cases  as  he  may  determine)  for  a  review 
not  less  often  than  quarterly  of  such  individual's  blindness  or  disability 
and  his  need  for  and  utilization  of  the  rehabilitation  services  made 
available  to  him  under  such  plan. 
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[(b)  Every  individual  with  respect  to  whom  the  Secretary  is  required 
to  make  provision  for  referral  under  subsection  (a)  shall  accept  such 
rehabilitation  services  as  are  made  available  to  him  under  the  State 
plan  for  vocational  rehabilitation  services  approved  under  the  Voca- 
tional Rehabilitation  Act;  and  the  Secretary  is  authorized  to  pay  to 
the  State  agency  administering  or  supervising  the  administration  of 
such  State  plan  the  costs  incurred  in  the  provision  of  such  services  to 
individuals  so  referred. 

[(c)  No  individual  shall  be  an  eligible  individual  or  eligible  spouse 
for  purposes  of  this  title  if  he  refuses  without  good  cause  to  accept 
vocational  rehabilitation  services  for  which  he  is  referred  under 
subsection  (a).] 

Sec.  1615.  (a)  In  the  case  of  any  blind  or  disabled  individual  ivho — 

(1)  has  not  attained  age  65,  and 

(2)  is  receiving  benefits  {or  with  respect  to  whom  benefits  are  paid) 
under  this  title, 

the  Secretary  shall  make  provision  for  referral  of  such  individual  to  the 
appropriate  State  agency  administering  the  State  plan  for  vocational 
rehabilitation  services  approved  under  the  Vocational  Rehabilitation  Act, 
or,  in  the  case  of  any  such  individual  who  has  not  attained  age  16,  to  the 
appropriate  State  agency  administering  the  State  plan  under  subsection 
(b)  of  this  section,  and  {except  in  such  cases  as  he  may  determine)  for  a 
review  not  less  often  than  quarterly  of  such  individual's  blindness  or 
disability  and  his  need  for  and  utilization  of  the  services  made  available 
to  him  under  such  plan. 

{b)  {1)  The  Secretary  shall  by  regulation  prescribe  criteria  for  approval 
of  State  plans  for — 

{A)  assuring  appropriate  counseling  for  disabled  children  referred 
pursuant  to  subsection  {a)  and  their  families, 

{B)  establishment  of  individual  service  plans  for  such  disabled 
children,  and  prompt  referral  to  appropriate  medical,  educational, 
and  social  services, 

{C)  monitoring  to  assure  adherence  to  such  service  plans,  and 
(D)  provision  for  such  disabled  children  who  are  6  years  of  age 
and  under,  or  who  have  never  attended  public  school  and  require 
preparation  to  take  advantage  of  public  educational  services,  of 
medical,  social,  developmental,  and  rehabilitative  services,  in  cases 
where  such  services  reasonably  promise  to  enhance  the  child's  ability 
to  benefit  from  subsequent  education  or  training,  or  otherwise  to 
enhance  his  opportunities  for  self-sufficiency  or  self-support  as  an 
adult. 

{2)  Such  criteria  shall  include — 
{A)  administration — 

{i)  by  the  agency  administering  the  State  plan  for  crippled 
children's  services  under  title  V  of  this  act,  or 

{ii)  by  another  agency  which  administers  programs  providing 
services  to  disabled  children  and  which  the  Governor  of  the 
State  concerned  has  determined  is  capable  of  administering  the 
State  plan  described  in  the  first  sentence  of  this  subsection  in 
a  more  efficient  and  effiective  manner  than  the  agency  described 
in  clause  {i)  {with  the  reasons  for  such  determination  being 
set  forth  in  the  State  plan  described  in  the  first  sentence  of  this 
subsection) ; 
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(B)  coordination  with  other  agencies  serving  disabled  children; 
and 

(C)  establishment  of  an  identifiable  unit  within  such  agency 
which  shall  be  responsible  for  carrying  out  the  plan. 

(c)  Every  individual  uvith  respect  to  ivhom  the  Secretary  is  required  to 
make  provision  for  referral  under  subsection  (a)  shall  accept  such  services 
as  are  made  available  to  him  under  the  State  plan  for  vocational  and  re- 
habilitation services  approved  under  the  Vocational  Rehabilitation  Act 
or  under  subsection  (b)  of  this  section:  and  no  such  individual  shall  be 
an  eligible  individual  or  eligible  spouse  for  purposes  of  this  title  if  he 
refuses  loithout  good  cause  to  accept  services  for  which  he  is  referred 
under  subsection  (a). 

(d)  The  Secretary  is  authorized  to  pay  to  the  State  aegncy  administering 
or  supervising  the  administration  of  a  State  plan  for  vocational  rehabili- 
tation services  approved  under  the  Vocational  Rehabilitation  Act  the 
costs  incurred  under  such  plan  in  the  provision  of  rehabilitation  services 
to  individuals  referred  for  such  services  pursuant  to  subsection  (a). 

{e){l)  The  Secretary  shall,  subject  to  the  limitations  imposed  by  para- 
graphs {2)  and  (3),  pay  to  the  State  agency  administering  a  State  plan 
of  a  State  under  subsection  (b)  of  this  section,  the  costs  incurred  each 
fiscal  year  which  begins  after  September  30,  1976,  and  ends  prior  to 
October  1,  1979,  in  carrying  out  the  State  plan  approved  pursuant  to 
such  subsection  (b) . 

(2)  (A)  Of  the  funds  paid  by  the  Secretary  with  respect  to  costs,  incurred 
in  any  State,  to  which  paragraph  (1)  applies,  not  more  than  10  per 
centum  thereof  shall  be  paid  with  respect  to  costs  incurred  with  respect 
to  activities  described  in  subsection  (b)(1)  (A),  (B),  and  (C). 

(B)  Whenever  there  are  provided  pursuant  to  this  section  to  any  child, 
services  of  a  type  which  is  appropriate  for  children  who  are  not  blind  or 
disabled,  there  shall  be  disregarded,  for  purposes  of  computing  any 
payment  with  respect  thereto  under  this  subsection,  so  much  of  the  costs 
of  such  services  as  would  have  been  incurred  if  the  child  involved  had  not 
been  blind  or  disabled. 

(C)  The  total  amount  payable  under  this  subsection  for  any  fiscal  year, 
with  respect  to  services  provided  in  any  State,  shall  be  reduced  by  the 
amount  by  which  the  sum  of  the  public  funds  expended  (as  determined 
by  the  Secretary)  from  non-Federal  sources  for  services  of  such  type  for 
such  fiscal  year  is  less  than  the  sum  of  such  funds  expended  from  such 
sources  for  services  of  such  type  for  the  fiscal  year  ending  June  30,  1976. 

(3)  No  payment  under  this  subsection  with  respect  to  costs  incurred 
in  providing  services  in  any  State  for  any  fiscal  year  shall  exceed  an 
amount  which  bears  the  same  ratio  to  $30,000,000  as  the  under  age  7 
population  of  such  State  (and  for  purposes  of  this  section  the  District  of 
Columbia  shall  be  regarded  as  a  State)  bears  to  the  under  age  7  population 
of  the  fifty  States  and  the  District  of  Columbia.  The  Secretary  shall 
promulgate  the  Umitatioii  applicable  to  each  State  for  each  fiscal  year 
under  this  paragraph  on  the  basis  of  ths  most  recent  satisfactory  data 
available  from  the  Department  of  Commerce  not  later  than  90  nor  earlier 
than  270  days  before  the  beginning  of  such  year. 

(b)  Publication  of  Criteria. — The  Secretary  shall,  within  120  days 
after  the  enactment  of  this  subsection,  publish  criteria  to  be' employed  to 
determine  disability  (as  defined  in  section  1614(a)(3)  of  the  Social 
Security  Act)  in  the  case  of  persons  who  have  not  attained  the  age  of  18. 
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OPTIONAL  STATE  SUPPLEMENTATION 

Sec.  1616.  (a)  *  *  * 

[(e)  Payments  made  under  this  title  with  respect  to  an  individual 
shall  be  reduced  by  an  amount  equal  to  the  amount  of  any  supplemen- 
tary payment  (as  described  in  subsection  (a))  or  other  payment  made 
by  a  State  (or  political  subdivision  thereof)  which  is  made  for  or  on 
account  of  any  medical  or  any  other  type  of  remedial  care  provided 
by  an  institution  to  such  individual  as  an  inpatient  of  such  institution 
in  the  case  of  any  State  which  has  a  plan  approved  under  title  XIX  of 
this  Act  if  such  care  is  (or  could  be)  provided  under  a  State  plan 
approved  under  title  XIX  of  this  Act  by  an  institution  certified  under 
such  title  XIX.3  ' 

******* 

TITLE   XIX— GRANTS   TO    STATES    FOR  MEDICAL 
ASSISTANCE  PROGRAMS 

*  *  *  *  *  *  .  H« 

DEFINITIONS 

Sec.  1905.  For  purposes  of  this  title — 

*******!« 

(b)  The  term  ^Tederal  medical  assistance  percentage"  for  any 
State  shall  be  100  per  centum  less  the  vState  percentage;  and  the 
State  percentage  shall  be  that  percentage  which  bears  the  same  ratio 
to  45  per  centum  as  the  square  of  the  per  capita  income  of  such  State 
bears  to  the  square  of  the  per  capita  income  of  the  continental  United 
States  (including  Alaska)  and  Hawaii;  except  that  (1)  the  Federal 
medical  assistance  percentage  shall  in  no  case  be  less  than  50  per  cen- 
tum or  more  than  83  per  centum,  and  (2)  the  Federal  medical  assist- 
ance percentage  for  Puerto  Rico,  the  Virgin  Islands,  [and  Guam] 
Guam,  and  the  Commonwealth  of  the  Northern  Mariana  Islands  shall 
be  50  per  centum.  The  Federal  medical  assistance  percentage  for  any 
State  shall  be  determined  and  promulgated  in  accordance  with  the 
provisions  of  subparagraph  (B)  of  section  1110(a)(8). 


1  Effective  October  1,  1977,  section  1616(e)  of  such  Act  is  amended  to  read  as  follows: 

"(e)  (1)  Each  State  shall  establish  or  designate  one  or  more  State  or  local  authorities  which  shall  establish, 
maintain,  and  insure  the  enforcement  of  standards  for  any  category  of  institutions,  foster  homes,  or  group 
living  arrangements  in  which  (as  determined  by  the  State)  a  significant  number  of  recipients  of  supplemental 
security  income  benefits  is  residing  or  is  likely  to  reside.  Such  standards  shall  be  appropriate  to  the  needs  of 
such  recipients  and  the  character  of  the  facilities  involved,  and  shall  govern  such  matters  as  admission  poli- 
cies, safety,  sanitation,  and  protection  of  civil  rights. 

"  (2)  Each  State  shall  annually  make  available  for  public  review,  as  a  part  of  the  services  program  planning 
procedures  established  pursuant  to  section  2001  of  this  Act,  a  summary  of  the  standards  established  pursuant 
to  paragraph  (1),  and  shall  make  available  to  any  interested  individual  a  copy  of  such  standards,  along  with 
the  procedures  available  in  the  State  to  insure  the  enforcement  of  such  standards  and  a  list  of  any  waivers 
of  such  standards  and  any  violations  of  such  standards  which  have  come  to  the  attention  of  the  authority 
responsible  for  their  enforcement. 

"(3)  Each  State  shall  certify  annually  to  the  Secretary  that  it  is  in  compliance  with  the  requirements  of 
this  subsection. 

"  (4)  Payments  made  under  this  title  with  respect  to  an  individual  shall  be  reduced  by  an  amount  equal  to 
the  amount  of  any  supplementary  payment  (as  described  in  subsection  (a))  or  other  payment  made  by  a 
State  (or  political  subdivision  thereof)  which  is  made  for  or  on  account  of  any  medical  or  any  other  type  of 
remedial  care  provided  by  an  institution  of  the  type  described  in  paragraph  (1)  to  such  individual  as  a  resi- 
dent or  an  inpatient  of  such  institution  if  sucli  institution  is  not  approved  as  meeting  the  standards  described 
in  such  paragraph  by  the  appropriate  State  or  local  authoiities,". 
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Act  of  June  6,  1933 

AN  ACT  To  provide  for  the  establishment  of  a  national  employment  system  and 
for  cooperation  with  the  States  in  the  promotion  of  such  system,  and  for  other 
purposes 

Sec.  5.  (a)  There  is  authorized  to  be  appropriated,  out  of  an}^  money 
in  the  Treasury  not  otherwise  appropriated,  such  amounts  from  time 
to  time  as  the  Congress  may  deem  necessar}^  to  carry  out  the  purposes 
of  this  Act. 

(b)  The  Secretary  shall  from  time  to  time  certify  to  the  Secretary 
of  the  Treasury  for  payment  to  each  State  which  (i),  except  in  the 
case  of  Guam  [and  the  Virgin  Islands],  has  an  unemplo^^ment  compen- 
sation law  approved  by  the  Secretar}?"  under  the  Federal  Unemploy- 
ment Tax  Act  and  is  found  to  be  in  compliance  with  section  303  of  the 
Social  Security  Act,  as  amended,  and  (ii)  is  found  to  be  in  compliance 
with  the  Act  of  June  6,  1933  (48  Stat.  113),  as  amended,  such  amounts 
as  the  Secretary  determines  to  be  necessary  for  the  proper  and  efficient 
administration  of  its  public  emplo3^ment  offices. 

jjc  ^  jjs  5ii  ?ij  ^  jfs 


Act  of  October  30,  1972 
AN  ACT  to  amend  the  Social  Security  Act,  and  for  other  purposes 

^  ii:  ^  ^  ^  ^ 

TITLE  IV— MISCELLANEOUS 

LIMITATION  ON  FISCAL  LIABILITY  OF  STATES  FOR  OPTIONAL 
STATE  SUPPLEMENTATION 

Sec.  401.  (a)(1)  The  amount  pa3^able  to  the  Secretary  by  a  State 
for  any  fiscal  A'ear  pursuant  to  its  agreement  or  agreements  under 
section  1616  of  the  Social  Securit}^  Act  shall  not  exceed  the  non- 
Federal  share  of  expenditures  as  aid  or  assistance  for  quarters  in 
the  calendar  3^ear  1972  under  the  plans  of  the  State  approved  under 
titles  I,  X,  XIV,  and  XVI  of  the  Social  Security  Act  (as  defined  in 
subsection  (c)  of  this  section). 

(2)  Paragraph  (1)  of  this  subsection  shall  only  apply  with  respect 
to  that  portion  of  the  supplementary  payments  made  by  the  Secre- 
tary on  behalf  of  the  State  under  such  agreements  in  any  fiscal  year 
which  does  not  exceed  in  the  case  of  any  individual  the  difference 
between — 

(A)  the  adjusted  payment  level  under  the  appropriate  approved 
plan  of  such  State  as  in  effect  for  January  1972  (as  defined  in 
subsection  (b)  of  this  section),  and 

(B)  the  benefits  under  title  XVI  of  the  Social  Security  Act 
I  (subject  to  the  second  sentence  of  this  paragraph),  plus  income  not 
i         excluded  under  section  1612(b)  of  such  Act  in  determining  such 

benefits,  paid  to  such  individual  in  such  fiscal  year. 
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and  shall  not  apply  with  respect  to  supplementary  payments  to  any 
individual  who  (i)  is  not  required  by  section  1616  of  such  Act  to  be 
included  in  any  such  agreement  administered  by  the  Secretary  and 
(ii)  would  have  been  ineligible  (for  reasons  other  than  income)  for 
payments  under  the  appropriate  approved  State  plan  as  in  effect 
for  January  1972.  In  determining  the  difference  between  the  level  specified 
in  subparagraph  (A)  and  the  benefits  and  income  described  in  subpara- 
graph (B)  there  shall  be  excluded  any  part  of  any  such  benefit  which 
results  from  {and  would  not  be  payable  but  for)  any  cost-of-living  increase 
in  such  benefits  under  section  1617  of  such  Act  {or  any  general  increase 
enacted  by  law  in  the  dollar  amounts  referred  to  in  such  section)  becoming 
effective  after  June  30,  1977 :\ 

******* 

Federal-State  Extended  Unemployment  Compensation  Act  of 

1970 

S'J  *  *  *  *  *  * 

TITLE  II— FEDERAL-STATE  EXTENDED  UNEMPLOY- 
MENT COMPENSATION  PROGRAM 

PAYMENT  OF  EXTENDED  COMEPNSATION 

State  Law  Requirements 

Sec.  202.  (a)  (1)  For  purposes  of  section  3304(a)  (11)  of  the  Internal 
Revenue  Code  of  1954,  a  State  law  shall  provide  that  payment  of 
extended  compensation  shall  be  made,  for  any  week  of  unemployment 
which  begins  in  the  individual's  eligibility  period,  to  individuals  who 
have  exhausted  all  rights  to  regular  compensation  under  the  State 
law  and  who  have  no  rights  to  regular  compensation  with  respect  to 
such  week  under  such  law  or  any  other  State  unemployment  compen- 
sation law  or  to  compensation  under  any  other  Federal  law  and  are 
not  receiving  compensation  with  respect  to  such  week  under  the  unem- 
ployment compensation  law  of  [the  Virgin  Islands  or]  Canada.  For 
purposes  of  the  preceding  sentence,  an  individual  shall  have  exhausted 
his  rights  to  regular  compensation  under  a  State  law  (A)  when  no 
payments  of  regular  compensation  can  be  made  under  such  law  because 
such  individual  has  received  all  regular  compensation  available  to  him 
based  on  employment  or  wages  during  his  base  period,  or  (B)  when 
his  rights  to  such  compensation  have  terminated  by  reason  of  the 
expiration  of  the  benefit  year  with  respect  to  which  such  rights  existed. 

*  *  *  *  *  * 

EXTENDED  BENEFIT  PERIOD 

Beginning  and  Ending 

Sec.  203.  (a)  *  *  * 
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National  ''On"  and  ''Off"  Indicators 

[(d)  For  purposes  of  this  section — 

[(1)  There  is  a  national  "on"  indicator  for  a  week  if  for  each 
of  the  three  most  recent  calendar  months  ending  before  such 
week),  the  rate  of  insured  unemployment  (seasonally  adjusted) 
for  all  States  equaled  or  exceeded  4.5  per  centum  (determined  by 
reference  to  the  average  monthly  covered  emplo^^ment  for  the 
first  four  of  the  most  recent  six  calendar  quarters  ending  before 
the  month  in  question) . 

[(2)  There  is  a  national  "off"  indicator  for  a  week  if  for  each  of 
the  three  most  recent  calendar  months  ending  before  such  week, 
the  rate  of  insured  unemployment  (seasonally  adjusted)  for  all 
States  was  less  than  4.5  per  centum  (determined  by  reference  to 
the  average  monthty  covered  employment  for  the  first  four  of 
the  most  recent  six  calendar  quarters  ending  before  the  month 
in  question). 

Effective  with  respect  to  compensation  for  weeks  of  unemployment 
beginning  before  December  31,  1976,  and  beginning  after  December  31, 
1974  (or,  if  later,  the  date  established  pursuant  to  State  law),  the 
State  may  b}'  law  provide  that  the  determination  of  whether  there  has 
been  a  national  "on"  or  "off"  indicator  beginning  or  ending  any 
extended  benefit  period  shall  be  made  under  this  subsection  as  if  the 
phrase  "4.5  per  centum."  contained  in  paragraphs  (1)  and  (2),  read 
"4  percentum."] 

(d)  For  purposes  of  this  section — 

(1)  There  is  a  national  "on^^  indicator  for  a  week  if,  for  the 
period  consisting  of  such  week  and  the  immediately  preceding 
twelve  weeks,  the  rate  of  insured  unemployment  (seasonally  ad- 
justed) for  all  States  equaled  or  exceeded  1^.5  per  centum  {deter- 
mined hy  reference  to  the  average  monthly  covered  employment 
for  the  first  four  of  the  most  recent  six  calendar  quarters  ending 
before  the  close  of  such  period). 

(2)  There  is  a  national  ''off'  indicator  for  a  week  if,  for  the 
period  consisting  of  such  week  and  the  immediately  preceding 
twelve  weeks,  the  rate  of  insured  unemployment  (seasonally  ad- 
justed) for  all  States  was  less  than  4-^  V^^r  centum  (determined 
hy  reference  to  the  average  monthly  covered  employment  for  the 
first  four  of  the  most  recent  six  calendar  quarters  ending  before 
the  close  of  such  period) . 

State  "On"  and  "Off"  Indicators 

[(e)  For  purposes  of  this  section — 

[(1)  There  is  a  State  "on"  indicator  for  a  week  if  the  rate  of 
insured  unemployment  under  the  State  law  for  the  period  consist- 
ing of  such  week  and  the  immediately  preceding  twelve  weeks — 
[(A)  equaled  or  exceeded  120  per  centum  of  the  average  of 
such  rates  for  the  corresponding  thirteen-week  period  ending 
in  each  of  the  preceding  two  calendar  years,  and 
[(B)  equaled  or  exceeded  4  per  centum. 
[(2)  There  is  a  State  "off"  indicator  for  a  week  if,  for  the  period 
consisting  of  such  week  and  the  immediately^  preceding  twelve 
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weeks,  either  subparagraph  (A)  or  subparagraph  (B)  of  para- 
graph (1)  was  not  satisfied.  Effective  with  respect  to  com- 
pensation for  weeks  of  unemployment  beginning  before  July  1, 
1973,  and  beginning  after  the  date  of  the  enactment  of  this  sen- 
tence (or,  if  later,  the  date  established  pursuant  to  State  law), 
the  State  may  by  law  provide  that  the  determination  of  whether 
there  has  been  a  State  ''off"  indicator  ending  any  extended  benefit 
period  shall  be  made  under  this  subsection  as  if  paragraph  (1)  did 
not  contain  subparagraph  (A)  thereof.  Effective  with  respect  to 
compensation  for  weeks  of  unemployment  beginning  before  Janu- 
ary 1,  1974,  and  beginning  after  the  date  of  the  enactment  of  this 
sentence  (or,  if  later,  the  date  established  pursuant  to  State  law), 
the  State  by  law  may  provide  that  the  determination  of  whether 
there  has  been  a  State  ''off"  indicator  ending  any  extended  benefit 
period  shall  be  made  under  this  subsection  as  if  paragraph  (1)  did 
not  contain  subparagraph  (A)  thereof  and  may  provide  that  the 
determination  of  whether  there  has  been  a  State  "on"  indicator 
beginning  any  extended  benefit  period  shall  be  made  under  this 
subsection  as  if  (i)  paragraph  (1)  did  not  contain  subparagraph 
(A)  thereof,  (ii)  the  4  per  centum  contained  in  subparagraph  (B) 
thereof  were  4.5  per  centum,  and  (iii)  paragraph  (1)  of  subsection 
(b)  did  not  contain  subparagraph  (B)  thereof.  In  the  case  of  any 
individual  who  has  a  week  with  respect  to  which  extended  com- 
pensation was  payable  pursuant  to  a  State  law  referred  to  in  the 
preceding  sentence,  if  the  extended  benefit  period  under  such  law 
does  not  expire  before  January  1,  1974,  the  eligibility  period  of 
such  individual  for  purposes  of  such  law  shall  end  with  the  thir- 
teenth week  which  begins  after  December  31,  1973.  Effective  with 
respect  to  compensation  for  weeks  of  unemployment  beginning 
before  March  31,  1977,  and  beginning  after  December  31,  1973 
(or,  if  later,  the  date  established  pursuant  to  State  law),  the  State 
may  by  law  provide  that  the  determination  of  whether  there  has 
been  a  State  "on"  or  "off"  indicator  beginning  or  ending  any 
extended  benefit  period  shall  be  made  under  this  subsection  as  if 
paragraph  (1)  did  not  contain  subparagraph  (A)  thereof.] 
(e)  For  purposes  of  this  section — 

(1)  There  is  a  State  'on^  indicator  for  a  week  if  the  rate  of  insured 
unemployment  under  the  State  law  for  the  period  consisting  of  such 
week  and  the  immediately  preceding  twelve  weeks — 

{A)  equaled  or  exceeded  120  per  centum  of  the  average  of 
such  rates  for  the  corresponding  thirteen-week  period  ending 
in  each  of  the  preceding  two  calendar  years,  and 

(B)  equaled  or  exceeded  4  V^^  centum. 

(2)  There  is  a  State  'off  indicator  for  a  week  if,  for  the  period 
consisting  of  such  week  and  the  immediately  preceding  twelve  weeks, 
either  subparagraph  {A)  or  subparagraph  (B)  of  paragraph  (1)  is 

not  satisfied. 

Effective  with  respect  to  compensation  for  weeks  of  unemployment  begin- 
ning after  March  30,  1977  {or,  if  later,  the  date  established  pursuant  to 
State  laiv) ,  the  State  may  by  law  provide  that  the  determination  of  whether 
there  has  been  a  State  'on'  or  'off  indicator  beginning  or  ending  any 
extended  benefit  period  shall  be  mdde  under  this  subsection  as  if  (i)  para- 
graph (1)  did  not  contain  subparagraph  (A)  thereof,  and  (ii)  the  figure 
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'4'  contained  in  suhparagmph  (B)  thereof  ivere  '6\-  except  that,  not- 
withstanding any  such  provision  of  State  law,  any  week  for  which  there 
would  otherwise  be  a  State  'on'  indicator  shall  continue  to  be  such  a 
week  and  shall  not  be  determined  to  be  a  week  for  ivhich  there  is  a  State 
'off  indicator.''.  For  purposes  of  this  subsection,  the  rate  of  insured 
unemplo}Tnent  for  any  thirteen-week  period  shall  be  determined 
by  reference  to  the  average  monthly  covered  emplo^^ment  under  the 
State  law  for  the  first  four  of  the  most  recent  six  calendar  quarters 
ending  before  the  close  of  such  period. 

PAYMENTS  TO  STATES 

Amount  Payable 

Sec.  204.  (a)(1)  There  shall  be  paid  to  each  State  an  amount  equal 
to  one-half  of  the  sum  of — 

(A)  the  sharable  extended  compensation,  and 

(B)  the  sharable  regular  compensation, 
paid  to  individuals  under  the  State  law. 

(2)  No  payment  shall  be  made  to  any  State  under  this  subsection 
in  respect  of  compensation  for  which  the  State  is  entitled  to  reim- 
bursement under  the  provisions  of  any  Federal  law  other  than  this 
Act. 

(3)  In  the  case  of  compensation  which  is  sharable  extended  compen- 
sation or  sharable  regular  compensation  by  reason  of  the  provision 
contained  in  the  last  sentence  of  section  203(d),  the  first  paragraph 
of  this  subsection  shall  be  applied  as  if  the  words  ' 'one-half  of"  read 
''100  per  centum  of"  but  only  with  respect  to  compensation  that  would 
not  have  been  payable  if  the  State  law's  provisions  as  to  the  State  "on" 
and  "off"  indicators  omitted  the  120  percent  factor  as  provided  for  by 
Pubhc  Law  93-368  and  by  section  106  of  this  Act. 

******* 

DEFINITIONS 

Sec.  205.  For  purposes  of  this  title — 

(1)  The  term  "compensation"  means  cash  benefits  payable  to 
individuals  with  respect  to  their  unemployment. 

(2)  The  term  "regular  compensation"  means  compensation 
payable  to  an  individual  under  any  State  unemployment  com- 
pensation law  (including  compensation  payable  pursuant  to  5 
U.S.C.  chapter  85),  other  than  extended  compensation  and  addi- 
tional compensation. 

(3)  The  term  "extended  compensation"  means  compensation 
(including  additional  compensation  and  compensation  payable 
pursuant  to  5  U.S.C.  chapter  85)  payable  for  weeks  of  unemploy- 
ment beginning  in  and  extended  benefit  period  to  an  individual 
under  those  provisions  of  the  State  law  which  satisfy  the  require- 
ments of  this  title  mth  respect  to  the  payment  of  extended 
compensation. 

(4)  The  term  "additional  compensation"  means  compensation 
payable  to  exhaustees  by  reason  of  conditions  of  high  unemploy- 
ment or  by  reason  of  other  special  factors. 
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(5)  The  term  '^benefits  year"  means  the  benefit  year  as  defined 
in  the  appHcable  State  law. 

(6)  The  term  ^ 'base  period"  means  the  base  period  as  deter- 
mined under  appKcable  State  law  for  the  benefit  year. 

(7)  The  term  ' 'Secretary"  means  the  Secretary  of  Labor  of  the 
United  States. 

(8)  The  term  ''State"  includes  the  District  of  Columbia  [and], 
the  Commonwealth  of  Puerto  Rico,  and  the  Virgin  Islands. 

(9)  The  term  "State  agency"  means  the  agency  of  the  State 
which  administers  its  State  law. 

(10)  The  term  "State  law"  means  the  unemployment  com- 
pensation law  of  the  State,  approved  by  the  Secretary  under 
section  3304  of  the  Internal  Revenue  Code  of  1954. 

(11)  The  term  "week"  means  a  week  as  defined  in  the  applicable 
State  law. 

*****  * 

Section  102  of  the  Emergency  Unemployment  Compensation 

Act  of  1974 

federal-state  agreements 
Sec.  102.  (a)  *  *  * 

(b)  Any  such  agreement  shall  provide  that  the  State  agency  of  the 
State  will  make  payments  of  emergency  compensation — 
(1)  to  individuals  who — 

(A)  (i)  have  exhausted  all  rights  to  regular  compensation 
under  the  State  law ; 

(ii)  have  exhausted  all  rights  to  extended  compensation, 
or  are  not  entitled  thereto,  because  of  the  ending  of  their 
eligibility  period  for  extended  compensation,  in  such  State; 

(B)  have  no  rights  to  compensation  (including  both  regu- 
lar compensation  and  extended  compensation)  with  respect 
to  a  week  under  such  law  or  any  other  State  unemployment 
compensation  law  or  to  compensation  under  any  other 
Federal  law;  and 

(C)  are  not  receiving  compensation  with  respect  to  such 
week  under  the  unemployment  compensation  law  of  [the 
Virgin  Islands  or]  Canada, 

******* 
TITLE  5,  UNITED  STATES  CODE 

*  «  *  :!:  ^  :;<  * 

Chapter  85— UNEMPLOYMENT  COMPENSATION 

SUBCHAPTER  I  EMPLOYEES  GENERALLY 

Sec. 

8501.  Definitions. 

8502.  Compensation  under  State  agreement. 

8503.  Compensation  absent  State  agreement. 

8504.  Assignment  of  Federal  service  and  wages. 

8505.  Payments  to  States. 

8506.  Dissemination  of  information. 

8507.  False  statements  and  misrepresentations. 

8508.  Regulations. 
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subchapter  ii  ex-servicemen 

Sec. 

8521.  Definitions;  application. 

8522.  Assignment  of  Federal  service  and  wages. 

8523.  Dissemination  of  information. 

8524.  Accrued  leave. 

8524.  Accured  leave.* 

8525.  EfiFect  on  other  statutes. 

Subchapter  I— EMPLOYEES  GENERALLY 

§  8501.  Definitions 

For  the  purpose  of  this  subchapter — 
^■j^^  *  *  * 

(6)  ''State"  means  the  several  States,  the  District  of  Columbia, 
[and]  the  Commonwealth  of  Puerto  Rico,  and  the  Virgin  Islands; 
[and] 

(7)  ''United  States",  when  used  in  a  geographical  sense,  means 
the  States  [.J;  and 

(8)  "base  period' '  means  the  base  period  as  defined  by  the  ap- 
plicable State  unemployment  compensation  law  for  the  benefit  year. 

§  8503.  Compensation  absent  State  agreement 

(a)  *  *  * 

[(b)  In  the  case  of  a  Federa]  employee  whose  Federal  service  and 
Federal  wages  are  assigned  under  section  8504  of  this  title  to  the 
Virgin  Islands,  the  Secretary,  under  regulations  prescribed  by  him 
and  on  the  filing  of  a  claim  for  compensation  under  this  subsection  by 
the  Federal  emploA^ee,  shall  pay  the  compensation  to  him  in  the  same 
amounts,  on  the  same  terms,  and  subject  to  the  same  conditions  as 
would  be  paid  to  him  under  the  unemploj^ment  compensation  law  of 
the  District  of  Columbia  if  his  Federal  service  and  Federal  wages 
had  been  included  as  employment  and  wages  under  that  law.  However, 
if  the  Federal  emplo^^ee,  without  regard  to  his  Federal  service  and 
Federal  wages,  has  employment  or  wages  sufficient  to  qualify  for  com- 
pensation during  the  benefit  year  under  that  law,  then  payments  of 
compensation  under  this  subsection  ma}^  be  made  only  on  the  basis 
of  his  Federal  service  and  Federal  wages.] 

[(c)]  (b)  A  Federal  employee  whose  claim  for  compensation  under 
subsection  (a)  [or  (b)]  of  this  section  is  denied  is  entitled  to  a  fair 
hearing  under  regulations  prescribed  b}^  the  Secretary.  A  final  deter- 
mination by  the  Secretary  with  respect  to  entitlement  to  compensation 
under  this  section  is  subject  to  review  by  the  courts  in  the  same  manner 
and  to  the  same  extent  as  is  provided  by  section  405(g)  of  title  42. 
[(d)  For  the  purpose  of  this  section,  the  Secretarj^  may — 

[(1)  use  the  personnel  and  facilities  of  the  agency  in  the  Virgin 

Islands  cooperating  with  the  United  States  Employment  Service 

under  chapter  4B  of  title  29;  and 

[(2)  delegate  to  officials  of  that  agency  the  authority  granted 

to  him  by  this  section  when  he  considers  the  delegation  to  be 

necessary  in  carrying  out  the  purpose  of  this  subchapter. 
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[For  the  purpose  of  payments  made  to  that  agency  under  chapter  4B 
of  title  29,  the  furnishing  of  the  personnel  and  facihties  is  deemed  a 
part  of  the  administration  of  the  public  employment  offices  of  that 
agency.] 

§  8504.  Assignment  of  Federal  service  and  wages 

Under  regulations  prescribed  by  the  Secretary  of  Labor,  the  Fed- 
eral service  and  Federal  wages  of  a  Federal  employee  shall  be  assigned 
to  the  State  in  which  he  had  his  last  official  station  in  Federal  service 
before  the  filing  of  his  first  claim  for  compensation  for  the  benefit  year. 
However — 

(1)  if,  at  the  time  of  filing  his  first  claim,  he  resides  in  another 
State  in  which  he  performed,  after  the  termination  of  his  Federal 
service,  service  covered  under  the  unemployment  compensation 
law  of  the  other  State,  his  Federal  service  and  Federal  wages 
shall  be  assigned  to  the  other  State;  and 

(2)  if  his  last  official  station  in  Federal  service  before  filing 
his  first  claim,  was  outside  the  United  States,  his  Federal  service 
and  Federal  wages  shall  be  assigned  to  the  State  where  he  resides 
at  the  time  he  files  his  first  claim  [;  and]. 

[(3)  if  his  first  claim  is  filed  while  he  is  residing  in  the  Virgin 
Islands,  his  Federal  service  and  Federal  wages  shall  be  assigned 
to  the  Virgin  Islands.] 

§  8505.  Payments  to  States 

(a)  Each  State  is  entitled  to  be  paid  by  the  United  States  [an 
amount  equal  to  the  additional  cost  to  the  State  of  payments  of  com- 
pensation in  accordance  with  an  agreement  under  this  subchapter 
which  would  not  have  been  made  by  the  State  but  for  the  agreement.] 

with  respect  to  each  individual  whose  base  period  wages  included  Federal 
wages  an  amount  which  shall  bear  the  same  ratio  to  the  total  amount  oj 
compensation  paid  to  such  individual  as  the  amount  oj  his  Federal  wages 
in  his  base  period  bears  to  the  total  amount  oj  his  base  period  wages. 
******* 

§  8506.  Dissemination  of  information 

(a)  Each  agency  of  the  United  States  and  each  wholly  or  partially 
owned  instrumentality  of  the  United  States  shall  make  available  to 
State  agencies  which  have  agreements  under  this  subchapter,  or  to  the 
Secretary  of  Labor,  as  the  case  may  be,  such  information  concerning 
the  Federal  service  and  Federal  wages  of  a  Federal  employee  as  the 
Secretary  considers  practicable  and  necessary  for  the  determination 
of  the  entitlement  of  the  Federal  employee  to  compensation  under 
this  subchapter.  The  information  shall  include  findings  of  the  em- 
ploying agency  concerning — 

(1)  whether  or  not  the  Federal  employee  has  performed  Federal 
service ; 

(2)  the  periods  of  Federal  service; 

(3)  the  amount  of  Federal  wages ;  and 

(4)  the  reasons  for  termination  of  Federal  service. 

The  employing  agency  shall  make  the  findings  in  the  form  and  manner 
prescribed  by  regulations  of  the  Secretary.  The  regulations  shall  in- 
clude provision  for  correction  by  the  employing  agency  of  errors  and 
omissions.  Findings  made  in  accordance  with  the  regulations  are  final 
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and  conclusive  for  the  purpose  of  sections  8502(d)  and  8503(c)  of  this 
title.  This  subsection  does  not  apph^  with  respect  to  Federal  service 
and  Federal  wages  covered  b}'  subchapter  II  of  this  chapter. 

%  H<  4=  ^  ^  ^  % 

Subchapter  II-^EX-SERVICEMEN 

§  8521.  Definitions ;  application 

(a)  For  the  purpose  of  this  subchapter — 

(1)  ''Federal  service"  means  active  service,  including  active 
duty  for  training  purposes,  in  the  armed  forces  which  either 
began  after  Januarv  31,  1955,  or  terminated  after  October  27, 
1958,  if— 

(A)  that  service  was  continuous  for  90  da3^s  or  more,  or 
was  terminated  earlier  because  of  an  actual  service-incurred 
injur}'  or  disability;  and 

(B)  with  respect  to  that  service,  the  individual — 

(i)  was  discharged  or  released  under  conditions  other 
than  dishonorable;  and 

(ii)  was  not  given  a  bad  conduct  discharge  or,  if  an 
officer,  did  not  resign  for  the  good  of  the  service; 

(2)  "Federal  wages"  means  all  pay  and  allowances,  in  cash 
and  in  kind,  for  Federal  service,  computed  on  the  basis  of  the  pay 
and  allowances  for  the  pay  grade  of  the  individual  at  the  time 
of  his  latest  discharge  or  release  from  Federal  service  as  specified 
in  the  schedule  applicable  at  the  time  he  files  his  first  claim  for 
compensation  for  the  benefit  year.  The  Secretary  of  Labor  shall 
issue,  from  time  to  time,  after  consultation  with  the  Secretar}^ 
of  Defense,  schedules  specifying  the  pa}-  and  allowances  for  each 
pay  grade  of  servicemen  covered  b}^  this  subchapter,  which  reflect 
representative  amounts  for  appropriate  elements  of  the  pay  and 
allowances  whether  in  cash  or  in  kind ;  and 

(3)  "State"  means  the  several  States,  the  District  of  Colum- 
bia, [and]  the  Commonwealth  of  Puerto  Rico,  and  the  Virgin 
Islands. 

(b)  The  provisions  of  subchapter  I  of  this  chapter,  subject  to  the 
modifications  made  by  this  subchapter,  apply  to  individuals  who  have 
had  Federal  service  as  defined  b}"  subsection  (a)  of  this  section. 

§  8522.  Assignment  of  Federal  service  and  wages 

Notwithstanding  section  8504  of  this  title.  Federal  service  and 
Federal  wages  not  previously  assigned  shall  be  assigned  to  the  State 
[or  to  the  Virgin  Islands,  as  the  case  may  be]  in  which  the  claimant 
first  files  claim  for  unemployment  compensation  after  his  latest  dis- 
charge or  release  from  Federal  service.  This  assignment  is  deemed 
as  assignment  under  section  8504  of  this  title  for  the  purpose  of  this 
subchapter. 
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PUBLIC  LAW  90-248 

Sec.  248  (a)  *  *  * 

(b)  Notwithstanding  subparagraphs  (A)  and  (B)  of  section  403 
(a)(3)  of  such  Act  (as  amended  by  this  Act),  the  rate  specified  in  i 
such  subparagraphs  in  the  case  of  Puerto  Rico,  the  Virgin  Islands,  | 
[and  Guam]  Guam,  and  the  Commonwealth  oj  the  Northern  Mariana  \ 
Islands  shall  be  60  per  centum  (rather  than  75  or  85  per  centum). 

(c)  Effective  July  1,  1969,  neither  the  provisions  of  clauses  (A) 
through  (C)  of  section  402(a)(7)  of  such  Act  as  in  effect  before  the 
enactment  of  this  Act  nor  the  provisions  of  section  402  (a)  (8)  of  such 
Act  as  amended  by  section  202  (b)  of  this  Act  shall  apply  in  the  case  of 
Puerto  Rico,  the  Virgin  Islands,  [or  Guam]  Guam,  or  the  Common- 
wealth of  the  Northern  Mariana  Islands.  Effective  no  later  than 
July  1,  1972,  the  State  plans  of  Puerto  Rico,  the  Virgin  Islands,  [and 
Guam]  Guam,  and  the  Commonwealth  of  the  Northern  Mariana  Islands 
approved  under  section  402  of  such  Act  shall  provide  for  the  dis- 
regarding of  income  in  making  the  determination  under  section  402 
(a)  (7)  of  such  Act  in  amounts  (agreed  to  between  the  Secretary  and 
the  State  agencies  involved)  sufficiently  lower  than  the  amounts 
specified  in  section  402(a)(8)  of  such  Act  to  reflect  appropriately  the 
applicable  differences  in  income  levels. 

(d)  The  amendment  made  by  section  220(a)  of  this  Act  shall  not 
apply  in  the  case  of  Puerto  Rico,  the  Virgin  Islands,  [or  Guam] 
Guam,  or  the  Commonwealth  of  the  Northern  Mariana  Islands. 

(e)  Effective  with  respect  to  quarters  after  1967,  section  1905(b) 
of  such  Act  is  amended  by  striking  out  ''55  per  centum"  and  inserting 
in  lieu  thereof  ''50  per  centum". 

*****  sf:  * 

PUBLIC  LAW  93-647 
*  *  *  *  *  *  * 

Sec  7.  (a)  *  *  * 

(b)  The  amendments  made  by  section  3  of  this  Act  shall  be  effective 
with  respect  to  payments  under  sections  403  and  603  of  the  Social 
Security  Act  for  quarters  commencing  after  September  30,  1975,  ex- 
cept that  the  amendments  made  b}^  section  3  (a)  shall  not  be  effective 
with  respect  to  the  Commonwealth  of  Puerto  Rico,  the  Virgin  Islands, 
[or  Guam]  Guam,  or  the  Commonwealth  of  the  Northern  Mariana 
Islands. 
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94th  Congress  )  HOUSE  OF  REPEESENTATIVES  j  Report 
2d  Session    j  1  No.  94-1745 


THE  UXEMPLOYIIENT  COMPENSATION  AMENDMENTS 

OF  1976 


OcToBEE  1, 1976. — Ordered  to  be  printed 


Mr.  Ullmax,  from  the  committee  of  conference,  submitted  the 

following 

CO]^FERENCE  REPORT 

[To  accompany  H.R.  10210] 

The  committee  of  conference  on  the  disagreeing  votes  of  the  two 
Houses  on  the  amendments  of  the  Senate  to  the  bill  (H.R..  10210) 
to  require  States  to  extend  unemployment  compensation  coverage  to 
certain  previously  uncovered  workers ;  to  increase  the  amount  of  the 
wages  subject  to  the  Federal  unemployment  tax;  to  increase  the  rate 
of  such  tax ;  and  for  other  purposes,  having  met,  after  full  and  free 
conference,  have  agreed  to  recommend  and  do  recommend  to  their 
respective  Houses  as  follows : 

That  the  House  recede  from  its  disagreement  to  the  amendments 
of  the  Senate  numbered  3,  11,  12,  14,  17,  18,  19,  21,  29,  30,  33,  36,  37, 
38,  39, 40, 41, 43, 44, 45,  and  46,  and  agree  to  the  same. 

That  the  Senate  recede  from  its  amendments  numbered  2,  5,  6,  7,  8, 
9, 10, 13, 16, 20, 22, 26, 27, 28, 34, 35,  and  52. 

Amendment  numbered  1 : 

That  the  House  recede  from  its  disagreement  to  the  amendment  of 
the  Senate  numbered  1  and  agree  to  the  same  with  an  amendment  as 
follows : 

Strike  out  the  matter  proposed  to  be  stricken  out  by  the  Senate 
amendment,  and  on  page  2  of  the  House  bill  after  line  3  insert  the 
following : 

SEC,  111.  COVERAGE  OF  CERTAIN  AGRICULTURAL  EMPLOYMENT, 

(a)  Noncash  Remuneration. — Section  3306(h)   of  the  Internal 
Revenue  Code  of  195 Jf  {defining  wages)  is  amended  hy  striking  out 
j  "or'  at  the  end  of  paragra.ph  (9),  by  striking  out  the  period  at  the  end 
\  of  paragraph  (10)  and  inserting  in  lieu  thereof  "/  or'\  and  by  adding 
!  at  the  end  thereof  the  following  new  paragraph: 

^^(11)  remu/neration  for  agricultural  labor  paid  in  any  medium 
other  than  ca^sh.''\ 
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(h)  Coverage  of  Agricultural  Labor. — Paragraph  (1)  of  sect /on 
3306(c)  of  such  Code  {defining  emfloyment)  is  amended  to  read  as 
follows: 

"(7)  agricultural  labor  {as  defined  in  subsection  {k))  unless — 
"  {A )  such  labor  is  performed  for  a  person  who — 

"(^)  during  any  calendar  quarter  in  the  calendar  year 
or  the  preceding  calendar  year  paid  remuneration  in 
cash  of  $20p00  or  more  to  individuals  employed,  in  agri- 
cultural labor  {not  taking  into  account  labor  performed 
before  January  i,  1980.  by  an  alien  referred  to  in  sub- 
paragraph {B))  ^  or 

{ii)  on  each  of  some  20  days  during  the  calendar  year 
or  the  preceding  calendar  yeai\  each  day  being  in  a  dif- 
ferent calendar  week.,  employed  in  agricultural  labor  {not 
taking  into  account  labor  performed  before  January  i, 
1980.,  by  an  alien  referred  to  in  subparagraph  {B))  for 
some  po?lion  of  the  du.y  {whether  or  not  at  the  same 
moment  of  time)  10  or  more  ind ividuals ;  and 
""{B)  such  labor  is  not  agricultural  labor  performed  before 
January  7, 1980^  by  an  individual  who  is  an  alien  admitted  to 
the  United  States  to  perform  agricultural  labor  pursuant  to 
sections  211f  {c)  and  101  {a)  {15)  {II)  of  the  Immigration  and 
Natio'nality  Actf\ 
{c)  Effective  Date. — The  amendments  nmde  by  this  section  shall 
apply  with  respect  to  remuneration  paid  after  December  31.  1977, 
for  services  performed  after  such  date. 
SEC,  112.  TREATMENT  OF  CERTAIN  FARMWORKERS. 

{a)  General  Rule. — Section  S306  of  the  Internal  Revenue  Code  of 
1954  {relating  to  definitions)  is  am£nded  by  adding  at  the  end  thereof 
the  following  new  subsection: 

"(6»)  Special  Rule  in  Case  of  Certain  Agricultural  Workers. — 
"  {1)  Crew  leaders  who  are  registered  or  providf  sprn  \  lizpd 
AGRICULTURAL  LABOR. — F or  puvposcs  of  this  chuptt  i\  any  indi- 
vidual loho  is  a  memher  of  a  crew  furnished  by  a  crew  leader  to 
perform  agricultural  labor  for  any  other  person  shall  be  treated 
as  an  employee  of  such  crew  leader — 

"(.4) 

''(z)  such  crew  leader  holds  a.  valid  certificate  of  regis- 
tration under  the  Farm  Labor  Contractor  Registration 
Act  of  1963:  or 

^^{ii)  ^substantially  all  the  m<'mbe?\s  of  such  crew  oper- 
ate or  maintain  tractors,  mechanized  harvesting  or  crop- 
dusting  equip)nent.  or  any  other  mechanized  equipment^ 
which  is  provided  by  such  crew  leader;  and 
"(5)  //  such  indiridual  is  not  an  employee  of  such  other 
person  u:ithin  the  .meaning  of  subsection.  (/). 
"(^)  Other  crew  leaders. — For  pur/ioses  of  this  chapter,  in 
the  ease  of  any  indi ridual  who  is  furnished  by  a  crew  leader  to 
perform  agricultural  labor  for  any  other  person  and  who  is  not 
treated  as  an  employee  of  such  crew  leader  under  paragraph  {1)  — 
"(J.)  such  other  person  and  not  the  crew  leader  shall  be 
treated  as  the  employer  of  such  individual;  and 
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"  {B)  such  other  person  shall  he  treated  as  having  paid  cash 
remuneration  to  such  individual  in  an  amount  equal  to  the 
amount  of  cash  remuneration  paid  to  such  individual  hy  the 
creio  leader  {either  on  his  hehalf  or  on  hehalf  of  such  other 
person)  for  the  agricultural  labor  performed  for  such  other 
person. 

"  {S)  Crew  leader. — For  purposes  of  this  subsection.^  the  term 
''cre  w  l-eader  means  an  individual  who — 

"(^)  furnishes  irhdividuals  to  perform  agricultural  labor 
for  any  other  person^ 

'"{B)  pays  {either  on  his  behalf  or  on  behalf  of  such  other 
person)  the  individuals  so  furnished  by  him-  for  the  agricul- 
tural labor  performed  by  them-^  and 

"(6^)  has  not  entered  into  loritten  agreement  with  such 
other  person  under  lohich  such  individual  is  designated  as  an 
employee  of  such  other  person.", 
(b)  Effective  Date. — The  amendment  m^ade  by  subsection  {a) 
shall  apply  with  respect  to  remuneration  paid  after  December  31., 
1977^  for  services  performed  after  such  date. 

SEC.  113.  COVERAGE  OF  DOMESTIC  SERVICE. 

(a)  General  Rule. — Paragraph  (2)  of  section  3306 (c)  of  the  In- 
ternal Revenue  Code  of  195 J^,  {defining  employment)  is  amended  to 
read  as  follows  : 

^"{2)  domestic  service  in  a  private  home^  local  college  cluh^  or 
local  chapter  of  a  college  fraternity  or  sorority  unless  perfoimied 
for  a  person  who  paid  cash  remuneration  of  $lf)00  or  more  to 
individuals  employed  in  such  domestic  service  in  any  calendar 
quarter  in  the  calendar  year  or  the  preceding  calendar  year;^\ 
{b)  Effective  Date. — The  amendment  made  by  subsection  {a) 
shall  apply  with  respect  to  remuneration  paid  after  December  31  1977^ 
for  services  performed  after  such  date. 

SEC.  114.  DEFINITION  OF  EMPLOYER. 

{a)  General  Rule. — Subsection  {a)  of  section  3306  of  the  Internal 
Revenue  Code  of  1951^.  {defining  employer)  is  amended  to  read  as 
follows: 

Employer. — For  purposes  of  this  chapter — 
"(i)  In  general. — The  term  ''employer'^  means^  with  respect  to 
any  calendar  year,  any  person  who — 

"(^)  during  any  calendar  quarter  in  the  calendar  year  or 
the  preceding  calerular  year  paid  loages  of  $1.^600  or  more^  or 
"  {B )  on  each  of  some  20  days  during  the  calendar  year  or 
during  the  preceding  calendar  year,  each  day  being  in  a 
different  calendar  week^  employed  at  least  one  individual  in 
employment  for  some  portion  of  the  day. 
For  purposes  of  this  paragraph^  there  shall  not  be  taken  into 
account  any  wages  paid  to^  or  employment  of^  an  employee  per- 
forming domestic  services  referred  to  in  paragraph  {3). 

"(^)  Agricultural  labor. — In  the  case  of  agricultural  labor., 
the  term  'employer  means^  with  respect  to  any  calendar  year,  any 
person  who — 

"(^)  during  any  calendar  quarter  in  the  calendar  year  or 
the  preceding  calendar  year  paid  wages  of  $20fi00  or  more 
for  agricultural  lab  or  ^  or 


4 


"(.5)  on  each  of  some  20  days  during  the  calendar  year  or 
during  the  ^preceding  calendar  year^  each  day  being  in  a 
different  calendar  week^  employed  at  least  10  individuals  in 
employment  in  agricultural  labor  for  some  portion  of  the 
day. 

"(^)  Domestic  service. — In  the  case  of  domestic  service  in  a 
private  home.,  local  college  club.,  or  local  chapter  of  a  college  fra- 
ternity or  sorority.,  the  term  ''employer''  means.,  with  respect  to 
any  calendar  year.,  any  person  loho  during  any  calendar  quarter 
in  the  calendar  year  or  the  preceding  calendar  year  paid  wages 
in  cash  of  $1  fiOO  or  more  for  such  service. 

"(4)  Special  rule. — A  person  treated  as  an  employer  under 
paragraph  {S)  shall  not  be  treated  as  an  employer  with  respect  to 
wages  paid  for  any  service  other  than  domestic  service  referred  to 
in  paragraph  (3)  unless  such  pei^son  is  treated  as  an  employer 
under  paragraph  (1)  or  (2)  with  respect  to  such  other  service.'^'' 
(b)  Technical  Amendment. — Subsection  (a)  of  section  6157  of  such 
Code  {relating  to  payment  of  Federal  unemployment  tax  on  quarterly 
or  other  time  period  basis)  is  amended  to  read  as  follows  : 

"(<3^)  General  Rule. — Every  person  who  for  the  calendar  year  is 
an  employer  {as  defined  in  section  3306  {a))  shall — 

"(i)  if  the  person  is  such  an  employer  for  the  preceding  calen- 
dar year  {determined  by  only  taking  into  account  %oages  paid  and 
employment  during  such  preceding  calendar  year) ,  compute  the 
tax  imposed  by  section  3301  for  each  of  the  first  3  calendar  quar- 
ters in  the  calendar  year  on  loages  paid  for  services  loith  respect 
to  lohich  the  person  is  such  an  employer  for  such  preceding  calen- 
dar year  {as  so  determined) ,  a/nd 

"(^)  if  the  person  is  not  such  an  emjyloyer  for  the  preceding 
calendar  year  loith  respect  to  any  services  {as  so  determined)^ 
compute  the  tax  imposed  by  section  3301  on  wages  paid  for  serv- 
ices with  respect  to  which  the  person  is  not  such  an  employer  for 
the  preceding  calendar  year  {as  so  deternvined)  — 

"(J.)  for  the  period  beginning  with  the  first  day  of  the 
calendar  year  and  ending  with  the  last  day  of  the  calendar 
quarter  {excluding  the  last  calendar  quarter)  in  which  such 
person  becomes  such  an  employer  with  respect  to  such  serv- 
ices^ and 

"(^)  for  the  third  calendar  quarter  of  such  year.,  if  the 
period  specified  in  subparagraph  {A)  includes  only  the  first 
two  calendar  quarters  of  the  calendar  year. 
The  fa, I'  for  any  calendar  quarter  or  other  period  shall  be  com- 
puted as  provided  in  subsection  {b)  and  the  tax  as  so  computed 
shall,  except  as  otherioise  provided  in  suhsections  {c)  and  {d)^  be 
paid  in  such  manner  and  at  such  time  as  may  be  provided  in  regu- 
lations prescribed  by  the  Secretary.'''' 
{c)  Effective  Date. — The  amendments  made  by  this  section  shall 
apply  with  respect  to  remuneration  paid  after  December  31^  1977.,  for 
services  performed  after  such  date. 
And  the  Senate  agree  to  the  same. 

Amendment  numbered  4 : 

That  the  House  recede  from  its  disagreement  to  the  amendment  of 
the  Senate  numbered  4  and  agree  to  the  same  with  an  amendment  as 
follows : 
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In  lieu  of  the  matter  proposed  to  be  stricken  out  by  the  Senate 
amendment,  strike  out  line  14  on  page  11  of  the  House  bill  and  all 
that  follows  down  through  line  13  on  page  12,  and  after  line  13  on 
page  11  of  the  House  bill  insert  the  following : 

(i)  Subparagraph  (A)  of  section  SS04-{a)  (6)  of  stock  Code 
is  amended  hy  striking  out    except  thaf^  and  all  that  folloivs 
domn  through      a/ndP  at  the  end  thereof  and,  inserting  m  lieu 
thereof  the  foUoioing: 
except  thai — 

"(?')  with  respect  to  services  in  an  instructional  research^  or 
prin<:ipal  administrative  capacity  for  an  educational  institution 
to  lohich  section  3309 {a)  (1)  applies^  compensation  shall  not  he 
payable  based  on  s-uch  services  for  any  iceeh  commencing  dumng 
the  period  between  two  successive  academic  years  (or,  when  an 
agreement  provides  instead  for  a  similar  period  betiveen  two  reg- 
ular but  not  successive  terms ^  during  such  period)  to  any  indi- 
vidual if  such  individual  performs  such  services  in  the  first  of  such 
academic  years  (or  terms)  and  if  there  is  a  contract  or  reasonable 
assurance  that  such  individual  will  perform  services  in  any  such 
capacity  for  any  educational  institution  in  the  second  of  such 
academic  years  or  terms^  and 

^^(ii)  with  respect  to  services  in  any  other  capacity  for  an  edu- 
cational institution  {other  than  an  institution  of  higher  educa- 
tion) to  which  section  3309 {a^  {1)  applies^  compensation  payable 
on  the  basis  of  such  services  may  be  denied  to  any  individual  for 
any  iceeh  which  commences  during  a  pemod  between  two  succes- 
sive academic  years  or  terms  if  such  individuxil  performs  such 
services  in  the  first  of  such  academic  years  or  terms  and  there  is 
a  reasonable  assurance  that  such  individual  will  perform  such 
services  in  the  second  of  such  acoAemic  years  or  terms^  and'''' 

And  the  Senate  agree  to  the  same. 

Amendment  numbered  15 : 

That  the  House  recede  from  its  disagreement  to  the  amendment  of 
the  Senate  numbered  15,  and  agree  to  the  same  with  an  amendment 
as  follows : 

Strike  the  matter  proposed  to  be  stricken  by  the  Senate  amendment 
and  insert  in  lieu  thereof  the  following : 

SEC,  212.  DENIAL  OF  CERTAIN  PAYMENTS  UNDER  THE  EXTENDED 
UNEMPLOYMENT  COMPENSATION  PROGRAM. 

(a)  Ix  General. — Subsection  (a)  of  section  WJf  of  the  Federal- 
State  Extended  Unemployment  C ompemation  Act  of  1970  is  amended 
by  adding  at  the  end  thereof  the  followring  neiv  paragrapli- 

"(4)  The  amount  which.^  but  for  this  paragraph.,  ivould  be  payable 
under  this  subsection  to  any  State  in  respect  of  any  compensaiion  paid 
to  an  individual  vjhose  base  period  loages  include  wages  for  services 
to  which  section  3306 {c)  (7)  of  the  Internal  Revenue  Code  of  195 
applies  shall  be  reduced  by  an  amount  ichich  bears  the  same  ratio  to 
the  amount  which.,  but  for  this  paragraph.,  would  be  payable  under  this 
subsection  to  such  State  in  respect  of  such  compensation  as  the  amount 
of  the  base  period  usages  attHbutable  to  such  services  bears  to  the  total 
amount  of  the  base  period  wages.'''\ 
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(b)  Effective  Date. — The  amendment  made  hy  this  section  shall 
apply  with  respect  to  com^pensation  paid  for  weeks  of  wmmployment 
heginning  on  or  after  January  i,  1979. 

And  the  Senate  agree  to  the  same. 

Amendment  numbered  23 : 

That  the  House  recede  from  its  disagreement  to  the  amendment  of 
the  Senate  numbered  23  and  agree  to  the  same  with  an  amendment 
as  follows: 

In  the  matter  proposed  to  be  inserted  by  the  Senate  amendment, 
strike  out  "were  '6'  "  and  insert  in  lieu  thereof  "were  '5-  ". 
And  the  Senate  agree  to  the  same. 

Amendment  numbered  24 : 

That  the  House  recedes  from  its  disagreement  to  the  amendment  of 
the  Senate  numbered  24,  and  agrees  to  the  same  with  an  amendment  as 
follows : 

Insert  the  matter  proposed  to  be  inserted  by  the  Senate,  and  on  page 
35,  line  21,  of  the  House  bill,  strike  out  "amendments  and  insert  in  lieu 
thereof  "amendment". 

And  the  Senate  agree  to  the  same. 

Amendment  numbered  25 : 

That  the  House  recedes  from  its  disagreement  to  the  amendment  of 
the  Senate  numbered  25,  and  agree  to  the  same  with  an  amendment  as 
follows: 

In  the  matter  proposed  to  be  inserted  by  the  Senate  amendment, 
strike  out  "amendments"  and  insert  in  lieu  thereof  "amendment". 
And  the  Senate  agree  to  the  same. 

Amendment  numbered  31 : 

That  the  House  recede  from  its  disagreement  to  the  amendment  of 
the  Senate  numbered  31  and  agree  to  the  same  with  an  amendment  as 
follows : 

Strike  out  the  period  at  the  end  of  paragraph  (14)  (B)  which  is 
proposed  to  be  inserted  by  the  Senate  amendment  and  insert  in  lieu 
thereof  ",  and"  and  strike  out  the  quotation  marks  at  the  end  of 
paragraph  (14)  (C)  Avhich  is  proposed  to  be  inserted  by  the  Senate 
amendment. 

And  the  Senate  agree  to  the  same. 

Amendment  numbered  32 : 

That  the  House  recedes  from  its  disagreement  to  the  amendment  of 
the  Senate  numbered  32  and  agree  to  the  same  with  an  amendment  as 
follows : 

In  lieu  of  the  matter  proposed  to  be  inserted  by  the  Senate  amend- 
ment insert  the  following : 

{15)  the  amount  of  compensation  payable  to  an  individual  for  any 
toeek  begins  after  September  30^  1979^  and  which  begins  in  a  period 
with  respect  to  which  such  individual  is  receiving  a  govermmemtal  or 
other  pension.,  retirement  or  retired^  V^Vi  (annuity ^  or  any  other  similar 
periodic  payment  which  is  based  on  the  previous  ivork  of  such  indi- 
vidual shall  be  reduced  {but  not  beloio  zero)  by  an  amount  eqwod  to 
the  amount  of  such  pension.,  retirem.ent  or  retired  pay^  armuity^  or 
other  payment^  which  is  reasonably  attributahle  to  such  week; 
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And  the  Senate  agree  to  the  same. 
Amendment  numbered  42 : 

That  the  House  recedes  from  its  disagreement  to  the  amendment  of 
the  Senate  numbered  42.  and  agree  to  the  same  with  an  amendment  as 
follows : 

In  the  matter  proposed  to  be  inserted  by  the  Senate  amendment, 
strike  out  "containing"'  and  all  that  follows  and  insert  in  lieu  thereof 
a  period. 

And  the  Senate  agree  to  the  same. 

Amendment  numbered  53 : 

That  the  House  recedes  from  its  disagreement  to  the  amendment  of 
the  Senate  numbered  53  and  agree  to  the  same  with  an  amendment  as 
follows : 

In  lieu  of  the  matter  proposed  to  be  inserted  by  the  Senate  amend- 
ment insert  the  following : 

SEC.  506.  ELECTION  OF  LOCAL  GOVERNMENTS  TO  USE  REIMBURSE- 
MENT METHOD. 

(a)  In  General. — Paragraph  (2)  of  section  3309(a)  of  the  In- 
ternal Revenue  Code  195 Jf  (relating  to  State  laio  requirements)  is 
amended — 

(1)  hy  striking  out  ^''an  organization^'^  and  inserting  in  lieu 
thereof  "a  governmental  entity  or  any  other  organization'^ 

(2)  hy  striking  out  "'•paragraph  (1)  (^)"  and  inserting  in  lieu 
thereof  ^''paragraph  (1)'\  and 

(3)  hy  striking  out  ''Hhat  organizations'^''  and  inserting  in  lieu 
thereof  ''Hhat  govei^mental  entities  or  other  organizations''\ 

(h)  Technical  Amendment. — Suhparagraph  (B)  of  section  330Jf 
(a)  (6)  of  su-ch  Code  is  amended  hy  striking  out  ''^section  3309(a)  (1) 
(Ay^  and  inserting  in  lieu  thereof  ''^section  3309(a)  (1)^\ 

(c)  Effective  Date. — The  amendments  made  hy  this  section  shall 
apply  icith  respect  to  certifications  of  States  for  1978  and  suhsequent 
years.,  hut  only  ivith  respect  to  services  performed  after  Decemher  31^ 
'1977. 

And  the  Senate  agree  to  the  same. 
Amendment  numbered  56 : 

That  the  House  recedes  from  its  disagreement  to  the  amendment  of 
the  Senate  numbered  56  and  agree  to  the  same  with  amendments  as 
follows: 

(1)  Strike  out  sections  603  and  604  which  are  proposed  to  be  inserted 
by  the  Senate  amendment  and  insert  the  following : 

SEC.  603.  DENIAL  OF  SPECIAL  UNEMPLOYMENT  ASSISTANCE  TO  NON- 
PROFESSIONAL EMPLOYEES  OF  EDUCATIONAL  INSTITU- 
TIONS DURING  PERIODS  BETWEEN  ACADEMIC  TERMS. 

(a)  Section  203  of  the  Emergency  .Johs  and  Unemployment  Assist- 
ance Act  of  1974  ^"'S'  amended  hy  adding  at  the  end  thereof  the  follow- 
ing ne  w  suh  section : 

"  (<?)  An  individual  who  performs  services  for  an  educational  insti- 
tution or  agency  in  a  capacity  (other  than  an  instr-vxitional^  research^  or 
principal  administrative  capacity)  shall  not  he  eligihle  to  receive  a 
payment  of  assistance  or  a  waiting  period  credit  ivith  respect  to  any 
work  commencing  during  a  period  hetween  two  successive  ax^ademic 
years  or  terms  if — 
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"(i)  such  individual  performed  such  services  for  any  educa- 
tiorial  institution  or  agency  in  the  first  of  such  academic  years  or 
terms;  and 

"(^)  there  is  a  reasonahly  assuram.ce  that  such  irhdividual  will 
perform  services  for  any  educational  instituttion  or  agency  in  any 
capacity  {other  than  an  instructional^  research^  or  principal 
administrative  capacity)  in  the  second  of  such  academic  years  or 
termsP 

(h)  The  amendment  made  hy  subsection  (a)  shall  apply  to  weeks 
of  unemployment  beginning  after  the  date  of  the  enactment  of  this 
Act. 

(2)  Redesignate  section  605  which  is  proposed  to  be  inserted  by  the 
Senate  amendment  as  section  604. 
And  the  Senate  agree  to  the  same. 

That  the  amendments  of  the  Senate  nmnbered  47,  48,  49,  50,  51,  54, 
and  55  are  reported  in  disagreement. 

Al  Ullman, 
James  A.  Burke, 
James  C.  Gorman, 
Charles  B.  R angel, 
William  A.  Steiger, 
Bill  Frenzel, 
Managers  on  the  Part  of  the  House. 
Russell  B.  Long, 
Herman  Talmadge, 
Gaylord  Nelson, 
William  D.  Hathaway, 
Carl  T.  Curtis, 
Paul  Fannin, 
Clifford  Hansen, 
Jacob  K.  Javits, 
Managers  on  the  Part  of  the  Senate. 


JOINT  EXPLANATORY  STATEMENT  OF  THE 
COMMITTEE  OF  CONFERENCE 


The  managers  on  the  part  of  the  House  and  the  Senate  at  the 
conference  on  the  disagreeing  votes  of  the  two  Houses  on  the  amend- 
ments of  the  Senate  to  the  bill  H.R.  10210  to  require  States  to  extend 
unemployment  compensation  coverage  to  certain  previously  un- 
covered workers;  to  increase  the  amount  of  wages  subject  to  the 
Federal  unemployment  tax ;  to  increase  the  rate  of  such  tax ;  and  for 
other  purposes,  submit  the  following  joint  statement  to  the  House 
and  the  Senate  in  explanation  of  the  effect  of  the  action  (other  than 
action  of  a  merely  technical  nature)  agreed  upon  by  the  managers 
and  recommended  in  the  accompanying  conference  report: 

SeXATE  A]VIE]SrDMENT  NUMBERED  1 
C0\T:RAGE  of  certain  agricultural  UNEMPLOYMENT 

House  hill, — Under  existing  law,  agricultural  employment  is 
excluded  from  the  definition  of  the  term  "employment"  and  is  there- 
fore not  subject  to  the  Federal  unemployment  tax.  The  House  bill 
amends  the  definition  of  employment  so  as  to  include  agricultural 
labor  which  is  performed  for  farm  employers  who,  during  the  current 
or  preceding  calendar  year,  employ  four  or  more  workers  in  each  of 
20  weeks,  or  pay  $10,000  or  more  in  wages  for  agricultural  labor  in 
a  calendar  quarter.  The  House  bill  excludes  from  the  new  coverage 
agricultural  labor  performed  by  aliens  admitted  to  the  United  States 
to  perform  agricultural  labor  under  a  contract  to  an  employer  and 
who  return  to  their  own  country  upon  completion  of  the  contract. 
This  exclusion  is  a  temporary  exclusion  which  expires  on  January  1, 
1980.  The  provisions  of  the  House  bill  apply  with  respect  to  remunera- 
tion paid  after  December  31,  1977,  for  services  performed  after  such 
date. 

Senate  amendment. — The  Senate  amendment  strikes  out  this  pro- 
vision of  the  House  bill. 

Conference  agreement. — The  conference  agreement  follows  the 
House  bill  except  agricultural  labor  is  covered  only  if  performed  for 
a  farm  employer  who,  during  the  current  or  preceding  calendar  year, 
employs  10  or  more  workers  in  each  of  20  weeks,  or  pays  $20,000  or 
more  in  wages  for  such  labor  in  any  calendar  quarter. 

TREATMENT  OF  CERTAIN  FARM  WORKERS 

House  hill. — The  House  bill  contains  special  rules  for  determining 
who  will  be  treated  as  the  employer,  and,  therefore,  liable  for  the 
Federal  unemployment  tax,  in  the  case  of  agricultural  workers  who 
are  members  of  a  crew  furnished  by  a  crew  leader  to  perform  agricul- 
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tural  labor  for  a  farm  operator.  These  special  rules  are  required  by 
reason  of  the  extension  of  coverage  for  farm  workers  which  is  con- 
tained in  the  House  bill.  Generally,  the  House  bill  provides  that  the 
crew  leader  will  be  treated  as  the  employer  of  the  individuals 
furnished  by  him  to  perform  agricultural  labor  for  another  person 
only  if  such  crew  leader  is  registered  under  the  Farm  Labor  Con- 
tractor Registration  Act  of  1963,  or  if  substantially  all  of  the  members 
of  the  crew  furnished  by  such  crew  leader  operate  or  maintain 
mechanized  equipment.  In  other  cases,  the  farmer  is  to  be  treated  as 
the  employer.  These  provisions  apply  with  respect  to  remuneration 
paid  after  December  31,  1977,  for  services  performed  after  such  date. 

Senate  amendment, — The  Senate  amendment  strikes  out  the  House 
provisions. 

Conference  agreement. — The  conference  agreement  follows  the 
House  bill. 

COVERAGE  OF  DOMESTIC  SERVICE 

House  hill. — Under  existing  law,  domestic  services  performed  in  a 
private  home,  local  college  club,  or  local  chapter  of  a  college  frater- 
nity, or  sorority  are  not  subject  to  the  Federal  unemployment  tax. 
The  House  bill  provides  that  such  services  will  be  subject  to  the 
Federal  unemployment  tax  if  they  are  performed  for  a  person  who 
pays  cash  remuneration  of  $600  or  more  to  individuals  employed  in 
domestic  services  in  any  calendar  quarter  in  the  current  calendar 
year  or  the  preceding  calendar  year.  This  provision  applies  with 
respect  to  remuneration  paid  after  December  31,  1977,  for  services 
performed  after  such  date. 

Senate  amendment. — The  Senate  amendment  strikes  out  the  provi- 
sions of  the  House  bill. 

Conference  agreement. — The  conference  agreement  follows  the 
House  bill  except  that  domestic  services  is  only  covered  if  performed 
for  an  employer  who  pays  $1,000  or  more  to  individuals  employed 
in  such  services  in  any  calendar  year  in  the  calendar  quarter  year  or 
the  preceding  calendar  year. 

DEFINITION  OF  EMPLOYER 

House  hill. — The  House  bill  contains  a  technical  amendment  to 
the  definition  of  employer  for  purposes  of  the  Federal  unemploy- 
ment tax  to  conform  that  definition  with  the  new  extensions  of  cover- 
age which  are  contained  in  the  House  bill.  The  House  bill  also 
contains  a  technical  amendment  to  the  requirement  that  employers 
pay  the  Federal  unemployment  tax  on  a  quarterly  basis  which  is 
necessary  to  conform  that  provision  to  the  extensions  of  coverage 
contained  in  the  House  bill.  These  provisions  apply  with  respect  to 
remuneration  paid  after  December  31,  1977  for  services  performed 
after  such  date. 

Senate  amendment. — The  Senate  amendment  strikes  out  the  provi- 
sions of  the  House  bill. 

Conference  agreement. — The  conference  agreement  follows  the 
House  bill. 
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Senate  Amendments  Xumbered  2  and  3 

CO\'ERAGE  OF  CERTAIN  SER^TCE  PERFORMED  FOR  NONPROFIT  ORGANIZATIONS 
AND  STATE  AND  LOCAL  G0^T:RNMENTS 

House  nil. — Under  existing  law.  States  are  required,  as  a  condition 
for  approval  of  their  unemployment  compensation  laws,  to  provide 
unemployment  compensation  coverage  to  individuals  performing  cer- 
tain services  for  nonprofit  organizations  and  for  State  hospitals  and 
institutions  of  higher  education.  The  House  bill  generally  requires 
States  to  provide  imemployment  compensation  coverage  to  all  em- 
ployees of  State  and  local  governments.  The  exceptions  in  the  House 
bill  to  this  general  coverage  are  services  performed  by  employees  in 
the  exercise  of  their  duties  as :  elected  officials,  appointed  officials  whose 
terms  are  specified  by  law  or  who  are  not  required  to  work  on  a  full- 
time  basis,  members  of  legislative  bodies  or  of  the  judiciary,  members 
of  the  State  National  Guard  or  Air  Xational  Guard,  certain  employees 
hired  during  certain  emergencies,  and  inmates  of  custodial  or  penal 
institutions.  These  provisions  apply  with  respect  to  services  performed 
after  December  31, 1977. 

Senate  amendment. — The  Senate  amendment  is  the  same  as  the 
House  bill  except  that  it  deletes  the  House  provision  which  excludes 
from  the  required  coverage  appointed  officials  who  serve  for  a  specific 
term  established  by  law  or  who  are  not  required  to  perform  services 
on  a  substantially  full-time  basis.  In  lieu  of  this  exception,  the  Senate 
amendment  provides  an  exception  for  individuals  who  perform  serv- 
ices in  a  position  which,  under  or  pursuant  to  the  State  law,  is  desig- 
nated as  a  major  nontenured  policymaking  or  advisory  position,  or  as 
a  policymaking  or  advisory  position  the  performance  of  the  duties  of 
which  ordinarily  does  not  require  more  than  eight  hours  per  week. 

Conference  agreement. — The  conference  agreement  follows  the  Sen- 
ate amendment. 

Senate  Amendments  Numbered  4,  5,  6,  and  7 
eligibility  of  school  employees  during  certain  periods 

Home  hill. — Under  existing  law,  teachers  and  other  professional  em- 
ployees of  institutions  of  higher  education  are  denied  unemployment 
compensation  for  weeks  commencing  during  periods  between  academic 
years  or  other  similar  terms  if  such  individuals  have  a  contract  to 
perform  services  in  both  of  such  academic  years  or  terms.  The  House 
bill  expands  this  provision  of  existing  law  to  cover  teachers  and  other 
professional  employees  of  primary  and  secondary  institutions  of  edu- 
cation. The  House  bill  also  provides  neAv  rules  for  the  treatment  of 
nonprofessional  employees  of  educational  institutions  which  are  not 
institutions  of  higher  education.  Under  such  new  rules,  the  State  may 
deny  compensation  to  such  nonprofessional  employees  for  any  week 
which  begins  before  January  1,  1980,  and  which  begins  during  a 
period  between  two  successive  academic  terms  or  similar  periods  if 
the  employee  performs  services  in  the  first  of  such  academic  terms  or 
similar  periods  and  there  is  a  reasonable  assurance  that  such  employee 
will  perform  such  services  in  the  second  of  such  academic  terms  or 
similar  periods. 
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Senate  amendment, — Under  the  Senate  amendment,  both  non- 
professional and  professional  employees  of  educational  institutions 
would  not  be  eligible  for  unemployment  compensation  during  periods 
between  academic  years  or  terms  if  they  were  performed  services  for 
an  educational  institution  in  the  first  of  such  academic  years  or  terms 
and  an  educational  institution  provides  notification  of  reasonable 
assurance  that  they  will  perform  services  in  the  later  of  the  academic 
years  or  terms.  The  Senate  amendment  also  provides  that  if  an  indi- 
vidual is  denied  unemployment  compensation  coverage  by  reason  of 
these  disqualification  provisions  and  is  not  in  fact  later  offered  em- 
ployment by  an  educational  institution  in  the  later  of  such  academic 
years  or  terms,  such  individual  will  receive  a  retroactive  lump-sum 
payment  of  unemployment  compensation  for  the  weeks  for  which  he 
was  not  eligible  to  receive  compensation  by  reason  of  these  disquali- 
fication provisions. 

Conference  agreement. — ^The  conference  agreement  provides  that 
unemployment  compensation  based  on  services  performed  for  an  edu- 
cational institution  shall  be  denied  to  a  teacher  or  other  professional 
employee  during  periods  between  academic  years  or  terms  if  there  is 
a  contract  or  reasonable  assurance  that  the  individual  will  perform 
such  services  in  the  forthcoming  academic  year  or  term.  States  are 
permitted  to  deny  benefits  based  on  services  performed  for  educational 
institutions  to  nonprofessional  school  employees  during  periods  be- 
tween academic  years  or  terms  if  there  is  reasonable  assurance  that  the 
individual  will  be  employed  by  the  educational  institution  in  the 
forthcoming  academic  year  or  term. 

Under  the  conference  agreement,  when  a  claim  is  filed  by  an  indi- 
vidual on  the  basis  of  prior  employment  in  an  educational  institution 
or  agency  for  compensation  for  any  week  of  unemployment  between 
successive  academic  years  or  terms,  it  is  intended  that  the  State  em- 
ployment security  agency  shall  obtain  from  the  educational  institu- 
tion or  agency  a  statement  as  to  whether  the  claimant  has  been  given 
notification  with  respect  to  his  or  her  employment  status.  If  such 
claimant  has  been  notified  that  he  or  she  has  a  contract  for,  or  reason- 
able assurance  of,  reemployment  for  the  ensuing  academic  year  or 
term,  then  the  claimant  may  not  be  entitled  to  unemployment  benefits 
until  the  educational  agency  or  institution  informs  the  State  agency 
that  there  is  no  such  reasonable  assurance  or  contract  for  reemploy- 
ment or  until  the  employee  is  not,  in  fact,  offered  reemployment.  At 
this  point  the  State  agency  would  have  a  basis  for  allowing  a  claim, 
assuming  that  the  individual  is  otherwise  eligible  under  the  require- 
ments of  the  State  law. 

For  purposes  of  this  provision,  the  term  "reasonable  assurance" 
means  a  written,  verbal,  or  implied  agreement  that  the  employee  will 
perform  services  in  the  same  capacity  during  the  ensuing  academic 
year  or  term.  A  contract  is  intended  to  include  tenure  status. 

Senate  Amendments  Numbered  9, 10, 11,  and  12 

federal  reimbursement  for  benefits  paid  to  newly  covered  workers 
during  transition  period 

House  hill. — The  House  bill  contains  a  section  which  provides  Fed- 
eral reimbursement  to  States  out  of  general  revenues  for  the  costs  of 
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providing  unemployment  coverage  to  neAvly  covered  individuals  dur- 
ing a  period  after  December  31,  1977,  to  assist  in  the  transition  to  the 
new  coverage  required  under  the  House  bill. 

Senate  amendment. — The  Senate  amendments  make  two  changes  to 
the  House  provisions.  Senate  amendments  numbered  9  and  10  conform 
the  House  provisions  to  the  coverage  provisions  which  w^ere  deleted 
by  the  Senate.  Senate  amendment  numbered  11  provides  that  where 
the  same  unemployment  has  been  used  to  compute  pre-1978  entitle- 
ment to  such  unemployment  assistance  and  post-1977  entitlement  to 
regular  unemployment  compensation  benefits.  Federal  reimbursement 
for  the  regular  benefits  will  be  available  to  the  extent  that  the  special 
unemployment  assistance  benefits  were  not  paid  on  the  basis  of  the 
same  wages.  Under  the  House  bill,  any  payment  of  such  unemploy- 
ment assistance  benefits  even  for  a  brief  period  Avould  have  prevented 
the  transitional  Federal  funding  provisions  from  applying.  Senate 
amendment  numbered  12  corrects  a  clerical  error  in  the  House  bill. 

Conference  agreement. — The  conference  agreement  follows  the  Sen- 
ate amendment. 

Senate  Amendments  Numbered  13  and  14 

INCPvEASE  IN  federal  UNEMPLOYMENT  TAX  WAGE  BASE  AND  RATE 

Home  hill. — The  House  bill  increases  both  the  taxable  wage  base 
and  the  tax  rate  of  the  Federal  unemployment  tax.  The  taxable  wage 
base  is  increased  from  $4,200  to  $6,000.  The  Federal  unemployment 
tax  rate  is  increased  from  3.2  percent  of  taxable  wages  to  3.4  percent. 
This  tax  rate  increase  is  a  temporary  measure  that  will  expire  on 
January  1,  1983,  or,  if  earlier,  January  1  of  the  first  calendar  year 
after  1976  as  of  which  there  are  no  outstanding  repayable  advances 
to  the  extended  unemployment  compensation  account  in  the  Federal 
unemployment  trust  fund.  The  increase  in  the  taxable  wage  base  ap- 
plies with  respect  to  remuneration  paid  after  December  31,  1977.  The 

I    increase  in  the  tax  rate  applies  to  remuneration  paid  after  Decem- 

^  ber31,1976. 

Senate  amendment. — The  Senate  amendments  are  the  same  as  the 
House  bill  except  that  the  Senate  amendment  provides  that  the  in- 
\    crease  in  the  tax  rate  will  only  expire  when  all  of  the  repayable  ad- 
,    vances  to  the  extended  unemployment  compensation  account  in  the 
Federal  unemployment  trust  fund  are  repaid. 

Conference  agreement. — The  conference  agreement  follows  the  Sen- 
ate amendment. 

Senate  Amendment  Numbered  15 
financing  coverage  of  stati:  and  local  go\"ernment  employees 

Home  hill. — Under  existing  law,  States  receive  Federal  grants  from 
the  Federal  Unemployment  trust  fund  for  the  administrative  costs 
of  their  unemployment  compensation  programs.  The  House  bill  pro- 
vides that  these  grants  will  no  longer  be  made  for  the  administrative 
costs  which  are  attributable  to  State  and  local  government  employees. 
Also,  the  bill  provides  that  the  Federal  share  of  the  benefits  paid 
under  the  extended  unemployment  compensation  program  will  no 
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-  longer  include  the  costs  of  extended  benefits  paid  to  State  and  local 
government  employees.  These  provisions  take  effect  on  January  1, 
1979. 

Senate  amendment. — The  Senate  amendment  strikes  out  the  House 
provisions. 

Conference  agreement. — The  conference  agreement  follows  the  Sen- 
ate amendment  with  respect  to  administrative  grants,  and  follows  the 
House  bill  wuth  respect  to  extended  benefits  costs. 

Senate  Amendments  Numbered  16, 17, 18,  and  19 

advances  to  state  unemployment  funds 

House  hill. — The  House  bill  allows  States  to  request  loans  from  the 
Federal  unemployment  trust  fund  to  pay  unemployment  compensa- 
tion benefits  for  a  three-month  period  rather  than  a  one-month  period 
as  under  existing  law. 

Senate  amendment. — The  Senate  amendments  are  the  same  as  the 
House  provision  except  that  they  make  it  clear  that  States  may  make 
applications  for  a  three-month  period  but  that  payments  to  a  State 
will  continue  to  be  made  on  a  monthly  basis. 

Conference  agreement. — The  conference  agreement  follow^s  the 
Senate  amendment. 

Senate  Amendment  Numbered  21 

federal  reimbursement  for  unemployment  benefits  paid  on  nie 
basis  of  certain  public  service  employment 

House  hill. — The  House  bill  provides  for  reimbursements  to  States 
from  Federal  general  revenues  for  unemployment  compensation  paid 
on  the  basis  of  w^ork  in  public  service  jobs  funded  under  the  Com- 
prehensive Employment  and  Training  Act  of  1973. 

Senate  amendment. — The  Senate  amendment  strikes  out  the  House 
provisions. 

Conference  agreement. — The  conference  agreement  follows  the 
Senate  amendment. 

Senate  Amendments  Numbered  23,  24,  and  25 

amendments  to  the  state  trigger  provisions  of  the  extended 

PROGRAM 

House  hill. — Under  existing  law,  there  is  a  State  "on"  indicator 
for  any  week  if  the  State's  insured  unemployment  rate  (not  season- 
ally adjusted)  averages  at  least  4  percent  for  a  13-week  period  and  is 
at  least  120  percent  of  the  rate  for  the  corresponding  periods  in  the 
preceding  two  years.  Under  existing  law,  States  may  waive  the  120 
percent  requirement  for  weeks  which  begin  before  March  31,  1977. 
Under  the  House  bill,  there  would  be  a  State  "on"  indicator  for  any 
week  if  the  rate  of  insured  unemployment  (seasonally  adjusted) 
under  the  State  law  for  the  period  consisting  of  such  week  and  the 
immediately  preceding  12  weeks  equaled  or  exceeded  4  percent.  The 
House  bill  applies  to  w^eeks  beginning  after  December  31,  1976. 
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Senate  amendment. — The  Senate  amendment  would  retain  existing 
law  except  that  it  would  allow  States  to  provide  that  there  will  be  a 
State  "on-'  indicator  for  any  week  if  the  rate  of  insured  unemploy- 
ment in  the  State  averages  at  least  6  percent  for  a  13- week  period  even 
though  the  rate  is  not  120  percent  of  the  rate  for  the  corresponding 
periods  in  the  preceding  two  years.  The  Senate  amendment  applies 
with  respect  to  weeks  beginning  after  March  30,  1977,  which  is  when 
the  existing  waiver  of  the  120  percent  requirement  ends. 

Conference  agreement. — The  conference  agreement  follows  the 
Senate  amendment,  except  that  the  120  percent  factor  may  be  waived 
by  a  State  when  there  is  at  least  a  5  percent  rate  of  insured  unemploy- 
ment for  the  13-week  period  rather  than  the  6  percent  rate  prescribed 
in  the  Senate  amendment. 

Senate  Amendment  ^s'ibibered  27 

REPEAL  or  FINALITY  PR0\T[SI0NS 

Home  till. — Under  existing  law  the  findings  of  fact  by  a  Federal 
agency  are  final  with  respect  to  periods  of  Federal  service,  amounts 
of  Federal  wages,  and  reasons  for  termination  of  Federal  service,  for 
purposes  of  paying  unemployment  compensation  on  the  basis  of  Fed- 
ei'al  service.  The  House  bill  makes  Federal  employees'  claims  for  un- 
employment compensation  subject  to  the  same  administrative  proce- 
dures that  apply  to  the  claims  of  other  workers. 

Senate  ainerulment. — ^The  Senate  amendment  strikes  out  the  House 
provision. 

Conference  agreement. — The  conference  agreement  follows  the 
House  pi-ovision.  The  amendment  repealing  finality  of  Federal  find- 
ings applies  only  to  unemployment  insurance  claims  and  has  no  other 
application. 

Senate  Amendments  Numbered  30,  31,  32,  and  33 

denial  of  unemploy^ient  compensation  to  athletes,  illegal  aliens, 
and  recipients  of  retirement  benefits 

Professional  Athletes 

House  hill. — The  House  bill  provides  that  compensation  shall  not 
be  payable  to  any  individual  on  the  basis  of  services,  substantially  all 
of  which  consist  of  participating  in  sports  or  athletic  events  or  train- 
ing or  preparing  to  so  participate,  to  any  week  which  commences 
between  two  successive  sports  seasons  (or  similar  periods)  if  such 
individual  performs  such  services  in  the  first  of  such  seasons  (or  simi- 
lar periods)  and  there  is  a  reasonable  assurance  that  such  individual 
will  perform  such  services  in  the  later  of  such  seasons  (or  similar 
periods).  The  House  provision  is  effective  for  certifications  of  States 
for  1978  and  subsequent  years. 

Senate  amendment. — The  Senate  amendment  is  the  same  as  the 
House  bill  except  that  the  provisions  do  not  apply  until  1979  in  the 
case  of  States  the  legislatures  of  which  do  not  meet  in  regular  session 
which  ends  in  1977. 
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Conference  agreermnt. — The  conference  agreement  follows  the  Sen- 
ate amendment. 

Illegal  Aliens 

House  hill. — The  House  bill  provides  that  compensation  shall  not 
be  payable  on  the  basis  of  services  performed  by  an  alien  who  is  not 
lawfully  admitted  to  the  United  States. 

Senate  amendmeiit. — Under  the  Senate  amendment,  unemployment 
compensation  may  not  be  paid  to  an  alien  unless  such  alien  has  been 
lawfully  admitted  to  the  United  States  for  permanent  residence  or  is 
otherwise  permanently  residing  in  the  United  States  under  color  of 
law.  Any  data  or  evidence  of  citizenship  or  permanent  residence  would 
have  to  be  uniformally  required  of  all  applicants  for  unemployment 
compensation.  A  determination  of  whether  an  individual  is  an  illegal 
alien  would  be  based  on  a  preponderance  of  evidence.  The  Senate 
amendment  has  the  same  effective  date  as  the  House  bill  except  that 
it  takes  effect  in  1979  in  the  case  of  States  the  legislatures  of  which  do 
not  meet  in  regular  session  which  ends  in  1977. 

Conference  agreement. — The  conference  agreement  follows  the  Sen- 
ate amendment. 

Disqualification  for  Receipt  of  Pension 
House  hill. — No  provision. 

Senate  amendment. — Under  the  Senate  amendment,  States  would 
be  required  to  reduce  the  unemployment  compensation  of  an  individ- 
ual by  the  amount  of  any  public  or  private  pension  (including  social 
security  retirement  benefits  and  railroad  retirement  annuities)  based 
on  the  claimants'  previous  employment.  The  Senate  amendment 
applies  with  respect  to  certifications  of  States  for  1978  and  subsequent 
years  except  that  in  the  case  of  a  State  the  legislature  of  which  does 
not  meet  in  a  regular  session  which  ends  in  1978  the  amendments  takes 
effect  in  1979. 

Conference  agreement. — The  conference  agreement  follows  the  Sen- 
ate amendment,  except  that  the  requirement  would  not  take  effect 
until  1979,  thereby  permitting  the  National  Commission  on  Unem- 
ployment Compensation  an  opportunity  for  a  thorough  study  of 
this  issue  and  the  Congress  to  act  in  light  of  its  findings  and 
recommendations. 

Senate  Amendment  Numbered  34 
prompt  payment  of  compensation  when  due 
House  hill. — No  provision. 

Senate  amendment. — The  Senate  amendment  requires  State  unem- 
ployment compensation  agencies  to  provide  hearings  to  individuals 
whose  claims  are  not  paid  with  reasonable  promptness  as  defined  in 
Labor  Department  regulations  to  be  issued  within  sixty  days  after  the 
date  of  the  enactment  of  the  bill. 

Conference  agreermnt. — The  conference  agreement  omits  the  matter 
proposed  to  be  inserted  by  the  Senate  amendment. 
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Senate  Amendment  Numbered  36 

composition  of  national  commission  on 
unemployment  compensation 

House  hill. — The  House  bill  establishes  a  National  Commission  on 
Unemployment  Compensation  consisting  of  13  members.  The  House 
bill  provides  that  the  members  of  the  Commission  are  to  be  appointed 
in  a  manner  to  insure  that  there  will  be  a  balanced  representation  of 
interested  parties  on  the  Commission. 

Senate  amendment. — The  Senate  amendment  would  require  that 
labor,  industry,  the  Federal  Government,  State  government,  local 
govermnent,  and  small  business  would  each  have  at  least  one  represen- 
tative appointed  to  the  Commission. 

Conference  agreement. — The  conference  agreement  follows  the  Sen- 
ate amendment. 

Senate  Amendments  Numbered  37,  38,  39,  and  40 

DUTIES  OF  commission 

House  hill. — The  House  bill  requires  the  Commission  to  study  a 
variety  of  issues  relating  to  the  unemployment  compensation  pro- 
grams in  order  to  assess  the  long-range  needs  of  the  programs,  to 
develop  alternatives,  and  to  recommend  changes  in  the  program. 

Senate  amendments. — ^The  Senate  amendments  add  to  the  list  of 
items  to  be  studied  by  the  Commission  the  study  of  the  problems  of 
claimants  in  obtaining  prompt  processing  and  payment  of  their  claims 
for  benefits  and  any  appropriate  measures  to  relieve  such  problems. 
The  Senate  amendments  also  require  the  Commission  to  examine  the 
feasibility  and  advisability  of  developing  or  not  developing  Federal 
minimum  benefit  standards  for  State  unemployment  insurance 
programs. 

Conference  agreement. — The  conference  agreement  follows  the 
Senate  amendment.  The  conferees  intend  that  the  Commission  include 
in  its  studies  an  examination  of  the  payment  of  unemployment  com- 
pensation to  retirees,  and  the  denial  of  compensation  to  employees 
of  educational  institutions  between  terms. 

Senate  Amendments  Numbered  42,  43,  44,  45,  and  46 

REPORT  BY  COMMISSION 

House  hill. — The  House  bill  requires  the  Commission  to  submit  a 
final  report  not  later  than  January  1, 1979. 

Senate  amendment. — The  Senate  amendment  requires  the  Commis- 
sion to  submit  an  interim  report,  not  later  than  March  31,  1978,  with 
respect  to  its  findings  on  its  examination  of  the  feasibility  and  advisi- 
bility  of  developing  Federal  minimum  benefit  standards. 

Conference  agreement. — The  conference  agreement  requires  the 
Commission  to  submit  a  general  interim  report  not  later  than 
March  31, 1978. 
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Senate  Amendment  Numbered  47 

referral  of  blind  and  disabled  children  receiving  ssi  benefits  for 
appropriate  rehabilitation  services 

House  hill. — No  provision. 

Senate  amendment. — The  Senate  amendment,  which  is  generally 
similar  to  section  4  of  H.R.  9811  as  passed  the  House,  rewrites  section 
1615  of  the  Social  Security  Act  to  make  various  changes  with  respect 
to  the  referral  of  blind  and  disabled  children  receiving  SSI  benefits 
for  appropriate  rehabilitation  services. 

Conference  agreement. — This  amendment  was  reported  in  technical 
disagreement.  (See  the  appendix.) 

Senate  Amendment  Numbered  48 

INCOME  OF  each  MEMBER  OF  MARRIED  COUPLE  TO  BE  APPLIED  SEPARATELY 
IN  DETERMINING  SSI  BENEFIT  PAYMENTS  WHEN  ONE  OF  THEM  IS  IN  AN 
INSTITUTION 

House  hill. — No  provision. 

Senate  amendment. — The  Senate  amendment,  which  is  the  same  as 
a  portion  of  Section  15  of  H.R.  8911  as  passed  the  House,  amends  sec- 
tion 1611(e)  (1)  (B)  (ii)  of  the  Social  Security  Act  with  respect  to 
the  treatment  of  the  income  of  a  married  couple  when  one  of  them 
is  in  an  institution. 

Conference  agreement.- — ^^This  amendment  was  reported  in  technical 
disagreement.  (See  the  appendix.) 

Senate  Amendment  Numbered  49 

preservation  of  medicaid  eligibility  for  individuals  who  cease  to 
be  eligible  for  ssi  benefits  on  account  of  cost-of-living  increases 
in  social  security  benefits 

House  hill. — No  provision. 

Senate  amenxdment. — The  Senate  amendment  contained  provisions 
designed  to  prevent  SSI  recipients  from  losing  Medicaid  eligibility 
because  of  future  cost-of-living  increases  in  social  security  benefits. 

Conference  agreement. — This  amendment  was  reported  in  technical 
disagreement.  (See  the  appendix.) 

Senate  Amendment  Numbered  50 

state  supplementation  of  benefits  under  ssi  program 

House  hill. — No  provision. 

Senate  amendment. — The  Senate  amendment  modifies  section 
401(a)  (2)  of  the  Social  Security  Amendments  of  1972  to  provide  that 
payments  made  under  the  savings  clause  provision  would  no  longer  be 
reduced  when  Federal  SSI  benefits  increase. 

Conference  agreement. — This  amendment  was  reported  in  technical 
disagreement.  (See  the  appendix.) 
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Senate  Amendment  Numbered  51 
eligibility  of  individuals  in  certain  institutions 
Home  hill. — No  provision. 

Senate  amendment. — The  Senate  amendment,  which  is  generally 
similar  to  section  17  of  H.K.  8911  as  passed  the  House,  amends  sections 
1611,  1612,  and  1616  of  the  Social  Security  Act,  with  respect  to  the 
eligibility  of  individuals  in  certain  institutions  for  SSI  benefits. 

Conference  agreement. — This  amendment  was  reported  in  technical 
disagreement.  ( See  the  appendix. ) 

Senate  Amendment  Numbered  52 
assistance  programs  in  the  northern  marianas 
Home  hill. — No  provision. 

Senate  a.mendment. — The  Senate  amendment  repeals  the  extension 
of  SSI  and  the  Prouty  amendment  (section  228  of  the  Social  Security 
Act) ,  as  provided  for  in  Public  Law  94—241,  to  the  Northern  Marianas. 
It  also  includes  funds  to  extend  the  programs  of  aid  to  the  aged,  blind, 
and  disabled  to  the  Marianas  on  the  same  basis  as  those  programs  are 
operated  in  Guam,  Pueito  Kico,  and  the  Virgin  Islands. 

Conferenee  agreement. — The  conference  agreement  omits  the  Senate 
amendment. 

Senate  Amendment  Numbered  53 
method  of  payment  by  state  and  local  governments 

House  hill. — Under  the  House  bill  the  State  may  elect  to  have  gov- 
ernmental units  finance  unemployment  benefits  payable  on  the  basis 
of  service  performed  in  their  employ  either  on  a  reimbursement  method 
or  a  contributary  method. 

Senate  amendment. — The  Senate  amendment  allows  the  govern- 
mental units  to  select  the  method  under  which  unemployment  compen- 
sation benefits  payable  on  the  basis  of  services  performed  in  their 
employ  will  be  financed. 

Conference  agreement. — The  conference  agreement  follows  the 
Senate  amendment. 

Senate  Amendment  Numbered  54 

afdc  benefits  where  unemployed  father  receives  unemployment 

compensation 

Home  hill. — No  provision. 

Senate  amendment. — The  Senate  amendment,  which  is  the  same  as 
H.R.  13272  as  passed  the  House,  amends  section  407  of  the  Social  Se- 
curity Act  to  make  certain  changes  in  the  requirements  imposed  under 
the  AFDC  program  on  a  family  headed  by  an  unemployed  father. 

Conference  agreement. — The  amendment  was  reported  in  technical 
disagreement.  (See  the  appendix.) 
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Senate  Amendment  Numbered  55 

STATE  EMPLOYMENT  OFFICES  TO  SUPPLY  DATA  IN  AID  OF  ADMINISTRATION 
OF  AFDC  AND  CHILD  SUPPORT  PROGRAMS 

House  hill. — No  provision. 

Senate  amendment. — The  Senate  amendment  requires  State  employ- 
ment offices  to  supply  certain  information  to  the  appropriate  State 
agencies  to  aid  in  the  administration  of  the  AFDC  and  child  support 
programs  under  title  IV  of  the  Social  Security  Act. 

Conference  agreement. — This  amendment  was  reported  in  technical 
disagreement.  (See  the  appendix.) 

Senate  Amendment  Numbered  56 
amendments  to  the  special  unemployment  assistance  program 

Extension  of  Special  Unemployment  Assistance  Program 
House  hill. — No  provision. 

Senate  amendment. — The  Senate  amendment  extends  the  special 
unemployment  assistance  program  for  an  additional  year.  Under 
existing  law,  the  special  unemployment  assistance  program  terminates 
on  December  31,  1976,  except  that  individuals  eligible  to  receive  as- 
sistance before  December  31,  1976,  may  continue  to  receive  assistance 
until  March  31,  1977.  The  Senate  amendment  extends  the  termination 
date  to  December  31,  1977,  and  phase-out  date  to  June  30,  1977. 

Conference  agreement. — The  conference  agreement  follows  the 
Senate  amendment. 

Elimination  of  Special  Base  Period  for  Payments  of  Special 
Unemployment  Assistance 

House  hill. — No  provision. 

Senate  amendment. — The  Senate  amendment  changes  the  base 
period  which  is  used  for  determining  an  individual's  eligibility  for 
special  unemployment  assistance.  Under  existing  law,  the  base  period 
is  the  52-week  period  preceding  the  first  week  with  respect  to  which 
the  individual  files  a  claim  for  assistance  under  the  program.  The 
Senate  amendment  changes  the  base  period  to  correspond  with  the 
base  period  which  is  used  under  the  regular  State  unemployment  com- 
pensation program.  The  Senate  amendment  applies  with  respect  to 
benefit  years  beginning  after  December  31,  1976.  The  Senate  amend- 
ment also  contains  a  provision  to  prevent  the  double  counting  of 
wage  credits  which  might  occur  as  a  result  of  the  change  in  the  defini- 
tion of  base  period. 

Conference  agreement. — The  conference  agreement  follows  the 
Senate  amendment. 

Denial  of  Special  Unemployment  Assistance  to  Non-Professional 
Employees  of  Educational  Institutions  During  Periods  Between 
Academic  Terms 

House  hill. — No  provision. 
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Senate  amendment. — The  Senate  amendment  provides  that  indi- 
viduals who  perform  services  for  an  educational  institution  or  agency 
in  a  capacity  (other  than  an  instructional,  research,  or  principal  ad- 
ministrative capacity)  will  not  be  eligible  to  receive  assistance  under 
the  program  with  respect  to  any  week  commencing  during  a  period 
betAveen  two  successive  academic  years  (or  for  a  similar  period  be- 
tween two  regular  but  not  successive  terms)  if  the  individual  per- 
forms such  services  in  the  first  of  such  academic  years  or  terms  and 
there  is  notification  of  reasonable  assurance  that  the  individual  will 
perform  such  services  in  the  second  of  such  academic  years  or  terms. 
The  Senate  amendment  applies  to  Aveeks  of  unemployment  beginning 
after  the  date  of  the  enactment  of  the  bill. 

Conference  agreement. — The  conference  agreement  follows  the 
Senate  amendment  with  minor  changes.  The  provision  in  the  Senate 
amendment  for  retroactive  payment  of  compensation  under  certain 
conditions  was  not  retained. 

Reimbursement  for  Unemployment  Benefits  Paid  to  Public  Em- 
ployees Cohered  hy  Regular  Unemployment  Compensation 

House  hill. — Xo  provision. 

Senate  amendment. — The  Senate  amendment  provides  for  payments 
to  States  of  an  amount  equal  to  all  regular  and  extended  compensa- 
tion paid  for  weeks  beginning  on  or  after  ^January  1,  1977,  and  before 
June  30,  1978,  to  the  extent  that  such  compensation  is  attributable  to 
employment  by  a  State  or  local  government. 

Conference  agreement. — The  conference  agreement  omits  the 
Senate  amendment. 

Modification  of  Agreements  to  Special  Unemployment  Assistance 

Program 

House  hill. — Xo  provision. 

Senate  amendment. — The  Senate  amendment  provides  that  the 
Secretary  of  Labor  will  modify  his  agreement  wdth  each  State  under 
the  special  unemployment  assistance  program  so  that  payments  of 
assistance  under  such  program  will  be  made  in  accordance  with  the 
amendments  made  by  the  bill. 

Conference  agreement. — The  conference  agreement  follows  the 
Senate  amendment. 

APPEXDIX  ON  AMENDMENTS  NUMBERED  47,  48,  49,  50, 

51,  54,  AND  55 

In  the  accompanying  conference  report.  Senate  amendments 
numbered  47,  48.  49,  50,  51,  54,  and  55  are  reported  in  technical  dis- 
agreement. Each  of  these  amendments  Avill  be  offered  in  the  House  of 
Representatives  and  the  Senate.  A  description  of  each  amendment 
follows,  along  with  the  text  of  the  amendment  as  agreed  to  by  the 
conferees. 
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Senate  Amendment  Numbered  47 

referral  of  blind  and  disabled  children  receiving  ssi  benefits 
for  appropriate  rehabilitation  services 

House  hill. — No  provision. 

Senate  amendment. — The  Senate  amendment  requires  the  Social 
Security  Administration  to  refer  blind  and  disabled  children  under 
age  16  Avho  are  receiving  SSI  benefits  to  the  crippled  children's  or 
other  appropriate  State  agency  designated  by  the  Governor.  This 
agency  would  be  responsible  for  administering  a  State  plan  which 
would  have  to  include  provision  for  counseling  of  disabled  children 
and  their  families;  the  establishment  of  individual  service  plans  for 
children  under  16;  monitoring  to  assure  adherence  to  the  plans;  and 
provision  of  services  to  children  under  age  7,  and  to  children  who 
have  never  been  in  school  and  require  preparation  to  take  advantage 
of  public  educational  services. 

A  total  of  $30  million  would  be  provided  for  the  operation  of  State 
plans  for  each  of  three  fiscal  years,  beginning  with  fiscal  year  1977; 
there  would  be  no  non-Federal  matching  requirements.  The  amount 
would  be  allocated  to  the  States  on  the  basis  of  the  number  of  children 
age  6  and  under  in  each  State.  TTp  to  10  percent  of  the  State's  funds 
could  be  used  for  counseling,  referral  and  monitoring  provided  under 
the  State  plan  for  children  up  to  age  16.  The  remainder  of  the  funding 
would  be  available  for  services  to  disabled  children  under  age  7  and 
those  who  have  never  been  in  school.  Acceptance  of  services  provided 
would  be  a  condition  of  eligibility  for  SSI  benefits.  The  amendment 
would  require  that  the  funds  authorized  under  the  provision  could 
not  be  used  to  replace  State  and  local  funds  now  being  used  for  these 
purposes.  The  funds  could  be  used  in  the  case  of  any  program  or 
service  only  to  pay  that  portion  of  the  cost  which  is  related  to  the 
additional  requirements  of  serving  disabled  children  over  and  above 
what  would  be  required  to  serve  nondisabled  children. 

The  Senate  amendment  requires  the  Secretary  of  HEW  to  publish 
criteria  to  be  used  in  determining  disability  for  children  under  age  18 
within  120  days  after  enactment  of  the  provision. 

Conference  action. — This  amendment  was  agreed  to  by  the  con- 
ferees with  minor  modifications,  as  follows : 

SEC.  501.  REFERRAL  OF  BLIND  AND  DISABLED  INDIVIDUALS  UNDER 
AGE  16,  WHO  ARE  RECEIVING  BENEFITS  UNDER  THE 
SUPPLEMENTAL  SECURITY  INCOME  PROGRAM,  FOR  AP- 
PROPRIATE REHABILITATION  SERVICES. 

(a)  In  General. — Section  1615  of  the  Social  Security  Act  is 
amended  to  read  as  foUoios : 

''^REHABILITATION  SERVICES  FOR  BLIND  AND  DISABLED  INDIVIDUALS 

""Sec.  1615.  {a)  In  the  ca^e  of  any  Mind  or  disabled  individual  who — 
"(i)  has  not  attained  age  65^  and 

"(^)  is  receiving  benefits  {or  with  respect  to  whom  benefits  are 
paid)  under  this  title^ 
the  Secretary  shall  make  provision  for  referral  of  such  individual  to 
the  appropriate  State  agency  administering  the  State  plan  for  voca- 
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Umicbl  rehabilitation  services  approved  under  the  Vocational  Rehabili- 
tation Act,  or,  in  the  case  of  any  such  individual  \oho  hm  not  attained 
age  16,  to  the  appropriate  State  agency  administering  the  State  plan 
imder  subsection  (b)  of  this  section,  and  (except  in  such  cases  as  he 
may  determine)  for  a  revieiv  not  less  often  than  quarterly  of  such 
individual's  blindness  or  disability  and  his  need  for  and  utilization  of 
the  services  made  availahle  to  him-  under  such  plan. 

The  Secretary  shall  by  regulation  prescribe  criteria  for 
approval  of  State  plans  for — 

"(^)  assuring  appropriate  coumseling  for  disabled  children 
referred  pursuant  to  subsection  (a)  and  their  families, 

"(5)  establishment  of  individual  service  plans  for  such  dis- 
abled children,  and  jyrompt  referral  to  appropriate  medical,  edu- 
cational, and  social  services, 

"(C)  monitoring  to  assure  adherence  to  such  service  plans,  and 
provision  for  such  disabled  children  who  are  6  years  of 
age  and  under,  or  loho  have  never  attended  public  school  and 
require  preparation  to  take  advantage  of  public  educational 
services,  of  medical,  social,  developmental,  and  rehabilitative 
services,  in  cases  ivhere  such  services  reasonably  promise  to  en- 
hance the  child'^s  ability  to  benefit  from  subsequent  education  or 
training,  or  otherwise  to  enha/nce  his  opportunities  for  self- 
sufficiency  or  self-support  as  an  adult. 
"(^)  Such  criteria  shall  include — 
"(^)  administration — 

"(^)   by  the  agency  administering  the  State  plan  for 
crippled  childrenh  services  under  title  V  of  this  Act,  or 

'^(ii)  by  another  agency  ivhieh  administers  programs  pro- 
viding services  to  disabled  children  and  which  the  Governor 
of  the  State  concerned  has  determined  is  capable  of  admin- 
istering the  State  plan  described  in  the  first  sentence  of  this 
subsection  in  a.  more  efficient  and  effective  manner  than  the 
agency  described  in  clause  (i)  (with  the  reasons  for  such 
determination  beiiig  set  forth  in  the  State  plan  described  in 
the  first  sentence  of  this  subsection) ; 
"(5)  coordination  rvith  other  agencies  serving  disabled  chil- 
dren; and 

"(6^)  establishment  of  an  identifable  unit  within  such  agency 
which  shall  be  responsible  for  carrying  out  the  plan. 

"(<?)  Every  individual  age  16  or  over  with  respect  to  whom  the 
Secretary  is  required  to  make  provision  for  referral  under  subsection 
(a)  shall  accept  such  services  as  are  made  available  to  him  under  the 
State  plan  for  vocational  and  rehabilitation  services  approved  under 
the  Vocational  Rehahilitation  Act;  and  no  such  individual  shall  be 
an  eligible  individual  or  eligible  spouse  for  purposes  of  this  title  if 
he  refuses  without  good  cause  to  accept  services  for  which  he  is 
referred  under  subsection  (a). 

"(6?)  The  Secretary  is  authorized  to  pay  to  the  State  agency  admin- 
istering or  supervising  the  administration  of  a  State  plan  for  voca- 
tional rehabilitation  services  approved  under  the  Vocational  Reha- 
bilitation Act  the  cost  incurred  under  such  plan  in  the  provision  of 
rehabilitation  services  to  individuals  referred  for  sux)h  services  pur- 
suant to  subsection  (a). 
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"(e)  (7)  The  Secretary  shall^  subject  to  the  limitations  imposed  hy 
paragraphs  {2)  and  {3) ,  pay  to  the  State  agency  administering  a  State 
plan  of  a  State  under  suhsectior).  (h)  of  this  section,  the  costs  incurred 
each  fiscal  year  which  begins  after  September  SO,  1976,  and  ends  prior 
to  October  1, 1979,  in  carrying  out  the  State  plan  approved  pursuant 
to  such  subsection  (b). 

"(^)  (A)  Of  the  fumds  paid  by  the  Secretary  with  respect  to  costs, 
incurred  in  any  State,  to  lohich  paragraph  (1)  applies,  not  more  than 
10  per  centum  thereof  shall  be  paid  with  respect  to  costs  incurred  with 
respect  to  activities  described  in  subsection  (b)  (1)  (A),  (B),  and 

"(^)  Whenever  there  are  provided  pursuant  to  this  section  to  any 
child  services  of  a  type  which  is  appropriate  for  children  who  are  not 
blind  or  disabled,  there  shall  be  disregarded,  for  purposes  of  com- 
puting any  payment  with  respect  thereto  under  this  subsection,  so 
much  of  the  costs  of  su^h  services  as  would  have  been  incurred  if  the 
child  involved  had  not  been  blind  or  disabled. 

"(6^)  The  total  amount  payable  under  this  subsection  for  any  fiscal 
year,  with  respect  to  services  provided  in  any  State,  shall  be  reduced 
by  the  amount  by  which  the  sumi  of  the  public  funds  expended  {as 
determined  by  the  Secretary)  from  non-Federal  sources  for  services 
of  the  type  involved  for  such  fiscal  year  is  less  than  the  sum  of  such 
funds  expended  from  such  sources  for  services  of  such  type  for  the 
fiscal  year  ending  June  30, 1976. 

"(^)  No  payment  under  this  subsection  with  respect  to  costs  in- 
curred in  providing  services  in  any  State  for  any  fiscal  year  shall 
exceed  an  amount  which  bears  the  same  ratio  to  $30,000,000  as  the  under 
age  7  population  of  such  State  {and  for  purposes  of  this  section  the 
District  of  Columbia  shall  be  regarded  as  a  State)  bears  to  the  under 
age  7  population  of  the  fifty  States  and  the  District  of  Columbia. 
The  Secretary  shall  promulgate  the  limitation  applicable  to  each  State 
for  each  fiscal  year  under  this  paragraph  on  the  basis  of  the  most  re- 
cent satisfactory  data  available  from  the  Department  of  Commerce 
not  later  than  90  nor  earlier  than  270  days  before  the  beginning  of 
such  year.'''' 

{b)  Publication  of  Criteria. — The  Secretary  shall,  within  120 
days  after  the  enactment  of  this  subsection,  publish  criteria  to  be 
employed  to  determine  disability  {as  defined  in  section  161  Jf  {a)  {3) 
of  the  Social  Security  Act)  in  the  ca^e  of  persons  who  have  not  at- 
tained the  age  of  18. 

The  amendment  differs  from  the  Senate  amendment  in  one  respect. 
Under  the  Senate  amendment,  children  under  16  referred  for  services 
would  be  required  to  accept  the  services  (except  with  good  cause) 
or  'lose  their  eligibility  for  such  benefits.  The  amendment  as  agreed  to 
by  the  conferees  does  not  have  such  an  eligibility  requirement  for 
children  under  16. 

With  respect  to  services  for  children  ages  7  to  16,  the  conferees  note 
that  the  amendment  as  agreed  to  makes  no  change  in  the  present  law^ 
provision  of  open-ended  Federal  funding  of  vocational  rehabilitation 
services  provided  by  the  State  vocational  rehabilitatioji  agency  for 
disabled  children  as  well  as  adults  receiving  supplemental  security 
income  benefits. 
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Senate  A^iendment  Numbered  48 

IXC03IE  OF  each  member  OF  MARRIED  COUPLE  TO  BE  APPLIED  SEPARATELY 
IN  DETERMIXIXG  SSI  BENEFIT  PAYMENTS  WHEN  ONE  OF  THEM  IS  IN  AN 
INSTITUTION 

Home  hill. — No  provision. 

Senate  amendTmiit . — Under  the  Senate  amendment,  when  a  spouse 
who  is  a  member  of  an  eligible  SSI  couple  enters  a  medical  institution 
or  nursing  home,  the  two  are  treated  as  individuals  rather  than  as  a 
couple  for  purposes  of  applying  their  separate  incomes  in  comput- 
ing any  required  reduction  of  the  SSI  benefit  amount. 

Conference  action. — This  amendment  was  agreed  to  by  the  Con- 
ferees without  change,  as  follows : 

S^C.  502.  INCOME  OF  EACH  MEMEBER  OF  MARRIED  COUPLE  TO  BE 
APPLIED  SEPARATELY  IN  DETERMINING  SSI  BENEFIT 
PAYMENTS  WHEN  ONE  OF  THEM  IS  IN  AN  INSTITUTION, 

Section  1611  {e)  (1)  (B)  (ii)  of  the  Social  Security  Act  is  ame'iided 
to  read  as  folloics  : 

^^(ii)  in  the  case  of  an  individual  who  has  an  eligible  spouse, 
if  only  one  of  them  is  in  such  a  hosj)ital.^  home^  or  facility  through- 
out sioch  month,  at  a  rate  not  in  excess  of  the  sum  of — 

"(/)  the  rate  of  $300  per  year  {reduced  by  the  amount  of 
any  inco?ne,  not  excluded  pursuant  to  section  1621(b),  of  the 
one  icho  is  in  su/yh  hospital,  home,  or  facility) ,  and 

^'{11)  the  applicable  rate  specified  in  suh section  (b)  (1) 
(reduced  by  the  amount  of  any  income,  not  excluded  pursu- 
ant to  section  1612 {b),  of  the  other) ;  and''\ 

Senate  Amendment  Numbered  49 

preservation  of  medicaid  eligibility  for  individuals  who  cease  to  be 
eligible  for  ssi  benefits  on  account  of  cost-of-living  increases  in 
social  security  benefits 

Hcmse  bill. — No  provision. 

Senate  amendment. — Under  the  Senate  amendment,  SSI  recipients 
would  be  prevented  from  losing  Medicaid  eligibility  solely  because  of 
future  cost-of-living  increases  in  social  security  benefits. 

Conferenee  action. — This  amendment  was  agreed  toby  the  Conferees 
without  change,  as  follows: 

SEC,  503,  PRESERVATION  OF  MEDICAID  ELIGIBILITY  FOR  INDIVID- 
UALS WHO  CEASE  TO  BE  ELIGIBLE  FOR  SUPPLEMENTAL 
SECURITY  INCOME  BENEFITS  ON  ACCOUNT  OF  COST-OF- 
LIVING  INCREASES  IN  SOCIAL  SECURITY  BENEFITS. 

In  addition  to  other  requirements  imposed  by  laiv  as  a  condition  for 
the  approval  of  any  State  pla/n  under  title  XIX  of  the  Social  Security 
A  ct.  there  is  hereby  imposed  the  requirement  (and  each  such  State  plan 
shall  be  deemed  to  require)  that  medical  a^ssistance  under  such  plan 
shall  be  provided  to  any  indi'vidual,  for  any  month  after  June  1977 
for  v'.hich  such  individuxil  is  entitled  to  a  monthly  insurance  benefit 
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under  title  II  of  such  Act  hut  is  not  eligible  for  benefits  under  title 
XVI  of  such  Act,  in  like  manner  and  subject  to  the  same  terms  and 
conditions  as  are  af^licahle  under  such  State  plan  in  the  case  of  indi- 
viduals who  are  eligible  for  and  receiving  benefits  under  such  title 
XVI  for  such  month,  if  for  such  month  such  individual  would  be  {or 
could  become)  eligible  for  benefits  under  such  title  XVI  except  for 
amounts  of  income  received  by  sux)h  individual  and  his  spouse  {if 
any)  which  are  attributable  to  increases  in  the  level  of  monthly  insur- 
ance benefits  payable  und,er  title  II  of  such  Act  which  have  occurred 
pursuant  to  section  215 {i)  of  such  Act,  in  the  case  of  such  individual, 
since  the  last  month  after  April  1977  for  which  such  individual  was 
both  eligible  for  {and  received)  benefits  under  such  title  XVI  and  was 
entitled  to  a  monthly  insurance  benefit  under  such  title  II,  and,  in  the 
case  of  such  individual's  spouse  {if  any),  since  the  Imt  such  month 
for  which  such  spouse  was  both  eligible  for  {and  received)  benefits 
under  such  title  XVI  and  was  entitled  to  a  monthly  insurance  benefit 
under  such  title  II,  Solely  for  purposes  of  this  section,  payments  of  the 
type  described  in  section  1616 {a)  of  the  Social  Security  Act  or  of  the 
type  described  in  section  212 {a)  of  Public  Law  93-66  shall  be  deemed 
to  be  benefits  under  title  XVI  of  the  Social  Security  *  *  *. 

Senate  Amendment  Numbered  50 
state  supplementation  of  benefits  under  ssi  program 
House  bill. — No  provision. 

Senate  amendment. — Under  the  Senate  amendment,  States  receiving 
Federal  hold-harmless  funds  will  no  longer  have  the  amount  of  such 
funds  reduced  when  a  cost-of-living  increase  in  SSI  benefits  becomes 
eifective.  Such  States  would  thus  be  permitted  to  pass  along  the 
increase  in  Federal  SSI  benefits  to  the  recipient  without  additional 
State  costs. 

Conference  action. — The  amendment  was  agreed  to  by  the  conferees 
with  one  modification,  as  follows : 

SEC.  504.  STATE  SUPPLEMENTATION  OF  BENEFITS  UNDER  SUPPLE- 
MENTAL SECURITY  INCOME  PROGRAM. 

{a)  Limitation  on  State  Costs. — Section  401  {a)  {2)  of  the  Social 
Security  Amendments  of  1972  is  amended — 

{1)  by  inserting  '"''{subject  to  the  second  sentence  of  this  para- 
graph)''^ immediately  after  ''Acf''  where  it  first  appears  in  sub- 
paragraph {B),and 

{2)  by  adding  at  the  end  thereof  the  following  new  sentence: 
'"''In  determining  the  difference  betioeen  the  level  specified  in  sub- 
paragraph {A)  and  tJie  benefits  and  income  described  in  sub- 
paragraph (B)  there  shall  be  excluded  any  part  of  any  such 
benefit  lohich  results  from  {and  loould  not  be  payable  but  for) 
any  cost-of-living  increases  in  such  benefits  under  section  1617  of 
such  Act  {or  any  general  increase  enacted  by  law  in  the  dollar 
amounts  referred  to  in  such  section)  becoming  effective  after 
June  30, 1977,  and  before  July  1, 1979.'\ 
{b)  Effective  Date. — The  provisions  of  this  section  shall  be  effec- 
tive with  respect  to  benefits  payable  for  months  after  June  1977. 
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The  amendment  as  agreed  to  by  the  conferees  limits  the  effect  of 
the  provision  to  the  cost-of-living  increases  which  will  occur  in  1977 
and  1978. 

Senate  Amendment  Numbered  51 
eligibility  or  individuals  in  certain  institutions 
House  hill. — No  provision. 

Senate  amendment. — The  Senate  amendment  would  exclude  pub- 
licly operated  community  residences  which  serve  no  more  than  16 
residents  from  being  deemed  public  institutions  in  which  individuals 
are  ineligible  for  SSI  benefits.  It  would  also  provide  that  Federal 
SSI  payments  would  not  be  reduced  in  the  case  of  assistance  to  an 
individual  or  an  institution  based  on  need  which  is  provided  by 
Stat^  and  localities.  It  would  repeal  section  1616(e)  of  the  Social 
Security  Act  effective  October  1,  1976  which  provides  that  Federal 
SSI  payments  be  reduced  in  the  case  of  payments  made  by  states  or 
localities  for  medical  or  any  other  type  of  remedial  care  provided 
by  an  institution  which  could  be  provided  under  medicaid.  It  would 
add  a  requirement  effective  October  1,  1977,  that  each  State  establish 
or  designate  State  or  local  authorities  to  establish,  maintain  and  in- 
sure the  enforcement  of  standards  for  categories  of  institutions  in 
which  a  significant  number  of  SSI  recipients  are  residing.  The  stand- 
ards would  have  to  be  appropriate  to  the  needs  of  the  recipients  and 
the  character  of  the  facilities  involved.  They  would  govern  admission 
policies,  safety,  sanitation  and  protection  of  civil  rights. 

The  Senate  amendment  would  also  require  each  State  to  make  avail- 
able for  public  review,  as  a  part  of  its  social  services  program  plan- 
ning procedures  under  title  XXj  a  summary  of  the  standards  and  the 
procedures  available  in  the  State  to  insure  their  enforcement.  There 
would  have  to  be  made  available  a  list  of  any  waivers  of  standards 
which  have  been  made  and  any  violations  of  standards  which  have 
come  to  the  attention  of  the  enforcement  authority.  Federal  payments 
would  be  reduced  dollar  for  dollar  by  any  State  supplementation  in 
the  case  of  persons  who  are  in  group  facilities  which  are  not  approved 
under  State  standards  as  determined  by  the  appropriate  State  or 
local  authorities. 

Conference  action. — This  amendment  was  agreed  to  by  the  con- 
ferees without  substantive  change,  as  follows : 

SEC,  505.  ELIGIBILITY  OF  INDIVIDUALS  IN  CERTAIN  INSTITUTIONS, 

(a)  In  General. — Section  1611  (e)  (1)  of  the  Social  Security  Act 
is  amended  hy  striking  out  ''^ subparagraph  {BY^  in  subparagraph 
{A)  and  inserting  in  lieu  thereof  ^''subparagraphs  (B)  and  {Gy\'  and 
hy  adding  at  the  end  thereof  the  following  new  subparagraph: 

"(6^)  As  used  in  subparagraph  (^),  the  term  ^public  institution^ 
does  not  include  a  publicly  operated  community  residence  which 
serves  no  more  than  16  residents. ''\ 

(b)  Conforming  Amendment. — Section  1612 {h)  (6)  of  such  Act  is 
amended  by  striking  out  ^''assistance  described  in  section  1616 {a) 
vMcV  and  inserting  in  lieu  thereof  ''''assistance^  furnished  to  or  on 
behalf  of  such  individual  {and  spouse)^  whicV\ 
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(c)  Repeal  of  Limitation  on  Payment. — Section  1616 {e)  of  such 
Act  is  repealed. 

(d)  States  To  Establish  Standards. — Effective  October  7,  1977^ 
section  1616 {e)  of  such  Act  is  amended  hy  adding  after  subsection 
(d)  the  following  new  subsection: 

"(e)  (1)  Each  State  shall  establish  or  designate  one  or  more  State 
or  local  authorities  which  shall  establish.,  maintain.,  and  insure  the 
enforcement  of  standards  for  any  category  of  institutions^  foster 
homes.,  or  group  living  arrangements  in  which  (as  determined  by  the 
State)  a  significant  number  of  recipients  of  supplemental  security 
incoms  benefits  is  residing  or  is  likely  to  reside.  Such  standards  shall 
be  appropriate  to  the  needs  of  such  recipients  and  the  character  of 
the  facilities  involved^  and  shall  govern  such  matters  as  admission 
policies^  safety^  sanitation^  amd  protection  of  civil  rights. 

"(^)  Each  State  shall  annually  make  available  for  public  review., 
as  a  part  of  the  services  program  planning  procedures  established 
pursuant  to  section  200Jt.  of  this  Act.,  a  summary  of  the  standards  es- 
tablished pursuant  to  paragraph  (/),  and  shall  make  available  to  any 
interested  individual  a  copy  of  such  standards.,  along  with  the  pro- 
cedures available  in  the  State  to  insure  the  enforcement  of  such  stand- 
ards and  a  list  of  any  waivers  of  such  standards  and  any  violations  of 
such  standards  which  have  come  to  the  attention  of  the  authority  re- 
sponsible for  their  enforcement. 

"(^)  Each  State  shall  certify  annually  to  the  Secretary  that  it  is 
in  com^pliance  with  the  requirements  of  this  subsection. 

"(4)  Payments  made  under  this  title  with  respect  to  an  individual 
shall  be  reduced  by  an  amount  equal  to  the  amount  of  any  supple- 
mentary payment  (as  described  in  subsection  (a))  or  other  payment 
made  by  a  State  (or  political  subdivision  thereof)  which  is  made  for 
or  on  account  of  any  medical  or  any  other  type  of  remedial  care  pro- 
vided by  an  institution  of  the  type  described  in  paragraph  (1)  to 
such  individual  as  a  resident  or  an  inpatient  of  such  institution  if  such 
institution  is  not  approved  as  meeting  the  standards  described  in  such 
paragraph  by  the  appropriate  State  or  local  authorities. 

{e)  Effective  Date. — The  amendments  and  repeals  m/ide  by  this 
section^  unless  otherioise  svecified  therein^  shall  take  effect  on  Oc- 
tober 1,1976. 

Senate  Amendment  Numbered  54 

afdg  benefits  where  unemployed  father  receives  unemployment 

compensation 

House  bill. — No  provision. 

Senate  amendment. — The  Senate  amendment  would  require  unem- 
ployed fathers  who  apply  for  aid  to  families  with  dependent  children- 
unemployed  fathers  (AFD'C-UF)  to  collect  any  unemployment  com- 
pensation (UC)  to  which  they  are  entitled  before  they  can  receive 
any  AFDC-UF  benefits  for  which  they  might  qualify.  In  those  cases 
where  an  individual  collecting  unemployment  compensation  meets 
the  State  AFDC-UF  eligibility  requirements,  the  State  would  be 
required  to  supplement  UC  benefits  up  to  AFDC-UF  benefit  levels. 
The  amendment  also  authorizes  the  Secretaries  of  Labor  and  Health, 
Education,  and  Welfare,  to  enter  into  agreements  with  States  which 
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are  able  and  willing  to  do  so  under  which  the  States  will  obtain  a 
single  registration  for  work  to  meet  the  requirements  of  both  the 
Work  Incentive  Program  and  the  Unemployment  Compensation 
Program. 

Conference  action. — This  amendment  was  agreed  to  by  the  con- 
ferees without  change,  as  follows : 

SEC.  508.  AFDC  BENEFITS  WHERE  UNEMPLOYED  FATHER  RECEIVES 
UNEMPLOYMENT  COMPENSATION. 

(a)  In  General. — Section  407{'b)  (2)  of  the  Social  Security  Act  is 
amended — 

{1)  hy  stinking  out  at  the  end  of  subparagraph  (B) ;  and 

(2)  hy  striking  out  paragraph  {C)  arid  inserting  in  lieu  thereof 
the  folloicing: 

"(6^)  for  the  denial  of  aid  to  families  with  dependent  children 
to  any  child  or  relative  specified  m  subsection  (a)  — 

"  (z)  if  and  for  so  long  as  such  child's  father,  unless  exempt 
under  section  Ii.02{a)  {19)  {A),  is  not  registered  pursuant  to 
such  section  for  the  toork  incentive  program  established 
under  part  C  of  this  title.,  or.,  if  he  is  exempt  under  such 
section  by  reason  of  clause  {Hi)  thereof  or  no  such  program 
in  which  he  can  effectively  participate  has  been  established 
or  provided  under  section  Jf32{a).,  is  not  registered  with  the 
public  employment  offices  in  the  Sta.te,  and 

'^{ii)  with  respect  to  any  week  for  which  such  child^s  father 
qualifies  for  u/nemployment  compensation  under  an  unem- 
ployment compensation  law  of  a  State  or  of  th  e  United  States, 
but  refuses  to  apply  for  or  accept  such  unemployment  com- 
pensation; and 

for  the  reduction  of  the  aid  to  families  with  dependent 
children  otherwise  payable  to  any  child  or  relative  specified  in 
s^ibsection  (a)  by  the  amount  of  any  unemployment  compensation 
that  such  child^s  father  receives  under  an  unemploymerit  compen- 
sation lav!  of  a  State  or  of  the  United  States. ''\ 
{b)  Conforming  Provision. — Section  JfD7{d){3)  of  such  Act  is 
amended  by  inserting  for  purposes  of  section  Jfi7{b)  (i)  (6^) before 
deemed'\ 

{c)  Effective  Date. — The  amendments  made  by  the  preceding 
provisions  of  this  section  shall  be  effective  with  respect  to  months  after 
{and  loeeks  beginning  in  months  after)  the  date  of  the  enactment  of 
this  Act. 

{d)  Simplification  of  Procedures. — Section  407  of  the  Social 
Security  Act  is  further  amended  by  adding  at  the  end  thereof  the 
foUowAng  new  subsection: 

"(e)  The  Secretary  of  Health.,  Education.,  and  Welfare  and  the 
Secretary  of  Labor  shall  jointly  enter  into  am  agreement  with  each 
State  ivhich  is  able  and  willing  to  do  so  for  the  purpose  of  {!)  sim- 
plifying the  procedures  to  be  follotved  by  unemployed  fathers  and 
other  unemployed  persons  in  such  State  in  registering  pursuant  to 
section  402{a)  {19)  for  the  work  incentive  program  established  by 
part  C  of  this  title  a.nd  in  registering  with  public  employment  offices 
{under  this  section  and  otherwise)  or  in  connection  with  applications 
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for  unemployment  compensation^  hy  reducing  the  mim'ber  of  locations 
or  agencies  where  such  persons  must  go  in  order  to  register  for  such 
programs  and  in  connection  with  such  applications^  and  {2)  providing 
where  possible  for  a  single  registration  satisfying  this  section  omd  the 
requirements  of  both  the  work  incentive  program  and  the  applicable 
unemployment  compensation  ImJcsP. 

Senate  Amendment  Numbered  55 
state  empl0y3ient  offices  to  supply  data  in  aid  of  administration 
of  afdc  and  child  support  programs 

House  bill. — No  provision. 

Senate  amendment. — Under  the  Senate  amendment,  State  employ- 
ment offices  would  be  required  to  furnish  information  in  their  files 
regarding  any  individual  at  the  request  of  a  State  or  local  AFDC  or 
child  support  agency.  The  information  to  be  provided  will  include: 
(1)  whether  such  individual  is  receiving,  has  received  or  has  made 
application  for,  unemployment  compensation,  and  the  amount  of  any 
such  compensation,  (2)  the  current  home  address,  (3)  whether  such 
individual  has  refused  an  offer  of  employment,  and  (4)  such  other 
matters  as  may  be  relevant  to  the  discharge  of  the  welfare  or  child 
support  agency's  duties  insofar  as  such  duties  relate  to  the  individual 
or  any  member  of  his  family.  The  State  employment  offices  would  be 
reimbursed  by  the  welfare  or  child  support  agencies  for  the  cost  of 
supplying  this  information. 

Conference  action. — This  amendment  was  agreed  to  by  the  conferees 
with  one  modification,  as  follows : 

SEC.  509.  STATE  EMPLOYMENT  OFFICES  TO  SUPPLY  DATA  IN  AID 
OF  ADMINISTRATION  OF  AFDC  AND  CHILD  SUPPORT 
PROGRAMS. 

(a)  In  General. — Section  3(a)  of  the  Act  entitled  Act  to  pro- 
vide for  the  establishment  of  a  national  employment  system  and  for 
cooperation  ivith  the  States  in  tlie  promotion  of  such  system.,  and  for 
other  purposes^\  approved  June  6*,  1933  {29  U.S.C.  4^b{a)),  is 
amended  by  adding  at  the  end  thereof  the  following  new  senterwe: 
'^It  shall  be  the  further  duty  of  the  bureau  to  assure  that  such  employ- 
ment offices  in  each  State.,  upon  request  of  a  public  agency  administer- 
ing or  supervising  the  administration  of  a  State  plan  approved  under 
part  A  of  title  IV  of  the  Social  Security  Act  or  of  a  public  agency 
charged  loith  any  duty  or  responsibility  uruder  any  program  or  activity 
authorized  or  required  uThder  part  D  of  title  IV  of  such  Act^  shall 
{and^  notwithstanding  any  other  provision  of  laio^  is  hereby  authorized 
to)  furnish  to  such  agency  making  the  request.,  from  any  data  con- 
tained m  the  files  of  any  such  employment  office.,  information  with 
respect  to  amy  individual  specified  in  the  request  as  to  (A)  whether 
such  individual  is  receiving.,  has  received^  or  has  made  application  for., 
unemployment  compensation.,  and  the  amount  of  any  such  compensa- 
tion being  received  by  such  individual.,  (B)  the  current  (or  most 
recent)  home  address  of  such  individual,  and  (C)  whether  such  indi- 
vidual has  refused  an  offer  of  employment  and,  if  so,  a  description  of 
the  employment  so  offered  and  terms,  conditions,  and  rate  of  pay 
therefor.'''' . 
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(h)  Provision  for  Reimbursement  of  Expenses. — For  purposes  of 
section  Jf03  of  the  Social  Security  Act,  expenses  in<mrred  to  reimburse 
State  employm-ent  offices  for  furnishing  information  requested  of  such 
offices  pursuant  to  the  third  sentence  of  section  8  {a)  of  the  Act  entitled 
''An  Act  to  provide  for  the  establishment  of  a  national  employment 
system  and  for  cooperation  with  the  States  in  the  promotion  of  such 
system,  and  for  other  purposes'''\  approved  June  6,  1933  {29  U.S.C. 
Jt9h  (a)),  by  a  State  or  local  agency  administering  a  State  plan 
approved  under  part  A  of  title  IV  of  the  Social  Security  Act  shall  be 
considered  to  constitute  expenses  incwrred  in  the  administration  of 
such  State  plan;  and  for  purposes  of  section  JfSS  of  the  Socio!  Security 
Act,  expenses  incurred  to  reimburse  State  employment  offices  for 
furnishing  information  so  requested  by  a  State  or  local  agency  charged 
vnth  the  duty  of  carrying  out  a  State  plan  for  child,  support  approved 
under  part  D  of  title  IV  of  the  Social  Security  Act  shall  be  considered 
to  constitute  expenses  incurred  in  the  administration  of  su^h  State 
plan. 

The  amendment  as  agi'eed  to  by  the  conferees  differs  in  a  single 
respect  from  the  Senate  amendment — it  omits  the  fourth  catgory  of 
information  to  be  provided  by  State  employment  offices  ("such  other 
matters  as  may  be  releA^ant  to  the  discharge  of  the  welfare  or  child 
support  agency's  duties  .  .  .''). 

Al  Ullmax, 
James  A.  Burke, 
Jambs  C.  Gorman, 
Charles  B.  K angel, 
William  A.  Steiger, 
Bill  Frenzel, 

Managers  on  the  Part  of  the  House. 
Russell  B.  Long, 
Herman  Talmadge, 
Gaylord  IS'elson, 
William  D.  Hathaway, 
Carl  T.  Curtis, 
Paul  Fannin, 
Clhtord  Hansen, 
Jacob  K.  Javits, 

Managers  mi  the  Part  of  the  Senate. 
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Public  Law  94-569 
94th  Congress 

An  Act 

To  amend  the  Internal  Revenue  Code  of  1954  to  permit  the  authorization  of      Oct.  20,  1976 
means  other  than  stamp  on  containers  of  distilled  spirits  as  evidence  of       [H.R.  7228] 
tax  payment,  to  provide  an  extension  of  certain  provisions  relating  to  members 
of  the  Armed  Forces  mis^^ing  in  action,  and  for  other  purposes. 

Be  it  ena<:ted  hy  the  Senate  and  House  of  Representatives  of  the 
United  States  of  America  in  Congress  assembled.  That  section  5205  (h)  Taxes, 
of  the  Internal  Revenue  Code  of  1954  (relating  to  form  of  stamps    Distilled  spirits, 
for  containers  of  distilled  spirits)  is  amended  by  striking  out  "or    use  of  stamps  on 
other  form  of  stamp"  and  inserting  in  lieu  thereof  ''other  form  of  contamers. 
stamp,  or  other  device". 

Sec.  '2.  Section  6801(b)  of  the  Internal  Revenue  Code  of  1954   26  USC  6801. 
(relating  to  authority  for  establishment,  alteration,  and  distribution 
of  stamps)  is  amended  by  striking  out  the  period  at  the  end  thereof 
and  inserting  in  lieu  thereof      except  that  stamps  required  by  or 
prescribed  pursuant  to  the  provisions  of  section  5205  or  section  5235    26  USC  5205, 
may  be  prepared  and  distributed  by  persons  authorized  by  the  Secre-  5235. 
tary,  under  such  controls  for  the  protection  of  the  revenue  as  shall  be 
deemed  necessary."'. 

Sfx.  3.  (a)  SuRviviXG  Spouse. — Section  2(a)  (3)  (B)  of  the  Internal 
Revenue  Code  of  1954  (relating  to  the  special  rule  where  a  deceased    26  USC  2. 
spouse  was  in  a  missing  status)  is  amended  to  read  as  follovs's: 
"(B)  the  date  which  is — 

'*(i)  January  2,  1978,  in  the  case  of  service  in  the  combat 
zone  designated  for  purposes  of  the  Vietnam  conflict,  or 

"(ii)  2  years  after  the  date  designated  under  section  112  26  USC  112. 
as  the  date  of  termination  of  combatant  activities  in  that 
zone,  in  the  case  of  any  combat  zone  other  than  that  referred 
to  in  clause  (i).". 

(b)  Certain  Pay  of  Members  of  the  Armed  Forces  Hospitalized 
AS  A  Result  of  the  Vietnam  Conflict. — The  last  sentence  of  section 
112(a)  of  such  Code  (relating  to  certain  combat  pay  of  enlisted  mem- 
bers of  the  Armed  Forces)  and  the  last  sentence  of  section  112(b)  of 
such  Code  (relating  to  certain  combat  pay  of  commissioned  officers  of 
the  armed  forces)  are  each  amended  by  striking  out  "beginning 
more  than  2  years  after  the  date  of  the  enactment  of  this  sentence" 
and  inserting  in  lieu  thereof  "after  January  1978". 

(c)  Income  Taxes  of  Members  of  Armed  Forces  on  Death  in 
Missing  Status. — The  second  sentence  of  section  692(b)  of ,  such 

Code  (relating  to  income  taxes  of  members  of  the  armed  forces  on   26  USC  692. 
death  in  a  missing  status)  is  amended  to  read  as  follows:  "The  pre- 
ceding sentence  shall  not  cause  subsection  (a)  (1)  to  apply  for  any 
taxable  year  beginning — 

"(1)  after  January  2,  1978,  in  the  case  of  service  in  the  combat 

zone  designated  for  purposes  of  the  Vietnam  conflict,  or 

"(2)  more  than  2  years  after  the  date  designated  under  section 

112  as  the  date  of  termination  of  combatant  activities  in  that 

zone,  in  the  case  of  any  combat  zone  other  than  that  referred  to 

in  paragraph  (1).". 

(d)  Joint  Return  Where  Indrtdual  Is  in  Missing  Status  as  a 
Resuxt  of  Vietnam  Conflict. — The  last  sentence  of  section  6013(f) 
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(1)  of  such  Code  (relating  to  joint  returns  where  individual  is  in 
missing  status  as  a  result  of  the  Vietnam  conflict)  is  amended  by 
striking  out  "more  than  2  years  after  the  date  of  the  enactment  of 
this  sentence"  and  inserting  in  lieu  thereof  "after  January  2,  1978". 

(e)  Time  for  Performing  Certain  Acts  Postponed  by  Reason  of 
Vietnam  Conflict. — The  second  sentence  of  section  7508(b)  of  such 
Code  (relating  to  the  application  to  a  spouse  of  provision  relating  to 
the  time  for  performing  certain  acts  postponed  by  reason  of  war)  is 
amended  to  read  as  follows :  "The  preceding  sentence  shall  not  cause 
this  section  to  apply  to  any  spouse  for  any  taxable  year  beginning — 
"(1)  after  January  2, 1978,  in  the  case  of  service  in  the  combat 

zone  designated  for  purposes  of  the  Vietnam  conflict,  or 

"(2)  more  than  2  years  after  the  date  designated  under  section 

112  as  the  date  of  termination  of  combatant  activities  in  that 

zone,  in  the  case  of  any  combat  zone  other  than  that  referred  to 

in  paragraph  (1).". 

SEC.  4.  AUTHORIZATION  OF  INITIAL  PAYMENTS  TO  PRESUMPTIVELY 
BLIND  INDIVIDUALS. 

(a)  In  General. — Section  1631(a)(4)(B)  of  the  Social  Security 
Act  is  amended — 

(1)  by  inserting  "or  blindness"  immediately  after  "disability" 
each  time  it  appears ;  and 

(2)  by  inserting  "or  blind"  immediately  after  "disabled"  each 
time  it  appears. 

(b)  Effective  Date. — The  amendments  made  by  this  section  shall 
apply  with  respect  to  months  after  the  month  following  the  month 
in  which  this  Act  is  enacted. 

Sec.  5.  Section  1613(a)  (1)  of  the  Social  Security  Act  is  amended 
by  striking  out  to  the  extent  that  its  value  does  not  exceed  such 
amount  as  the  Secretary  determines  to  be  reasonable". 


Approved  October  20,  1976. 
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INTERNAL  REVENUE  CODE  OF  1954 
P.L.  94-569 

INTERNAL  REVENUE  CODE  OF  1954— DISTILLED 
SPIRITS  STAMPS 


House  Report  (Ways  and  Means  Committee)  No.  94-1071, 
Apr.  29,  1976  [To  accompany  H.R.  7228] 

Senate  Report  (Finance  Committee)  No.  94-1319, 
Sept.  28,  1976  [To  accompany  H.R.  7228] 

Cong.  Record  VoL  122  (1976) 

DATES  OF  CONSIDERATION  AND  PASSAGE 
House  May  13,  October  1, 1976 

Senate  October  1, 1976 
The  Senate  Report  is  set  out. 

SENATE  REPORT  NO.  94-1319 


The  Committee  on  Finance,  to  wliich  was  referred  the  bill  (H.R. 
7228)  to  amend  the  Internal  Revenue  CJode  of  1954  to  permit  the  au- 
thorization of  means  other  than  stamps  on  containers  of  distilled  spirits 
as  evidence  of  tax  payment,  having  considered  the  same,  reports 
favorably  thereon  with  an  amendment  and  recommends  that  the  bill 


The  House-passed  bill  (H.R.  7228)  relates  to  the  means  used  as 
evidence  of  tax  payment  for  containers  of  distilled  spirits.  Under  pres- 
ent law,  containers  of  distilled  spirits  must  have  a  stamp  as  evidence 
of  the  payment  of  the  Federal  excise  tax.  The  bill  permits  the  Treasury 
Department  to  authorize  the  use  of  means  other  than  stamps  as  evi- 
dence of  this  tax  payment.  The  bill  also  allows  the  Secretary  of  the 
Treasury  to  authorize  persons  outside  the  Treasury  Department  to 
prepare  and  distribute  the  stamps  or  other  devices  mat  may  be  used, 
which  is  to  be  done  only  under  such  controls  as  are  necessary  to  protect 
Federal  revenues. 

The  committee  agreed  to  the  House  passed  bill  and  added  an  amend- 
ment dealine  with  the  special  tax  provisions  relating  to  members  of 
the  Armed  Forces  and  others  involved  in  the  Vietnam  conflict.  The 
amendment  extends  for  one  year  (to  January  2,  1978)  the  tax  relief 
to  members  of  the  Armed  Forces  of  the  United  States  (and  their 
spouses)  and  civilian  employees  who  are  missing  in  action  or  hospital- 
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ized  as  a  result  of  wounds,  disease,  or  injury  incurred  in  the  Vietnam 
conflict 


P.L.  94-569,  see  page  90  Stat.  2699 
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I.  Summary 
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II.  General  Statement 
A.  evidence  or  tax  payment  on  distilled  spirits  containers 
Present  law 

Under  present  law,  evidence  of  the  payment  of  the  Federal  excise 
tax  on  distilled  spirits  is  required  to  be  demonstrated  by  attaching  to 
the  container  what  is  commonly  known  as  a  "strip  stamp."  This  is  a 
paper  stamp  that  is  attached  to  the  container  in  such  a  manner  that  it 
will  be  broken  (thereby  voiding  it)  upon  opening  the  container.  (See 
especiallv  sees.  5205  and  5235  of  the  Internal  Revenue  Code  of  1954.) 
Present  law  (sec.  6801)  restricts  the  preparation  and  distribution  of 
the  strip  stamps  to  the  Treasuiy  Department.  The  stamps  are  now 
made  by  the  Bureau  of  Engraving  and  Printing. 

Reasons  for  change 

Recent  developments  in  the  technology  of  bottle  and  container  clo- 
sures indicates  that  it  may  become  simpler  for  distillers  and  less  costly 
to  the  Federal  Government  in  the  future  to  use  devices  other  than 
paper  stamps  as  evidence  of  payment  of  the  excise  tax  on  distilled 
spirits.  For  example,  the  evidence  of  this  tax  payment  might  be 
printed  on  a  metallic  strip  used  to  form  th0  closure  on  a  bottle;  this 
strip  also  would  be  broken  and  thereby  .voided  when  the  bottle  is 
opened.  The  printing  costs  are  to  be  boAie  by  the  parties  who  are 
authorized  to  print  such  stamps. 

If  the  Treasury  Department  considers  using  means  or  de\4ces  other 
than  a  paper  stamp  as  evidence  of  the  tax  payment,  there  may  be  a 
problem  in  providing  the  other  means  or  devices.  The  paper  stamps 
now  are  provided  by  the  Bureau  of  Engraving  and  Printing,  which  is 

feared  to  printing  on  paper.  That  Bureau  and  other  agencies  of  the 
'ederal  Government  are  not  now  equipped  to  process  other  materials 
for  use  as  evidence  of  tax  payment. 

In  order  to  permit  the  Treasury  Department  to  take  advantage  of 
modern  technolog>%  and  to  reduce  its  manufacturing  and  administra- 
tive costs,  the  committee  has  approved  this  bill,  which  authorizes  the 
use  of  "other  devices"  as  well  as  tax  stamps  and  which,  with  safe- 
guards, authorizes  the  Treasury  to  have  such  devices  prepared  and 
distributed  by  private  parties. 

Explanation  of  provision 

The  bill  authorizes  the  Treasury  Department  to  use  devices  other 
than  stamps  as  evidence  of  tax  payment  on  containers  of  distilled 
spirits.  The  committee  understands  that  consideration  may  be  given 
to  the  use  of  metallic  strips  as  an  authorized  device,  with  the  strips 
being  emlx>ssed  with,  or  having  printed  or  lithographed  on  them,  the 
appropriate  legend  certifying  to  their  use  as  tax  stamps. 

Because  the  Federal  Government's  agencies  do  not  possess  facilities 
for  processing  metallic  strips  or  other  nonpaper  strips,  the  Secretary 
is  given  authority,  in  section  2  of  the  bill,  to  authorize  other  persons  to 
prepare  and  distribute  metallic  and  other  nonpaper  stamp  strips.  In 
practice,  authorization  to  prepare  the  strips  might  be  given  to  dis- 
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tillers,  container  manufacturers,  or  other  manufacturers  of  the  strips. 
The  committee  bill  requires  the  Secretary  to  impose  whatever  controls 
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ihfe  believes  are  necessary  to  assure  that  the  Federal  revenues  are  pro- 
Jtected.  This  requirement  means  that  the  authorized  printers  of  non- 
paper  stamj^s  must  establish  the  kind  of  controls  needed  to  assure  that 
i  the  tax  is  paid  for  each  stamp  that  is  used. 

The  importance  of  such  controls  may  be  gathered  from  the  fact  that 
upwards  of  $4  billion  are  expected  to  be  received  from  the  tax  on 
distilled  spirits  during  fiscal  year  1977. 

In  order  to  afford  an  opportunity  for  Congressional  review  of  any 
system  of  private  production  of  stamps  or  other  devices,  the  Treasury 
Department  should  not  put  into  effect  any  agreement  for  such  private 
production  until  the  Department  has  given  the  committee  at  least  90 
days  to  examine  the  system  of  controls  to  be  used. 

B,  EXTENSION'  OF  TAX  BEXEFrTS  OF  MEMBErvS  OF  THE  ARMED  FORCES  AND 
CIVILIAN  EMPLOYEES  WHO  ARE  MISSING  IN  ACTION  OR  HOSPITALIZED  AS 
A  RESULT  OF  THE  VIETNAM  CONFLICT 

P^ent  law 

Under  present  law,  members  of  the  Armed  Forces  of  the  United 
States  and  civilian  employees  who  are  missin*^  in  action  or  remain 
hospitalized  as  a  i*esult  of  wounds,  disease,  or  injury  incurred  in  the 
Vietnam  conflict  are  entitled  to  certain  tax  relief  which  generally  will 
expire  with  respect  to  taxable  years  beginning  after  January  2,  1977. 

Under  section  112  of  the  code,  members  of  the  Armed  Forces  may 
exclude  from  income  compensation  received  for  each  month  any  pait 
of  which  is  spent  hospitalized  as  a  result  of  wouncM,  disease,  or  injury 
incurred  in  combat.  (Tenerally,  these  benefits  run  for  two  years  after 
the  formal  cessation  of  hostilities,  that  is  for  two  years  after  the  date 
designated  under  section  112  as  the  date  of  termination  of  combatant 
activities.  Public  Law  93-597,  enacted  on  January  2,  1975,  extended 
the  latest  date  for  qualification  for  the  exclusion  provided  by  section 
112  in  cases  relating  to  the  Vietnam  conflict  through  months  beginning 
on  or  before  January  2, 1977. 

Present  law  (sec.  692  of  the  Code)  also  forgives  any  taxes  otherwise 
due  for  a  taxable  year  during  which  a  member  of  the  Armed  Forces 
dies  while  on  active  duty  in  a  combat  zone  or  for  any  prior  taxable  year 
which  ends  after  the  member  first  served  in  a  combat  zone.  In  the  case 
of  members  missing  in  the  Vietnam  conflict,  the  tax  forgiveness 
provision  will  not  apply  to  any  taxable  year  beginning  after 
January  2, 1977. 

In  addition,  certain  widows  and  widowers  are  eligible  for  .special 
tax  rat^s  as  a  surviving  spouse  for  the  two  taxable  years  following  the 
year  in  which  the  other  spouse  died.  In  the  case  of  spouses  missing  in 
the  Vietnam  conflict,  the  survivor  may  elect  (under  sec.  2  of  the  code) 
the  special  rates  for  two  years  from  the  earlier  of  the  date  of  the 
determination  of  death,  or  January  2, 1977.  This  allows  the  surviving 
spouse  of  an  individual  missing  in  Vietnam  to  elect  the  favorable 
"surviving  spouse"  rates  for  two  taxable  years  after  January  2, 1977. 

Several  provisions  also  affect  the  election  to  file  a  joint  return  by  a 
spouse  of  a  missing  member.  Under  section  6013  the  spouse  of  a  member 
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missing  as  a  result  of  the  Vietnam  conflict  cannot  elect  to  file  a  joint 
return  for  a  taxable  year  beginning  after  January  2, 1977.  The  spouse 
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of  a  missing  individual  is  also  panted  extensions  (under  sec.  7508  of 
the  code)  lor  certain  tax  obligations  and  tax  administrative  actions 
for  taxable  years  beginninfr  before  January  2,  1977.  For  that  period 
the  Internal  Revenue  Service  is  to  disregard  "whether  required  tax 
returns  were  filed,  payments  made,  petitions  and  credit  or  refund 
claims  filed,  etc.,  within  the  time  prescribed  by  statute. 

Reasons  for  change 

Since  the  enactment  of  the  1975  legislation,  the  Department  of  De- 
fense has  been  unable  to  conduct  status  reviews  of  persons  missing  in 
action  because  of  unanticipated  events.  Between  1973  and  March,  1974, 
the  Department  was  judicially  enjoined  from  making  such  reviews.  In 
March  1974,  the  Federal  District  Court  (Southern  District  of  New 
York)  stated  that  status  reviews  could  be  resumed  if  the  Department 
adopted  procedural  safeguards  including  notification  of  intention  to 
review,  providing  an  opportunity  for  primary  next  of  kin  to  attend 
the  hearing  with  legal  counsel,  and  providing  reasonable  access  to 
information  used  at  the  hearings.* 

Following  that  decree,  the  military  again  began  status  reviews. 
These  reviews  were  again  suspended  oy  agreement  between  the  De- 
partment of  Defense  and  the  House  Select  Committee  on  Missing  Per- 
sons in  Southeast  Asia  until  late  1976  or  early  1977  when  the  Com- 
mittee will  submit  its  report  to  the  House.  Thus,  no  status  reviews  will 
be  resumed  on  the  remaming  cases  until  1977.  The  committee  has  been 
informed  that  a  one-year  extension  of  the  tax  benefits  should  allow  the 
military  sufficient  time  to  complete  reviewing  the  status  of  open  cases. 

Explanation  of  provision 

The  bill  generally  extends  the  termination  date  for  the  special  tax 
treatment  for  certain  individuals  missing  in  action  or  remaining  hos- 
pitalized as  a  result  of  the  Vietnam  conflict  for  one  year  through  tax- 
able years  beginning  on  or  before  January  2,  1978. 

Specifically,  the  bill  would  allow  members  of  the  Armed  Forces  to 
exclude  from  gross  income  compensation  received  for  any  month  dur- 
ing any  part  of  which  the  meYnber  was  hospitalized  as  a  result  of 
wounds,  disease,  or  injury  incurred  while  serving  in  a  combat  zone  in 
the  Vietnam  conflict.  Enlisted  personnel  may  exclude  all  such  com- 
pensation ;  commissioned  officers  may  exclude  up  to  $500  of  such  com- 
pensation per  month.  These  exclusions  would  apply  through  January 
1978.- 

The  bill  would  also  extend  from  January  2,  1977,  to  January  2, 
1978,  the  date  after  which  the  income  tax  forgiveness  for  the  taxable 
year  in  which  a  member  of  the  Armed  Forces  dies  (or  is  determined  to 
nave  died)  as  a  result  of  combat  in  the  Vietnam  conflict,  will  no  longer 
be  allowed. 

Also,  the  spouse  of  a  person  missing  as  a  result  of  service  in  a  com- 
bat zone  in  the  Vietnam  conflict  would  be  allowed  to  elect  to  file  a  joint 
return  until  taxable  years  beginning  after  January  2, 1978,  and  would 


^McDonald  r.  MeLucw,  S71  P.  Sopp.  831  (1974)  ;  S71  F.  Snpp.  837  (1974)  ;  trd ;  95 
Bop.  Ct.  297  (1974). 
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be  entitled  to  file  as  a  surviving  spouse  for  two  taxable  years  begin- 
ning after  January  2,  1978. 

Effective  date. — This  provision  will  become  effective  on  tlie  date 
of  enactment. 
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To  amend  the  Social  Security  Act  with  respect  to  food  stamp  purchases  by 

welfare  recipients. 

Be  it  enacted  hy  the  Senate  and  Home  of  Representatives  of  the 
United  States  of  America  in  Congress  assemhled^ 

FOOD  STAMP  DISTRIBUTIOX  TO  AFDC  FAMILIES 

That  (a)  Part  A  of  title  IV  of  the  Social  Security  Act  is  amended  by 
adding  at  the  end  thereof  the  following  new  section : 


FOOD  STAMP  DISTRIBUTION 

•"Sec.  410.  (a)  Any  State  plan  for  aid  and  services  to  needy  families  42  USC  610. 
Tvith  children  may  (but  is  not  required  under  this  title  or  any  other 
provision  of  Federal  law  to)  provide  for  the  institution  of  procedures, 
in  any  or  all  areas  of  the  State,  by  the  State  agency  administering  or 
supervising  the  administration  of  such  plan  under  which  any  house- 
hold participating  in  the  food  stamp  program  established  by  the  Food 
Stamp  Act  of  1964,  as  amended,  will  be  entitled,  if  it  so  elects,  to  have 
the  charges,  if  any.  for  its  coupon  allotment  under  such  program 
deducted  from  any  aid,  in  the  form  of  money  payments,  which  is  (or, 
except  for  the  deduction  of  such  charge,  would  be)  payable  to  or  with 
respect  to  such  household  (or  any  member  or  membere  thereof)  under 
such  plan  and  have  its  coupon  allotment  distributed  to  it  with  such  aid. 

"(b)  Any  deduction  made  pursuant  to  an  option  provided  in 
accordance  with  subsection  (a)  shall  not  be  considered  to  be  a  payment 
described  in  section  406  (b)  (2) . 

"(c)  Notwithstanding  any  other  provision  of  law,  no  agency  which 
is  designated  as  a  State  agency  for  any  State  under  or  pursuant  to  the 
Food  Stamp  Act  of  1964,  as  amended,  shall  be  regarded  as  having 
failed  to  comply  with  any  requirement  imposed  by  or  pursuant  to  such 
Act  solely  because  of  the  failure,  of  the  State  agency  administering  or 
supervising  the  administration  of  the  State  plan  (approved  under  this 
part)  of  such  State,  to  institute  or  carry  out  a  procedure,  described  in 
subsection  (a).". 

(b)  Administrative  costs  incurred  by  a  State  plan  for  aid  and 
services  to  needy  families  with  children,  approved  under  Part  A  of 
title  IV  of  the  Social  Security  Act,  in  conducting  procedures 
(described  in  section  410  of  such  Act,  as  added  by  subsection  (a)  of 
this  section)  in  connection  with  the  food  stamp  program  shall  be  paid 
from  funds  appropriated  to  carry  out  the  Food  Stamp  Act  of  1964, 
as  amended. 

Sec.  2.  (a)  Title  XVT  of  the  Social  Security  Act  is  amended  by  add- 
ing immediately  after  section  1617  the  following  new  section : 

"operation  of  state  SUPPLEMENTATION  PROGRAMS 

"Sec.  1618.  (a)  In  order  for  any  State  which  makes  supplementary  42  USC  1382g. 
payments  of  the  type  described  in  section  1616(a)  (including  pay-    42  USC  1382e. 


42  USC  606. 


42  USC  610  note. 
42  USC  601. 
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87  Stat.  155. 
42  use  1396. 


42  use  1382f. 


42  use  1382e 
note. 


Effective  date, 
42  use  1382g 
note. 


ments  pursuant  to  an  agreement  entered  into  under  section  212(a)  of 
Public  Law  93-66),  on  or  after  June  30,  1977,  to  be  eligible  for  pay- 
ments pursuant  to  title  XIX  with  respect  to  expenditures  for  any  cal- 
endar quarter  which  begins- 

n-P^/^v.    Tnv^i-w   QA  1 


"  ( 1 )  after  June  30, 1977,  or,  if  later, 
"(2) 


after  the  calendar  quarter  in  which  it  first  makes  such 
supplementary  payments, 
such  State  must  have  in  effect  an  agreement  with  the  Secretary 
whereby  the  State  will — 

"(3)  continue  to  make  such  supplementary  payments,  and 
"(4)  maintain  such  supplementary  payments  at  levels  which 
are  not  lower  than  the  levels  of  such  payments  in  effect  in  Decem- 
ber 1976,  or,  if  no  such  payments  were  made  in  that  month,  the 
levels  for  the  first  subsequent  month  in  which  such  payments  were 
made. 

"(b)  The  Secretary  shall  not  find  that  a  State  has  failed  to  meet  the 
requirements  imposed  by  paragraph  (4)  of  subsection  (a)  with 
respect  to  the  levels  of  its  supplementary  payments  for  a  particular 
month  or  months  if  the  State's  expenditures  for  such  payments  in  the 
twelve-month  period  (within  which  such  month  or  months  fall)  begin- 
ning on  the  effective  date  of  any  increase  in  the  level  of  supplemental 
security  income  benefits  pursuant  to  section  1617  are  not  less  than  its 
expenditures  for  such  payments  in  the  preceding  twelve-month 
period.". 

(b)  Section  401(a)  (2)  of  the  Social  Security  Amendments  of  1972 
is  amended — 

(1)  by  inserting  "(subject  to  the  second  sentence  of  this  para- 
graph)" immediately  after  "Act"  where  it  first  appears  in  sub- 
paragraph (B),and 

(2)  by  adding  at  the  end  thereof  the  following  new  sentence: 
"In  determining  the  difference  between  the  level  specified  in  sub- 
paragraph (A)  and  the  benefits  and  income  described  in  sub- 
paragraph (B)  there  shall  be  excluded  any  part  of  any  such  bene- 
fit which  results  from  (and  would  not  be  payable  but  for)  any 
cost-of-living  increase  in  such  benefits  under  section  1617  of  such 
Act  (or  any  general  increase  enacted  by  law  in  the  dollar  amounts 
referred  to  in  such  section)  becoming  effective  after  June  30, 
1977.". 

(c)  The  provisions  of  this  section  shall  be  effectii^e  with  respect  to 
benefits  payable  for  months  after  J une  1977. 

Approved  October  21,  1976. 
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The  Committee  on  Finance,  to  which  was  referred  the  bill 
(H.R.  13500)  to  amend  the  Internal  Revenue  Code  of  1954  with 
respect  to  influencing  legislation  by  public  charities,  having  consid- 
ered the  same,  reports  favorably  thereon  with  an  amendment  and 
with  an  amendment  to  the  title  and  recommends  that  the  bill  (as 
amended)  do  pass. 

House  bW. — As  passed  by  the  House,  H.R.  13500  provided  a  new 
elective  set  of  requirements  for  determining  whether  a  charitable 
organization  ,has  engaged  in  excessive  lobbying  activities  sufficient  to 
cause  it  to  lose  its  exemption  and  qualification  for  receiving  deductible 
contributions.  The  substance  of  the  bill  has  already  been  enacted  by 
the  Congress  as  part  of  H.R.  10612,  the  Tax  Reform  Act  of  1976. 

Committee  hill. — The  committee  bill  strikes  out  all  after  the  enact- 
ing clause  and  instead  substitutes  an  amendment  dealing  with  food 
stamp  purchases  by  welfare  recipients. 

Under  a  provision  of  Public  Law  9^86,  State  welfare  agencies 
were  mandated  to  withhold,  at  the  option  of  the  recipient,  the  amount 
of  the  AFDC  grant  needed  to  purchase  the  recipient's  food  stamp 
allotment  and  to  distribute  the  food  stamp  coupon  allotment  along 
with  the  reduced  cash  grant  (usually  by  mail).  The  committee  bill 
would  add  a  provision  to  title  IV-A  of  the  Social  Security  Act  to  give 
the  States  the  option  of  using  this  procedure  instead  of  requiring  it. 

II.  General  Explanation  of  the  Bill 

In  response  to  problems  encountered  by  some  States  in  implement- 
ing the  mandatory  requirement  for  Public  Assistance  Withholding 
(PAW)  procedures.  Public  Law  94-182  allowed  the  Federal  Grovem- 
ment  to  make  PAW  procedures  optional  with  each  State  until  Octo- 
ber 1, 1976.  This  action  was  taken  in  the  expectation  that  major  food 


6640 


FOOD  STAMPS 
P.L.  94-585 

[page  2] 

stamp  legislation  (includinp:  permanent  provisions  for  PAW  pro- 
cedures at  the  option  of  the  States)  would  be  acted  on  before  the 
October  1  extended  deadline. 

Both  the  Senate-approved  (S.  3136)  and  House  Agriculture  Com- 
mittee (H.R.  18613)  food  stamp  bills  include  provisions  making  PAW 
procedures  permanently  optional  with  the  States.  However,  it  appears 
unlikely  that  final  action  on  these  bills  will  come  before  the  October  1 
deadline. 

Although  many  States  do  use  PAW  issuance  procedures  success- 
fully, some  States  and  localities  have  found  the  provisions  extremely 
difficult  to  implement.  There  is  a  serious  problem  in  the  mail  issuance 
of  readily  negotiable  food  stamp  coupons  in  urban  areas  where  the 
probability  of  mail  loss  is  high.  Major  design  problems  are  met  in 
attempting  to  coordinate  State-run  AFDC  systems  with  locally  run 
or  contracted-out  food  stamp  issuance  systems.  Many  States,  even 
thiJtagh  they  utilize  computers,  encounter  the  costly  problem  of  com- 
puter incompatibility  between  the  AFDC  and  food  stamp  systems. 
The  heavy  additional  cost  of  establishing  computer  capability  to  im- 
plement withholding  or  computer  compatibility  is  a  financial  burden 
with  which  a  number  of  States  find  they  cannot  cope.  There  is,  in  addi- 
tion, strong  opposition  in  some  States  to  requiring  that  PAW  issuance 
procedures  operate  in  all  areas  of  the  State,  rather  thjm  in  those  areas 
where  the  State  feels  these  procedures  would  be  most  appropriate. 

A  recent  House  Agriculture  Committee  survey  6f  State  and  local 
welfare  administrators  noted  that : 

A  State  option  to  offer  PAW  was  overwhelmingly  favored 
by  State  administrators.  A  concern  about  the  possibility  of 
mail  theft  in  all  or  some  localities  appeared  frequently  in  [the 
State  administrators']  responses.  State  administrators  also 
observed  that  not  all  States  share*  the  capability  of  an  in- 
tegrated computer  system  for  public  assistance  and  food 
stamps,  a  capability  said  to  be  necessary  for  PAW  implemen- 
tation. The  need  to  take  into  account  other  variances  in 
administrative  systems  was  also  cited.  The  local  administra- 
tors also  favored  a  State  option  (41  percent).  They  expressed 
concern  over  mail  theft  and  spoke  of  difficulties  in  implemen- 
tation because  there  are  two  different  agencies  administer- 
ing two  different  programs  with  resulting  difficulty  in  coordi- 
nation. 

To  date,  only  23  States  and  one  other  jurisdiction  have  fully  im- 
plemented PAW  issuance  procedures  for  food  stamp  coupons.  Ten 
other  States  have  implemented  the  procedures  in  some  of  the  counties 
of  the  State.  However,  17  States  and  three  other  jurisdictions  have  not 
implemented  PAW  issuance  procedures.  The  following  shows  the 
breakdown  by  State. 

States  and  jurisdictiovs  vyith  fvll  implementation  (2i) 

Alaska,  Arizona,  Arkansas,  Delaware,  Guam,  Hawaii,  Idaho,  Iowa, 
Kansas,  Kentucky,  Mississippi,  Montana,  New  Mexico,  North  Caro- 
lina, Ohio,  Oklahoma,  Oregon,  South  Carolina,  South  Dakota,  Utah, 
Virginia,  Washington,  West  Virginia,  and  Wyoming. 
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I  States  urith  partial  impleTnerUation  (10) 

California,  Colorado,  Indiana,  Maryland,  Minnesota,  New  York, 
Tennessee,  Texas,  Vermont,  and  Wisconsin. 

States  and  jurisdictions  without  implementation  (20) 

Alabama,  Connecticut,  the  District  of  Columbia,  Florida,  Georgia, 
Illinois,  Ijouisiana,  Maine,  Massachusetts,  Michigan,  Missouri,  Ne- 
braska, Nevada,  New  Hampshire,  New  Jersey,  North  Dakota,  Penn- 
sylvania, Puerto  Rico,  Rhode  Island,  and  the  Virgin  Islands. 

Under  current  law,  the  Agriculture  Department  will  begin  requir- 
ing that  all  States  offer,  statewide,  PAW  food  stamp  issuance  pro- 
cedures to  AFDC  recipients  in  October  1976.  In  view  of  the  circum- 
stances cited  above,  the  committee  believes  that  this  requirement  is 
unwarranted.  The  committee  bill  therefore  would  give  States  the 
option  of  offering  PAW  issuance  procedures  on  a  permanent  basis. 
States  could  choose  not  to  offer  PAW  procedures,  offer  them  statewide, 
or  offer  them  only  in  selected  areas  of  the  State.  For  those  States 
choosing  to  offer  PAW  issuance  procedures  to  AFDC  recipients,  the 
administrative  cost  of  the  procedures  would  continue  to  be  governed 
by  the  Federal -State  cost-sharing  provisions  of  the  Food  Stamp  Act, 
as  amended. 

The  committee  bill  also  provides  that  administrative  costs  incurred 
by  States  in  conducting  public  assistance  withholding  procedures  must 
be  paid  under  the  food  stamp  program. 

TIL  BuDGEtARY  Impact  of  H.R.  13500 

The  Finance  Committee  estimates  that  the  enactment  of  H.R.  13500 
with  the  amendments  recommended  by  the  committee  would  be  con- 
sistent with  the  budgetary  totals  included  in  the  second  concurrent 
resolution  on  the  budget  for  fiscal  year  1977. 

Gi^ang  States  the  option  of  using  public  assistance  withholding 
procedures  is  estimated  to  result  in  a  savings  in  AFDC  administrative 
costs  of  $3  million  in  fiscal  year  1977  and  in  the  four  subsequent  fiscal 
years.  For  purposes  of  indicating  the  relationship  between  this  bill 
and  the  allocation  by  the  committee  of  budget  totals  for  fiscal  year 
1977  pursuant  to  section  302(b)  of  the  Congressional  Budget  Act,  the 
Committee  on  Finance  estimates  that  there  would  be  an  overall  net 
reduction  in  Federal  budget  authority  and  outlays,  of  an  entitlement 
nature  amounting  to  $3  million. 

IV.  Vote  of  the  Committee  in  Reportino  the  Bnx 

In  compliance  with  section  133  of  the  Legislative  Reorganization 
Act  of  1946,  the  following  statement  is  made  relative  to  the  vote  by 
the  committee  on  the  motion  to  report  the  bill.  The  bill  was  ordered 
reported  by  voice  vote. 
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The  following  is  a  listing  of  the  acts  contained  in  the  pre- 
ceding volumes  of  this  legislative  history: 

Volume  1  7^th-76th  Congress 

Act  of  August  1^,  1935  (Public,  No.  271,  7^th  Congress; 

49  Stat.  620).    The  Social  Security  Act. 
Act  of  August  10,  1939  (Public,  No.  379,  76th  Congress; 

53  Stat.   1360).    The  Social  Security  Act  Amendments  of 

1939. 

Act  of  August  11,   1939  (Public,  No.  400,  76th  Congress; 

53  Stat.   1420)  -  providing  for  the  noncol 1 ect ion  of 
PICA  tax  on  certain  services  rendered  before  January 
1940. 

Act  of  August  13,  1940  (Public,  No.  764,  76th  Congress; 

54  Stat.  785)  -  providing  for  more  uniform  coverage  for 
certain  persons  employed  in  coal  mining  operations. 

Volume   II  78th-80th  Congress 

Act  of  March  24,   1943  (Public  Law  17,  78th  Congress; 

57  Stat.  45)  -  services  of  officers  and  members  of 
crews  employed  by  War  Shipping  Administration;  mari- 
time tax  deduction. 

Act  of  February  25,   1944  (Public  Law  235,  78th  Congress; 

58  Stat.  21).    The  Revenue  Act  of  1943. 

Act  of  April  4,   1944  (Public  Law  285,  78th  Congress; 

53  Stat.  188)  -  clarifying  provisions  of  Act  of  March  24, 
1943. 

Act  of  October  23,   1945  (Public  Law  201,  79th  Congress; 

59  Stat.  546)  -  services  of  employees  of  the  Bonneville 
Power  Administration. 

Act  of  December  29,  1945  (Public  Law  291,  79th  Congress; 

59  Stat.  669).    The  International  Organizations 
Immunities  Act. 

Act  of  July  31,   1946  (Public  Law  572,  79th  Congress; 

60  Stat.  722)  -  crediting  railroad  industry  service 
under  the  Social  Security  Act. 

Act  of  August  8,   1946  (Public  Law  67I,  79th  Congress; 
60  Stat.  925)  -  employment  for  business  vested  in  or 
transferred  to  Alien  Property  Custodian. 


Act  of  August  10,   19^6  (Public  Law  7I9,  79th  Congress; 
60  Stat.  978).     The  Social  Security  Act  Amendments  of 
19^6. 

Act  of  April  20,   19^8  (Public  Law  492,  80th  Congress; 
62  Stat.   195)  -  to  exclude  certain  vendors  of  news- 
papers and  magazines. 

Act  of  June  14,   19^8  (Public  Law  642,  80th  Congress; 
62  Stat.  438)   -  usual  common-law  rules  applicable  in 
determining  employer-employee  relationship. 

Volume  III  8lst  Congress 

Act  of  August  28,    1950  (Public  Law  734,  8lst  Congress; 
64  Stat.  477).     The  Social  Security  Act  Amendments  of 
1950. 

Act  of  September  23,   1950  (Public  Law  8l4,  8lst  Congress; 

64  Stat.  906).     The  Revenue  Act  of  1950. 

Volume   IV  82nd-83rd  Congress 

Act  of  July  12,   1951   (Public  Law  78,  82d  Congress;  65  Stat. 
119)   -  exclusion  of  service  performed  by  Mexican  agri- 
cultural workers,  admitted  under  Title  V  of  the  Agri- 
cultural Act  of  1949. 

Act  of  October  30,   1951   (Public  Law  234,  82d  Congress; 

65  Stat.  683)   -  interrelationship  between  RRA  and  SSA. 
Act  of  June  28,   1952  (Public  Law  420,  82d  Congress; 

66  Stat.  285)   -  amending  sec.   218(f)  of  the  Act. 
Act  of  July  18,   1952  (Public  Law  590,  82d  Congress; 

66  Stat.  767).     The  Social  Security  Act  Amendments  of 
1952. 

Act  of  August  14,   1953  (Public  Law  269,  83d  Congress; 

67  Stat.  580)  -  providing  for  wage  credits  for  military 
service  before  July  1,  1955. 

Act  of  August  15,   1953  (Public  Law  279,  83d  Congress; 

67  Stat.  587)   -  adding  section  2l8(m)   relating  to 
services  of  employees   in  positions  covered  by  Wisconsin 
retirement  fund. 

Act  of  September  1,   1954  (Public  Law  76I ,  83d  Congress; 

68  Stat.   1052).     The  Social  Security  Amendments  of  1954. 

Volume  V  84th  Congress 

Act  of  August  9,   1955  (Public  Law  325,  84th  Congress; 

69  Stat.  621)   -  providing  for  wage  credits  for  military 
service  before  April   1956;  extending  time  for  filing 
lump  sum  applications   in  certain  cases. 


Act  of  August  1,   1956  (Public  Law  880,  84th  Congress; 

70  Stat.  807).     The  Social  Security  Amendments  of  1956. 
Act  of  August  1,   1956  (Public  Law  881,  84th  Congress; 

70  Stat.  857).     The  Servicemen's  and  Veterans'  Survivor 
Benefits  Act. 

Volume  VI  85th  Congress 

Act  of  July  17,   1957  (Public  Law  85-109,  85th  Congress; 

71  Stat.  308)   -  amending  sec.  2l6(i)  and  sec.  224(e) 
of  the  Act. 

Act  of  August  30,   1957  (Public  Law  85-226,  85th  Congress; 
71  Stat.  511)  -  amending  sec.   218(f),   ( k) ,  and  (p)  of 
the  Act. 

Act  of  August  30,   1957  (Public  Law  85-227,  85th  Congress; 

71  Stat.  512)   -  amending  sec.  218(d)(6)  of  the  Act. 
Act  of  August  30,   1957  (Public  Law  85-229,  85th  Congress; 

71  Stat.  513)   -  adding  new  paragraph  (7)  to  sec.  218(d) 

of  the  Act. 

Act  of  August  30,   1957  (Public  Law  85-238,  85th  Congress; 
71  Stat.  518)   -  amending  sec.   202(b),   (c),   (e)-(h),  (p) 
and  (t),  and  sec.   216(h)  of  the  Act,  and  sees.   1(q)  and 
5(1)  of  the  RRA. 

Act  of  August  30,   1957  (Public  Law  85-239,  85th  Congress; 

71  Stat.  521)   -  extending  the  time  within  which  a 
minister  can  elect  coverage  and  amending  sec.  211(a)(7) 
of  the  Act. 

Act  of  August  27,   1958  (Public  Law  85-785,  85th  Congress; 

72  Stat.  938)  -  to  provide  coverage  for  certain 
employees  of  tax  exempt  organizations  which  failed  to 
file  waiver  certificates. 

Act  of  August  27,   1958  (Public  Law  85-786,  85th  Congress; 
72  Stat.  938)   -  providing  that  the  sec.   209( i)  exception 
from  wages  does  not  apply  to  payments  to  State  and  local 
employees  absent  from  work  because  of  sickness. 

Act  of  August  27,   1958  (Public  Law  85-787,  85th  Congress; 
72  Stat.  939)  -  amending  sec.  218(d)(6)  by  adding 
Massachusetts  and  Vermont  and  permitting  a  "second 
chance"  to  choose  coverage  in  certain  cases. 

Act  of  August  28,   1958  (Public  Law  85-798,  85th  Congress; 
72  Stat.  964)  -  providing  for  re-entitlement  for  certain 
widows  -  sec.  202(g);  coverage  for  policemen  and  fire- 
men working  for  interstate  instrumentalities  -  sec. 
2l8(k);  and  coverage  of  policemen  and  firemen  in  State 
of  Washington  -  sec.  2l8(p). 


Act  of  August  28,   1958  (Public  Law  85-8^0,  85th  Congress; 

72  Stat.  1013).  The  Social  Security  Amendments  of  1958. 
Act  of  September  2,   1958  (Public  Law  85-857,  85th  Congress; 

72  Stat.   1105)  -  interrelationship  between  title  II  of 

the  Social  Security  Act  and  title  38  U.S.C.  -  Veterans 

Benefits. 

Act  of  September  6,   1958  (Public  Law  85-927,  85th  Congress; 

72  Stat.   1778)   -  amending  RRA  and  sec.  202(t)  of  the 
Social  Security  Act. 

Volume  V  M  86th  Congress.  Part  1 

Act  of  June  25,   1959  (Public  Law  86-70,  86th  Congress; 

73  Stat.   I4l).     The  Alaska  Omnibus  Act. 

Act  of  August  18,   1959  (Public  Law  86-168,  86th  Congress; 
73  Stat.  384)   -  providing  that  the  sec.  210(a)(6)(B) 
exclusion  does  not  apply  to  service  performed  in  the 
employ  of  a  Federal   land  bank,  a  Federal  intermediate 
credit  bank  or  a  bank  for  cooperatives. 

Act  of  September  16,   1959  (Public  Law  86-284,  86th  Congress 
73  Stat.  566)  -  amending  sec.   104(f),  Social  Security 
Amendments  of  1956  and  sec.  2l8(p)  and  extending  the 
time  for  modifying  certain  State  agreements. 

Act  of  September  22,   1959  (Public  Law  86-346,  86th  Congress 

73  Stat.   621)   -  amending  sec.   201(d)  of  the  Act. 
Act  of  April  8,   I96O  (Public  Law  86-415,  86th  Congress; 

74  Stat.  32)   -  remuneration  of  Public  Health  Service 
Reserve  Corp  commissioned  officers;  waiver  of  benefits. 

Act  of  April   22,   I96O  (Public  Law  86-442,  86th  Congress; 

74  Stat.  81)   -  amending  sec.   213(a)(2)(B)  of  the  Act  - 

quarters  of  coverage  based  on  wages  earned. 
Act  of  June  11,   I96O  (Public  Law  86-507,  86th  Congress; 

74  Stat.  200)   -  amending  sec.   205(d)  of  the  Act. 
Act  of  July  12,   i960  (Public  Law  86-624,  86th  Congress; 

74  Stat.  411).     The  Hawaii  Omnibus  Act. 

Volume  VIM  86th  Congress,  Part  2 

Act  of  September  13,   I960  (Public  Law  86-778,  86th  Congress 
74  Stat.  924).     The  Social  Security  Amendments  of  I96O. 


Voluraa  IX    87th  Congress 


lot  of  June  30,  1961  (Public  Law  87-64,  87th  Congress; 

75  Stat.  131)«    The  Social  Security  Amendments  of  1961. 
Act  of  September  21,  1961  (Public  Law  87-256,  87th  Congress; 

75  Stat.  527).    The  Mutual  Educational  and  Cultural 

Exchange  lot  of  1961. 
lot  of  September  21,  1961  (Public  Law  87-262,  87th  Congress j 

75  Stat.  542)  -  continuing  the  sec.  210(a)(6)  exclusion  of 

serrices  of  employees  of  rreedroan's  Hospital  who  transfer 

to  Howard  Unirersity. 
lot  of  September  22,  1961  (Public  Law  87-293,  87th  Congress; 

75  Stat.  612).    The  Peace  Corps  let. 
lot  of  October  5,  1961  (Public  Law  87-397,  87th  Congress; 

75  Stat.  828)  -  permitting  the  use  of  social  security 
account  numbers  as  identifying  numbers  for  inoome  tax 
purposes • 

lot  of  October  24,  1962  (public  Law  87 -878 >  87th  Congress; 

76  Stat.  1202)  -  ralidating  corerage  of  certain  State 
and  local  employees  in  Irkansas  and  adding  "Maine"  in 
•ec.  218(p)  of  the  lot. 


Volume  X    88th  Congress 

lot  of  February  26,  1964  (Public  Law  88-272,  88th  Congress; 
78  Stat.  19).    The  Revenue  let  of  1964. 

lot  of  July  2,  1964  (Public  Law  88-350,  88th  Congress; 

78  Stat.  240)  -  extending  the  time  within  which  teachers 
and  other  employees  corered  by  the  sane  retirement  system 
in  the  State  of  Maine  may  be  treated  as  being  covered  by 
separate  retirement  systems  for  purposes  of  the  old-age, 
survivors,  and  disability  insurance  program. 

lot  of  July  23,  1964  (Public  Law  88-382,  88th  Congress; 

78  Stat.  335)  -  permitting  Nevada  to  divide  its  retirement 
systems  into  two  parts  for  purposes  of  obtaining  social 
security  coverage  under  its  Federal -State  agreement. 

lot  of  lugust  20,  1964  (Public  Law  88-452,  88th  Congress; 
78  Stat.  508).    The  loonoraic  Opportunity  lot  of  1964. 

lot  of  October  13,  1964  (Public  Law  88-650,  88th  Congress; 
78  Stat.  1075)  -  providing  full  retroactivity  for  disa- 
bility determinations,  extending  the  period  within  which 
ministers  may  elect  coverage,  validating  certain  wages 
reported,  and  making  certain  other  changes. 


Volume  XI     89th  Congress 


Act  of  July  30,   1965  (Public  Law  89-97,  89th  Congress; 

79  Stat.  286).     The  Social  Security  Amendments  of  1965. 
Act  of  March  15,   1966  (Public  Law  89-368,  89th  Congress; 

80  Stat.   67).     The  Tax  Adjustment  Act  of  1966  - 
providing  benefits  at  age  72  for  certain  uninsured 
individuals. 

Act  of  April  8,   1966  (Public  Law  89-384,  89th  Congress, 
80  Stat.  99)   -  extending  the  initial  enrollment  period 
for  supplementary  medical  insurance  benefits. 

Act  of  November  2,   1966  (Public  Law  89-713,  89th  Congress, 
80  Stat.   1107)   -  relating  to  the  reasonable  cost  for 
reimbursement  of  proprietary  extended  care  facilities 
under  Health  Insurance  for  the  Aged. 

Volume  XII     90th  Congress 

Act  of  September  30,   1967,   to  extend  through  March  1968 
the  first  general  enrollment  period  under  part  B  of 
title  XVIII  of  the  Social  Security  Act  (relating  to 
supplementary  medical  insurance  benefits  for  the  aged) , 
and  for  other  purposes  (Public  Law  90-97,  90th  Congress, 
H.R.  13026). 

Act  of  January  2,   1968,  to  amend  the  Social  Security  Act 
to  provide  an  increase  in  benefits  under  the  old-age, 
survivors,  and  disability  insurance  system,  to  provide 
benefits  for  additional  categories  of  individuals,  to 
improve  the  public  assistance  program  and  programs 
relating  to  the  welfare  and  health  of  children,  and 
for  other  purposes  (Public  Law  90-248,  90th  Congress, 
H.R.    12080).     The  Social  Security  Amendments  of  1967. 


Voliune  XIII  91st  Congress 


Act  of  December  30,  I969  (Public  Law  91-172,  91st  Congress 5 
83  Stat.  737).    Title  X  -  Increase  in  Social  Security 
Benefits. 

Act  of  December  30,  I969  (Public  Law  91-173,  91st  Congress^ 
83  Stat.  7U2).    Federal  Coal  Mine  Health  and  Safety  Act 
of  1969. 

Act  of  July  6,  1970  (Public  Law  91-306,  91st  Congress j 
8U  Stat.  U07).    Miscellaneous  QASDI  Amendments. 

Act  of  January  11,  1971  (Public  Law  9I-669,  91st  Congress; 
8U  Stat.  2038).    Extension  of  provision  for  disregarding 
QASDI  and  railroad  benefits  in  determining  need  for  public 
assistance. 

Act  of  January  12,  1971  (Public  Law  91-690,  91st  Congress; 

8h  Stat,  207I1).    Modification  of  nursing  service  requirements. 

Volume  XIV  92nd  Congress 

Act  of  March  17,  1971,  (Public  Law  92-5,  92nd  Congress; 

85  Stat.  5).  Title  LL  -  Amendments  to  the  Social  Security 
Act;  Increase  in  Old-Age,  Survivors,  and  Disability  Insur- 
ance Benefits), 

Act  of  December  28,  1971  (Public  Law  92-223,  92nd  Congress; 

85  Stat.  802).    Lujip-cum  Death  Payments  "Where  Body  Unavail- 
able for  Burial. 

Act  of  May  19,  1972  (Public  Law  92-303,  92nd  Congress; 

86  Stat.  150).    Black  Lung  Benefits  Act  of  1972. 
Act  of  July  1,  1972  (Public  Law  92-336,  92nd  Congress; 

86  Stat.  U06).    Title  II  -  Amendments  to  the  Social 
Security  Program. 
Act  of  October  30,  1972  (Public  Law  92-603,  92nd  Congress; 
86  Stat  1329).    Social  Security  Amendments  of  1972. 

Volume  XV  92nd  Congress 

Report  of  the  Committee  on  Finance,  United  States  Senate,  to 
accompany  H.R.   1,  Social  Security  Amendments  of  1972,  Senate 
Report  No.  92-1230. 


Yol-ume  XVI  93d  Congress 


Message  from  the  President  of  the  United  States  transmitting 

A  Plan  For  Comprehensive  Health  Insurance,  House  of 

Representatives,  Document  No.  93-211. 
Message  from  the  President  of  the  United  States  transmitting 

Proposals  For  Improving  Health  Care,  House  of  Representatives, 

Document  No.  93-217. 
Third  Annual  Report  on  Part  B  of  Title  IV  of  the  Federal  Coal 

Mine  Health  and  Safety  Act  of  19^9,  Committee  Print, 

Committee  on  Education  and  Lahor,  UcS.  House  of  Representatives. 
PulDlic  Law  93-58  (h.R.  7357),  J^y  6,  1973,  An  Act  to  extend 

kidney  disease  medicare  coverage  to  railroad  employees, 

their  spouses,  and  their  dependent  child2?en. 
Report  of  the  Committee  on  Labor  and  Public  Welfare,  to 

accompany  H.R.  7357,  Senate  Report  No.  93-215. 
Report  of  the  Committee  on  Interstate  and  Fo2?eign  Commerce, 

to  accompany  H.R.  7357,  House  of  Representatives  Report 

No.  93-222. 

Public  Law  93-66  (H.R.  lUhS) ,  July  9,  1973,  An  Act  to  increase 
social  security  and  supplemental  security  income  benefits, 
and  other  miscellaneous  amendments  to  the  Social  Security 
Act. 

Public  Law  93-233  (H.R.  11333),  December  31,  1973,  An  Act  to 

provide  an  increase  in  social  security  and  supplemental 

security  income  benefits. 
Report  of  the  Committee  on  Ways  and  Means  to  accompany 

H.R.  11333,  House  of  Representatives  Report  No.  93-627. 
Public  Law  93-256  (H.R.  13025),  March  28,  I97I4,  An  Act  to 

increase  the  period  during  which  benefits  may  be  paid 

under  title  XYI  on  the  basis  of  presumptive  disability* 
Report  of  the  Committee  on  Finance,  to  accompany  H.R.  13025, 

Senate  Report  No.  93-735. 
Report  of  the  Committee  on  Ways  and  Means,  to  accompany 

H.R.  13025,  House  of  Representatives  Report  No.  93-87I. 
Public  Law  93-335  (H.R.  1512U),  July  8,  197U,  An  Act 

extending  the  eligibility  of  supplemental  secuilty 

income  recipients  for  food  stamps. 
Report  of  the  Committee  on  Ways  and  Means,  to  accompany 

H.R.  I512I+,  House  of  Representatives  Report  No.  93-1081. 
Public  Law  93-368  (H.R.  8217),  Au^st  7,  197U,  Miscellaneous 

amendments  to  the  Social  Security  Act. 
Public  Law  93-I|.06  (H.R.  2),  September  2,  197i+,  Employee 

Retirement  Income  Security  Act  of  197U. 


Conference  Report,  to  accompany  H.R.  2,  Senate  Report 

No.  93-1090,  Excei-pts  from. 
Public  Law  93-1+1+5  (H.R.  15301),  October  I6,  1971+,  The 

Railroad  Retirement  Act  of  1971+ • 
Public  Law  93-1+81+  (H.R.  111+52),  October  26,  I97I+,  Health 

insurance  for  the  aged. 
Public  Law  93-1+81+  (H.R.  I3631),  October  26,  I97I+, 

Miscellaneous  amendments  to  the  Social  Security  A^t. 
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